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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 


THURSDAY,  MARCH  7,  1985 

U.S.  Senate, 

C!OMMITTEE  ON  AGRICULTURE,  NUTRITION,  AND  FORESTRY, 

Washington,  DC, 
The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room  Gr- 

50,  Dirksen  Senate  Office  Building,  Hon.  Jesse  Helms  (chairman  of 

the  committee)  presiding. 
Present:  Senators  Helms,  Dole,  Cochran,  Boschwitz,  Hawkins, 

Andrews,   McConnell,   !Zorinsky,   Leahy,   Melcher,   Pryor,   Boren, 

Dixon,  Heflin,  and  Harkin. 

STATEMENT  OF  HON.  JESSE  HELMS,  A  U.S.  SENATOR  FROM 
NORTH  CAROLINA 

The  Chairman.  The  hearing  will  come  to  order. 

The  Chair  is  confident  that  presently  other  Senators  will  appear. 
It  is  customary  in  this  place  to  be  fashionably  late  for  meetings, 
but  I  will  make  my  opening  statement  while  awaiting  the  arrival 
of  colleagues. 

Today  we  begin  the  congressional  process  of  reauthorizing  the 
farm  statutes  that  expire  this  year. 

Consideration  of  what  should  be  written  into  the  1985  farm  bill 
began  nearly  2  years  ago.  For  example,  in  May  1983,  I  wrote  to 
about  200  farmers,  academicians,  economists,  agribusiness  people 
and  government  officials  asking  all  of  them  to  submit  papers  on 
farm  policy  issues.  The  result  of  that  effort  was  a  publication  by 
the  Senate  Agriculture  Committee  which  bore  the  title  "Farm 
Policy  Perspectives:  Setting  the  Stage  for  1985  Agricultural  Legisla- 
tion." 

Then  in  late  1984,  the  committee  released  another  similar  publi- 
cation on  agricultural  trade  policy,  and  the  title  of  that  one  was 
"Trade  Policy  Perspectives:  Setting  the  Stage  for  1985  Farm  Legis- 
lation." 

Then  the  Secretary  of  Agriculture  held  a  series  of  what  he  called 
"listening  sessions"  last  year,  and  the  Joint  Economic  Committee 
held  a  series  of  farm  policy  hearings. 

So  this  leads  us  to  the  fact  obviously  that  this  is  an  unprecedent- 
ed amount  of  interest  in  the  farm  bill  this  year.  That  is  due  in  part 
to  the  enormous  distress  in  rurcd  America.  As  Congress  begins 
work  on  the  farm  bill,  the  family  farmer  in  so  many  cases  is  in  dire 
circumstances. 
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We  have  to  face  the  fact  that  current  farm  policy  has  contributed 
significantly  to  a  situation  in  which  many  family  farmers  are 
unable  to  earn  a  profit  on  their  work  or  their  investment.  Commod- 
ity surpluses  which  depress  prices  and  reduce  profits  are  a  direct 
cause  of  the  current  credit  crisis  that  has  dominated  the  headlines 
this  year. 

As  Congress  examines  the  stress  in  rural  America  today,  it  is 
vital  that  we  understand  why  that  stress  exists  and  make  tne  nec- 
essary changes  in  farm  policy  to  alleviate  that  stress. 

Now,  let  me  say  at  tms  point  by  digressing  that  I  do  not  know  of 
anyone  who  has  all  the  answers.  Certainly  I  do  not.  Tliat  is  our  job 
now  to  search  for  and  provide  in  good  faith  the  most  reasonable  an- 
swers possible  to  the  problems. 

But  part  of  the  problem  with  current  farm  policy  is  that  in  writ- 
ing farm  programs  in  the  past,  Congress  has  not  given  sufficient 
attention  to  the  economic  and  practical  day  to  day  impacts  that 
result  fix>m  the  application  of  programs.  So  1  suggest  we  face  up  to 
the  truth. 

The  precise  details  and  characteristics  of  these  programs  and 
policy  tools  have  been  established  by  Congress  more  as  a  function 
of  political  consideration  than  a  consideration  of  their  economic 
and  structural  impact  on  farming  and  ranching  in  America. 

Therefore,  it  should  surprise  no  one  that  the  detcdled  application 
of  farm  program  instruments  has  had  tremendous  impact  both  on 
the  U.S.  farm  policy  and  economy  and  that  of  the  entire  world.  If 
the  present  financial  situation  of  the  U.S.  farm  economy  is  any  in- 
dication, these  programs  have  had  an  adverse  impact  in  recent 
years.  Government  and  those  who  operate  it  and  implement  it 
have  meant  well,  to  be  sure,  but  it  certainly  appears  that  more 
harm  has  been  done  than  good. 

So,  the  Agriculture  Committee,  following  this  hearing,  will  hold 
a  series  of  five  thematic  hearings  over  the  next  2  weeks  which  this 
Senator  will  chair.  These  hearings  are  designed  to  give  all  Senators 
a  better  understanding  of  just  how  the  various  tools  and  policy  in- 
struments of  farm  programs  impact  upon  farmers  in  the  real  world 
of  supply  and  demand,  profit  and  loss,  and  in  the  structure  of  the 
agriculture  industry  itself. 

These  hearings  will  examine  such  topics  as  the  structure  of  agri- 
culture, the  economic  impact  of  loan  rates,  target  prices,  produc- 
tion controls,  and  supply  management  in  agricultural  policy;  the 
impact  of  research  and  technolc^  in  agricultural  policy;  and  the 
question  of  investment  and  debt  in  agriculture. 

It  is  my  hope  that  Senators  will  be  able  to  attend  these  hearings, 
because  the  information  gleaned  from  these  hearings  will  give  all 
of  us  a  better  understanding  of  the  options  we  have,  limited  as  they 
may  be,  and  the  decisions  we  must  make,  tough  as  they  may  be,  in 
writing  the  1985  farm  bill. 

Following  the  series  of  thematic  hearings,  the  committee  will 
hold  a  series  of  conventional  hearings  on  the  various  farm  and 
commodity  programs,  at  which  time  we  will  hear  from  all  interest- 
ed parties.  The  subiects  and  dates  and  times  of  these  hearings  will 
be  announced  at  a  later  date. 

Now,  I  do  not  want  to  take  up  too  much  more  time  because  I 
want  to  hear  fi*om  other  Senators  and,  of  course,  our  witnesses.  But 
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there  is  one  point  which  I  have  been  trying  to  make  in  my  awk- 
ward way  to  people  who  care  about  farm  policy,  and  it  is  a  point 
that  the  American  farmers  understand,  I  think,  in  greater  number 
than  we  sometimes  would  think.  I  am  confident  that  as  we  proceed 
with  today's  hearing  and  the  hearings  in  the  weeks  ahead,  there 
will  be  broad  agreement  on  at  least  one  point,  and  that  being  that 
current  farm  policy  is  not  working. 

During  the  past  4  years,  the  American  taxpayers  have  spent 
more  than  $60  billion  on  farm  programs.  The  question,  have  the 
present  farm  policies  helped  agriculture — well,  the  distress  around 
the  country  seems  to  answer  that  question. 

Farm  income  has  declined  27  percent,  exports  have  dropped  by 
$8  billion.  Our  market  share  of  exports  has  dropped  from  60  per- 
cent to  50  percent.  The  United  States  built  up  massive  surpluses 
and  farmers  continue  to  suffer  losses  in  profits. 

Now,  all  of  us  have  enough  common  sense  to  understand  arith- 
metic. The  foreign  producers  of  grain,  for  example,  know  that  U.S. 
farmers  will  not  be  able  to  sell  wheat  on  the  export  market  for  less 
than  $3.30,  since  that  is  the  amount  for  which  he  can  get  Uncle 
Sam  to  buy  it  through  the  support  loan  mechanism.  So  all  the  for- 
eign farmer  has  to  do  is  sell  it  for  less  than  that  and,  bingo,  he 
takes  the  market  price  away  from  the  American  farmer. 

That  illustrates  the  point  I  think  that  U.S.  farm  programs — that 
is  $60  billion  provided  by  the  U.S.  taxpayer — has  in  fact  helped  the 
foreign  farmers  while  bringing  hardship  to  the  U.S.  family  farmer. 

Now,  this  Senator  believes  that  we  cannot  and  we  must  not  con- 
tinue these  policies  that  profit  the  foreign  producers.  What  are  our 
alternatives  to  a  farm  policy  that  simply  is  not  working? 

There  are  two  alternatives  to  what  we  are  now  doing.  One  is  for 
government  to  become  even  more  involved  in  agriculture.  But  what 
would  that  do?  It  would  require  more  government  regulation,  man- 
datory controls  on  production  for  all  crops,  and  artificially  high 
prices  which  would  merely  result  in  even  greater  declines  in  our 
market  share  and  profits.  You  do  not  douse  a  fire  with  gasoline. 

Even  the  advocates  of  more  government  involvement  adimit  that 
if  it  is  to  work,  it  will  mean  closing  our  borders  to  agricultural 
trade  and  taking  30  percent  of  our  production  base  out  of  oper- 
ation. Do  we  want  to  do  that?  I  think  not. 

So,  I  think  it  is  obvious  that  this  kind  of  so-called  public  utility 
agriculture  will  blow  us  out  of  the  water.  It  would  cripple  not  only 
30  percent  of  our  agricultural  production  itself,  but  30  percent  of 
our  equipment  dealers,  30  percent  of  the  farm  banks,  30  percent  of 
the  seed  dealers,  30  percent  of  the  fertilizer  decders,  and  30  percent 
of  the  kind  of  society  that  makes  up  rural  America.  I  suspect  that 
a  30-percent  contraction  of  our  agricultural  production  would  have 
enormously  adverse  consequences  for  the  entire  economy. 

So,  we  are  dealing,  whether  we  like  it  or  not,  with  the  reality  of 
a  global  economy,  and  there  seems  to  be  no  alternative  to  return- 
ing to  market  orientation  in  U.S.  farm  price  supports,  because  only 
when  our  competitors  know  that  Uncle  Sam  is  not  guaranteeing  to 
farmers  everywhere  a  world  price  that  is  higher  than  market 
prices  will  we  see  foreign  farmers  reducing  their  production.  With- 
out the  market  orientation  adjustments  in  our  farm  policy,  Ameri- 
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can  farmers  will  be  the  ones  doing  the  reducing,  and  that  is  the 
road  to  disaster  for  farmers  and  for  all  the  rest  of  us. 

I  am  saying  that  if  we  exercise  some  courage  and  common  sense, 
we  will  see  exports  from  the  United  States  begin  to  grow  again,  in- 
stead of  continuing  their  decline.  We  will  see  U.S.  farm  income 
rise,  instead  of  fall,  and  I  believe  it  is  absolutely  uncontrovertible 
that  only  market  oriented  agriculture  policies  will  save  our  family 
farmer  and  our  treasured  rural  way  of  life  we  all  say  we  love  so 
much. 

I  do  not  favor  market  oriented  policies  simply  because  the  proc- 
ess would  save  money.  I  favor  market  orientation  because  it  will 
save  our  family  farmers,  and  because  it  will  reestablish  U.S.  agri- 
culture to  its  competitive  best.  Of  course,  it  is  important  to  save 
money,  but  I  am  convinced,  really,  that  the  best  farm  bill  we  could 
possibly  write  in  the  Congress  of  the  United  States  would  not  have 
to  have  the  word  "farm*  or  "farmer"  in  it,  if  we  had  a  balanced 
budget  or  a  movement  toward  it,  that  would  cause  interest  rates  to 
fall.  All  of  us  know  that  20  percent  of  farm  input  cost  is  consumed 
by  interest  pa3nnents  alone.  So  each  percentage  point  drop  in  inter- 
est rates  puts  more  than  a  billion  dollars  in  the  farmers'  pockets. 

I  know  there  will  be  disagreement  and  there  will  be  proposals  all 
over  the  lot  and  we  will  consider  all  of  them,  but  if  we  abandon 
and  ignore  the  principles  that  made  this  Nation  unique  in  the  first 
place,  we  are  going  to  discard  a  lot  of  things  that  we  will  regret 
later  on  down  the  line. 

So  this  Senator  says  we  should  craft  a  farm  bill  designed  to  meet 
the  challenge  confronting  us.  We  will  not  do  it  easily.  We  will  not 
do  it  without  criticism,  but  we  certainly  cannot  do  it  without  a 
measure  of  courage. 

We  will  insert  in  the  record  a  statement  submitted  by  Senator 
Wilson.  1 

Senator  !Zorinsky. 

STATEMENT  OF  HON.  EDWARD  ZORINSKY,  A  U.S.  SENATOR  FROM 

NEBRASKA 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

A  devastating  financial  crisis  is  confronting  many  of  our  Nation's 
farmers,  and  the  causes  and  effects  of  this  crisis  have  been  well 
documented.  Now,  as  we  consider  the  1985  farm  bill,  we  must  focus 
on  developing  equitable  and  workable  solutions. 

Much  rhetoric  has  been  expended  in  support  of  the  so-called 
market  oriented  approach  to  resolving  the  farm  crisis.  Let  me  say 
that  orienting  agriculture  to  the  marketplace  is  a  worthy  goal. 
However,  the  international  market  in  which  our  agricultural  prod- 
ucts are  sold  is  not  a  free  market  system.  By  some  estimates,  over 
90  percent  of  the  commodities  traded  in  the  international  market 
are  subsidized  by  either  the  buyer  or  the  seller.  Our  farmers  can 
compete  with  farmers  of  other  countries  but  they  cannot  compete 
with  the  treasuries  of  the  other  countries.  [Applause.] 

In  the  interest  of  hearing  all  the  testimony  to  be  presented, 
please  refrain  from  interruptions. 


'  See  p.  369  for  the  prepared  statement  of  Senator  Wilson. 
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The  Chairman.  We  cannot  have  demonstrations  of  that  nature 
further  and  I  ask  all  of  you,  whether  you  agree  or  disagree  with 
any  Senator  or  any  speaker,  to  please  recognize  that  you  are  guests 
here  and  we  must  have  order. 

You  may  proceed,  Senator  !Zorinsky. 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

To  compel  the  American  farmer  to  market  his  production  at  so- 
called  market  clearing  prices  in  such  an  international  market  with- 
out the  benefit  of  a  proven  and  effective  safety  net  could  be  damag- 
ing to  our  family  farm  system  of  agriculture  and  could  have  dire 
consequences  for  our  national  economy  as  well. 

I  will  support  a  free  market  farm  bill  if  and  when  we  are  dealing 
with  a  free  market  international  economy.  We  all  have  heard  and 
have  sometimes  participated  in  the  criticism  of  the  farm  programs 
of  years  past.  However,  I  remain  unconvinced  that  those  programs 
were  totally  and  inherently  ineffective. 

For  years,  they  provided  Americans  with  the  cheapest,  most 
bountiml  food  supply  in  the  world,  and  when  properly  adminis- 
tered they  helped  stabilize  the  farm  economy.  Tliey  gave  our 
Nation  a  favorable  balance  of  trade  for  many  years  and  on  occasion 
provided  a  net  profit  to  the  Federal  Treasury. 

We  will  never  know  what  successes  could  have  been  achieved 
with  the  traditional  farm  programs  had  not  outside  forces  inter- 
vened. Those  forces  include  embargoes  imposed  by  both  Democratic 
and  Republican  administrations,  a  continued  specter  of  huge 
budget  deficits,  and  periodic  reductions  in  the  price  support  levels 
that  have  been  implemented  since  the  1981  farm  bill. 

This  periodic  reduction  I  think  was  very  clearly  amplified  last 
year  with  the  Government  deciding  to  lower  the  t€u;get  price  for 
wheat  from  $4.65  to  $4.38,  after  a  farm  bill  had  been  in  place  for  2 
years  and  had  2  years  remaining  before  expiring.  The  Federal  Gov- 
ernment provided  those  programs  for  the  farmers  to  take  to  their 
bankers,  to  say,  "This  is  what  the  Government  has  promised  us  for 
the  next  4  years."  Unfortunately  after  2  years  the  Government 
welshed  on  the  farmer  and  decided  to  change  the  rules  of  the  ball 
game.  I  think  we  have  got  to  stop  destroying  the  credibility  of  our 
Government  by  making  these  constant  changes. 

Today,  as  we  begin  work  on  the  1985  farm  bill,  we  must  recog- 
nize the  depressed  condition  of  the  farm  economy  and  develop  a 
bill  that  addresses  the  problems  our  farmers  are  facing. 

The  most  pressing  need  is  for  short-term  credit  for  family  farm- 
ers so  that  crops  can  be  planted  this  spring.  Many  family  farmers 
have  already  failed  and  many  others  in  terms  of  financial  condition 
are  beyond  the  point  of  no  return. 

As  a  matter  of  fact,  I  am  informed  this  morning  that  last 
evening,  in  a  small  town  in  rural  Nebraska,  a  farmer,  an;er  turning 
the  news  on  and  hearing  of  the  President's  veto,  felt  such  despair 
the  Government  would  not  provide  any  assistance  to  help  save  a 
farm  that  was  entrusted  to  him  by  the  generation  before  him,  that 
he  shot  himself  to  death. 

This  is  the  realitv  of  what  is  happening  in  rural  America.  This  is 
not  a  game  that  is  being  played. 

We  must  address  the  needs  of  our  farmers  because  the  very  sur- 
vival of  agriculture  in  this  country  is  at  stake. 
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Every  effort  must  be  made  immediately  to  save  those  farmers 
who  can  still  be  saved,  and  many  still  can  be  saved.  And  for  that 
reason,  I  strongly  urged  the  President  to  sign  the  farm  credit  legis- 
lation that  was  approved  by  the  Senate  last  week  and  approved  by 
the  House  on  Tuesday. 

In  addition  and  concurrently  with  the  development  and  imple- 
mentation of  the  1985  farm  bill,  we  must  strive  to  restore  the 
notion  of  contract  sanctity  in  our  agricultural  trade  dealings  with 
foreign  nations.  Foreign  nations  must  understand  that  we  are  a  re- 
liable supplier  of  the  highest  quality  agricultural  products  in  the 
world.  And  finally  and  also  concurrently,  we  must  reduce  the  Fed- 
eral budget  deficits  that  are  bolstering  the  value  of  the  dollar  to 
the  detriment  of  our  export  trade. 

Many  people  feel  we  have  a  dichotomy  when  we  say  ''spend  a 
few  bucks  to  save  a  farmer,  but  we  must  reduce  the  deficit  and  the 
budget  at  the  same  time".  It  is  very  simple:  A  reordering  of  prior- 
ities is  needed.  By  that  I  mean  a  little  less  to  the  IMF,  a  little  less 
to  bailing  out  multinational  corporations,  and  a  little  less  for  help- 
ing people  who  are  not  Americans  and  who  do  not  appreciate  our 
help. 

I  believe  that  the  1985  farm  bill  should  be  designed  to  achieve  six 
primary  objectives: 

First,  farm  income  must  be  improved  and  stabilized.  I  believe  we 
should  seriously  consider  the  merits  of  farmer-approved  programs 
that  tailor  production  levels  to  demand.  Such  controls  should  be 
flexible  enough  to  respond  to  volatile  export  markets,  while  provid- 
ing some  measure  of  protection  for  family  farm  operators. 

Second,  consumers  must  be  assured  of  a  safe  and  reliable  supply 
of  food.  I  think  most  consumers  understand  that  food  is  a  tremen- 
dous bargain  in  this  country  and — if  we  are  to  continue  to  enjoy 
this  abundance — consumers  must  share  in  the  cost  of  maintaining 
our  family  farm  system  of  agriculture. 

Only  14  percent  of  the  disposable  income  of  the  American  people 
is  spent  for  food.  In  many  other  countries,  anywhere  from  60  to  80 
percent  of  the  disposable  income  is  spent  for  food.  It  would  not 
hurt  the  American  consumer  to  increase  by  1  or  2  percent  the 
amount  of  their  disposable  income  spent  for  food  in  order  to  assure 
a  continued  reliable  supply  of  domestically  produced  food. 

In  addition,  to  help  protect  consumers  and  farmers,  we  should 
consider  creating  a  national  food  reserve — to  be  used  only  in  the 
event  of  a  national  emergency. 

Third,  over  production  must  be  reduced  and  controlled,  thereby 
reducing  Government  costs  while  at  the  same  time  improving  com- 
modity prices. 

Fourth,  we  need  a  farm  bill  that  is  oriented  to  conservation.  It  is 
in  the  national  interest  to  conserve  our  scarce  land  and  water  re- 
sources, we  cannot  afford  to  mortgage  the  future  by  depleting  the 
natural  resources  that  future  generations  will  rely  on  for  their  ag- 
ricultural production. 

Fifth,  we  must  develop  new  markets  through  export  sales  and  re- 
search and  development  on  alternative  uses  for  farm  products — 
such  as  corn  fructose  and  alcohol  fuels. 

Sixth,  the  cost  of  farm  programs  must  be  reduced. 

The  Chairman.  Thank  you,  Senator  Zorinsky.  Senator  Cochran. 
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STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM 

MISSISSIPPI 

Senator  Cochran.  Mr.  Chairman,  let  me  congratulate  everyone 
who  is  going  to  testify  before  the  committee  for  cooperating  in  our 
effort  to  try  to  find  answers  to  the  problems  that  are  confronting 
agriculture  today.  I  do  not  think  anyone  doubts  the  complexity  of 
the  problem  that  we  are  facing  or  the  seriousness  of  it. 

I  for  one  do  not  really  think  that  we  are  going  to  solve  the  prob- 
lems in  agriculture  by  simply  offering  a  mrmer  another  loan.  I 
think  we  have  to  restore  profit  in  agriculture — that  is  the  real 
answer  to  the  problem.  I  hope  the  witnesses  will  help  us  try  to 
figure  out  how  to  do  that  in  writing  a  new  farm  bill  this  year. 

Mr.  Chairman,  I  am  not  going  to  make  a  long-winded  speech.  I 
have  a  written  statement  that  I  would  like  included  in  the  record. 

The  Chairman.  Without  objection,  the  Senator's  statement  will 
be  included  in  the  record.^ 

Senator  Cochran.  I  thank  the  chairman.  Let  me  also  apologize 
to  the  chairman  for  having  to  leave  in  a  few  minutes  to  chair  a 
hearing  on  agricultural  appropriations.  In  order  to  have  these  pro- 
grams operate,  we  need  them  funded  and  we  are  going  to  have  a 
hearing  in  another  part  of  the  building.  Although  I  will  not  be  able 
to  stay  to  hear  all  of  the  witnesses  testify,  I  will  be  reviewing  all 
the  written  statements  and  I  thank  you  for  being  here. 

The  Chairman.  Thank  you.  Senator. 

I  will  recognize  Senators  in  the  order  of  their  appearance.  Sena- 
tor Harkin  was  here  next  so  we  will  recognize  him. 

STATEMENT  OF  HON.  TOM  HARKIN,  A  U.S.  SENATOR  FROM  IOWA 

Senator  Harkin.  Thank  you,  Mr.  Chairman.  I  do  not  have  a  pre- 
pared statement  and  I  do  not  want  to  take  a  lot  of  the  committee's 
time  either. 

For  those  witnesses  who  are  about  to  take  the  witness  table,  I 
just  want  to  ask  one  question  and  have  you  think  about  it  and 
answer  it,  and  that  is  this:  We  hear  so  much  talk  about  world 
market  prices,  that  somehow  we  have  to  reduce  the  price  of  our 
grain  so  that  it  will  clear  in  the  world  market. 

I  noted  last  week,  I  checked  on  it.  The  price  of  a  bushel  of  com 
in  Chicago  was  $2.73  a  bushel,  in  Rotterdam  it  was  $3.75,  and  in 
the  European  Community  it  was  $5.60  a  bushel.  Will  someone 
please  tell  me  how  low  we  have  to  drive  our  prices  to  obtain  world 
market  clearing  prices?  What  is  the  world  market  price  of  a  bushel 
of  corn? 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator. 

Senator  Dixon. 

STATEMENT  OF  HON.  ALAN  J.  DIXON,  A  U.S.  SENATOR  FROM 

ILLINOIS 

Senator  Dixon.  Mr.  Chairman,  first  let  me  say  I  am  pleased  to  be 
here  this  morning.  It  is  the  first  hearing  of  the  Senate  Committee 
on  Agriculture,  Nutrition,  and  Forestry  and  I  commend  you,  Mr. 


*  See  p.  367  for  the  prepared  statement  of  Senator  Cochran. 
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Chairman,  for  scheduling  hearings  on  the  vital  matter  of  the  1985 
farm  bill. 

It  is  gratifying  to  see  the  many  farm  groups  represented  here.  I 
am  sure  that  with  their  help  we  will  craft  a  farm  bill  which  will 
address  the  crucial  issues  that  farmers  face  today. 

Mr.  Chairman,  I  would  just  like  to  tell  you  two  personal  experi- 
ences I  have  had  as  a  Senator  from  a  great  farm  State  in  the  last 
several  days  that  we  ought  to  take  into  consideration  when  we  talk 
about  the  1985  farm  bill. 

Last  weekend,  I  went  back  home  to  Illinois  to  our  great  land- 
grant  university,  the  University  of  Illinois,  which  is  a  great  agricul- 
tural university,  to  speak  there  on  farm  problems.  The  next  morn- 
ing, I  was  at  the  airport  in  Champaign  waiting  to  catch  an  airplane 
to  St.  Louis  where  I  saw  my  good  friend,  the  distinguished  Senator 
from  South  Dakota,  Senator  Abdnor.  We  were  coming  back  to 
Washington  on  the  same  plane  together. 

A  man  came  up  to  me  and  he  said,  ''Senator  Dixon,  I  have  just 
seen  you  on  television  concerning  your  amendment  to  the  farm 
bill.  I  want  to  tell  you  about  a  personal  experience  I  had  this 
week.''  He  said,  '1  just  bought  some  farm  land  here  in  Champaign 
County  this  week.  Incidentally,  that  is  a  great  farming  area.  He 
said,  "The  farm  land  sold  in  1978  for  $2,800  an  acre.  I  bought  it 
this  week  for  $865  an  acre." 

The  next  day  I  received  a  telephone  call  in  my  office — incidental- 
ly, I  cannot  give  you  that  man  s  name  now,  but  he  promised  he 
would  write  me  a  letter.  I  requested  that  he  do  so,  and  I  would  like 
to  put  his  name  in  the  record  later. 

The  other  day  in  my  office  I  received  a  call  from  Robert  Snyder, 
a  58-year-old  farmer,  a  World  War  II  veteran,  who  lives  near  Beth- 
any, in  Moultrie  County,  IL.  He  told  me,  "I've  been  hearing  all  this 
talk  about  the  farmer  s  problems  and  I  just  wanted  to  get  some- 
thing off  my  chest."  The  first  thing  Robert  Snyder  wanted  to  point 
out  is  that  it  is  not  just  the  farmer  who  has  a  problem.  "Our  neigh- 
bors are  in  trouble,  too,"  he  said,  "not  just  our  farm  neighbors  but 
our  folks  in  town.  Let  me  tell  you,"  he  said,  "the  Senators  and  Con- 
gressmen should  know  about  what  is  going  on  in  Moultrie  County, 
IL.  Our  lumberyard  has  closed,  one  implement  dealer  has  already 
closed,  a  second  implement  dealer  is  closing  down  in  a  couple  of 
weeks,  after  being  in  business  for  42  years.  Two  concrete  mix  firms 
in  the  county  have  folded.  How  many  businesses  are  going  to 
close,"  he  asked,  "because  the  farmers  cannot  afford  to  patronize 
them?  When  is  it  going  to  stop?" 

Robert  Snyder  went  on  to  say  that  he  has  seen  low  times  during 
his  58  years  as  a  farmer,  but  this  time  he  said  is  the  worst.  The 
farmers,  he  said,  have  had  it  bad  before,  but  their  problems  have 
not  had  the  devastating  impact  that  they  are  now  having  upon  the 
rural  communities.  He  said,  "Our  rural  towns  here  are  slowly 
dying."  Robert  Snyder's  telephone  call  I  think  tells  us  all  that  the 
Moultrie  Counties  of  this  country  are  crying  out  for  help.  All  of  us 
have  Moultrie  Counties  in  our  States  to  a  greater  or  lesser  degree. 

Robert  Snyder's  message  today  is  this:  We  Senators  of  whatever 
political  persuasion  had  better  not  leave  this  place  without  proper- 
ly attending  to  the  economic  health  of  the  Moultrie  Counties  of  our 
States.  To  do  nothing  or  to  do  less  is  a  disservice  to  our  farmers 
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and  to  our  fellow  citizens,  in  my  opinion,  whether  rural  or  urban, 
who  know  that  a  thriving  farmer  is  the  key  to  a  growing  dynamic 
economy  for  all  of  us  to  enjoy. 

Mr.  Chairman,  I  look  forward  to  hearing  the  testimony  presented 
beginning  today  on  the  1985  farm  bill. 

Senator  Zorinsky.  Thank  you.  Senator  Dixon. 

The  next  arrival  to  the  committee  hearing  is  Senator  McConnell, 
from  Kentucky,  according  to  Senator  Helms'  list  here.  Senator  Mc- 
Connell, we  call  on  you  next. 

STATEMENT  OF  HON.  MITCH  McCONNELL,  A  U.S.  SENATOR  FROM 

KENTUCKY 

Senator  McConnell.  Thank  you.  Senator  Zorinsky.  I  do  not  have 
an  opening  statement  other  than  to  say  I  am  pleased  to  be  a 
member  of  this  committee,  as  a  new  Member  of  the  Senate.  I  start 
listening  to  the  hearing  process  with  no  preconceived  notions  as  to 
how  we  ought  to  be  structuring  the  farm  program  for  the  next  few 
years,  and  I  for  one  am  quite  likely  to  be  influenced  by  what  we 
hear  from  all  of  you  in  the  coming  days.  I  look  forward  to  hearing 
the  testimony  of  those  here  today  and  otherwise  as  the  hearings 
unfold. 

Thank  you,  Mr.  Chairman. 

Senator  Zorinsky.  Senator  Melcher,  from  Montana. 

STATEMENT  OF  HON.  JOHN  MELCHER,  A  U.S.  SENATOR  FROM 

MONTANA 

Senator  Melcher.  Thank  you. 

We  are  here  to  start  hearings  on  the  new  farm  bill.  The  adminis- 
tration's farm  bill  deserves  a  little  attention  and  I  understand  we 
will  have  Secretary  Block  here  this  afternoon.  Then,  however,  I 
think  we  can  get  down  to  business  and  disregard  this  bill  that  the 
administration  has  sent  up  and  start  thinking  about  a  bill  that  is 
constructive  and  workable. 

It  is  ironic  that  this  administration  which  has  spent  more  money 
out  of  the  Treasury  than  any  other  administration  in  all  history, 
should  be  sending  up  a  bill  of  this  nature.  When  you  talk  about 
money  cost  of  farm  programs,  the  record  of  the  past  4  years  has 
been  one  of  disaster  both  in  terms  of  helping  farmers  and  also  in 
terms  of  spending  money.  PIK  alone  for  1983  cost  $12  billion.  That 
is  part  of  the  all-time  record  of  pa3rments  out  of  the  Treasury  by 
this  administration.  PIK  did  not  accomplish  anything  in  terms  of 
improving  prices  for  agricultural  producers. 

The  loan  rate  has  been  considered  the  safety  net  to  establish  a 
floor  price  that  will  keep  those  who  produce  tne  various  commod- 
ities in  business.  Clearly,  however,  it  is  not  good  enough  if  you  had 
to  depend  upon  the  price  of  the  product  just  being  at  the  loan  rate 
level  year  after  year  after  year.  It  will  not  work  because  the  cost  of 
production  is  actually  higher. 

But  it  has  been  historically  the  safety  net  so  that  if  all  else  went 
to  pot,  there  would  be  something  left  so  the  producers  could  pay 
their  bills.  Let  us  look  at  what  the  administration's  farm  bill  would 
provide  for  the  loan  rates  for  various  commodities.  The  proposed 
rates  are  not  very  good  in  any  year,  but  the  goal  is  to  get  to  1989 
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when  the  loan  rate  for  wheat  would  be  $1.99,  a  nice  round  figure 
when  the  cost  of  wheat  production  per  bushel  either  by  the  admin- 
istration's figuring,  where  you  do  not  put  much  in  for  the  land  cost, 
is  $4.50,  or  by  the  figuring  of  the  land-grant  colleges,  where  it  is 
somewhere  around  $4.75  per  bushel. 

For  corn,  the  loan  rate  would  be  $1.72,  and  I  have  been  advised 
by  everybody  that  I  have  talked  to  in  corn  production  areas  that 
cost  of  production  is  $2.70,  perhaps  higher  per  bushel.  Tlie  loan 
rate  for  sorghum  would  be  $1.48.  The  loan  rate  for  rice  would  be 
$4.30.  For  soybeans,  it  would  be  $4.25,  and  for  milk  it  would  be 
$8.63  for  the  price  of  milk  under  the  milk  program. 

The  administration  appears  to  be  hand  wringing  over  this  prob- 
lem of  what  to  do  about  improving  prices.  It  i&  like  the  undertaker 
at  the  wake.  All  they  are  doing  is  wringing  their  hands  and  stand- 
ing around  very  solemn  and  then  seeking  to  have  Congress  man- 
date their  programs  which  would  surely  remove  the  problem  be- 
cause there  simply  would  not  be  any  farmers  left  by  1989.  They 
would  all  be  gone. 

There  is  a  sensible  way  to  do  this  and  I  think  Congress  will 
choose  the  sensible  way.  I  think  we  will  move  in  a  direction  of  not 
asking  for  more  Federal  dollars.  We  can  live  within  the  budget 
freeze  providing  we  move  in  the  right  direction  in  the  farm  bill. 
The  key  to  turning  this  price  drop  around  so  there  can  be  a  price 
improvement  and  farmers  can  make  some  money,  rather  than  con- 
tinuing to  lose  money  year  after  year  after  year,  will  be  both  reduc- 
ing the  budget  outlay  out  of  the  Treasury  and  improving  the  price 
through  either  loan  rates  or  some  other  mechanism.  The  price  the 
farmer  receives  should  come  out  of  the  market  and  not  out  of  the 
Treasury,  but  that  price  should  be  adequate  to  meet  the  cost  of  pro- 
duction. 

That  seems  to  be  so  sensible  and  have  so  much  common  sense  in 
it  that  you  wonder  why  there  would  be  any  argument.  Yet  there  is 
an  argument  with  the  administration  over  this  bill.  What  the 
President  said  last  night  did  not  help  matters  when  he  talked 
about  the  farm  credit  bill  being  some  sort  of  bailout  which  costs 
billions  of  dollars,  and  when  he  in  effect  insulted  the  intelligence  of 
American  agriculture. 

Well,  if  the  President  wanted  war,  he  declared  war  and  he  will 
get  war,  but  there  is  a  great  deal  of  confidence,  I  think,  in  this 
country  and  in  Congress  regarding  the  future  of  American  agricul- 
ture. I  encourage  all  of  you  who  are  witnesses  today — as  a  matter 
of  fact,  I  encourage  the  public — to  keep  their  confidence  in  Ameri- 
can agriculture.  It  is  going  to  be  a  battle  here  in  Congress  to  turn 
around  this  hand-wringing  attitude  of  the  administration  and  any- 
body else  who  wants  to  be  with  them.  We  will  turn  that  attitude 
around  and  say  we  do  have  confidence  in  American  agriculture  and 
we  know  that  it  is  our  best  industry. 

Mr.  Chairman,  I  have  no  further  comments  at  this  time. 

The  Chairman.  Thank  you.  Senator. 

The  Chair  would  reiterate  that  we  are  recognizing  Senators  for 
their  opening  statements  on  the  basis  of  their  order  of  arrival.  Sen- 
ator Heflin  will  be  next  and  following  him  Senator  Pryor,  Senator 
Leahy,  and  Senator  Andrews. 

Senator  Hefiin. 
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STATEMENT  OF  HON.  HOWELL  HEFLIN,  A  U.S.  SENATOR  FROM 

ALABAMA 

Senator  Hefun.  Mr.  Chairman,  I  hope  that  as  we  approach  this 
presently  thought  of  4-year  farm  bill,  that  we  will  endeavor  to  give 
considerable  thought  to  an  even  longer  view  of  agriculture  in 
America.  We  must  consider  the  role  of  U.S.  agriculture  in  the 
world,  and  we  must  keep  in  mind  the  specific  factors  that  come 
into  play  relative  to  farm  policy. 

I  hope  that  we  can  look  at  some  budgetary  matters  which  reflect 
the  true  cost  of  agricultural  programs.  We  are  bound  by  the  Budget 
Act  of  1974  in  which  many  pa3rments  and  loans  by  Federal  entities 
are  listed  as  a  budget  item  and  goes  into  the  overall  deficit  that  we 
have.  However;  repa3rment  farm  loans  to  the  Commodity  Credit 
Corporation,  the  Farmers  Home  Administration,  the  Small  Busi- 
ness Administration  on  farm  disaster  loans  and  others,  is  not  re- 
flected relative  to  budget  or  reflected  relative  to  the  deficit. 

Now,  it  may  well  be  that  there  are  other  agencies  of  the  Govern- 
ment that  would  have  to  be  considered,  but  I  think  that  we  really 
ought  to  try  to  get  down  to  what  farm  programs  truly  cost. 

Let  me  illustrate  what  I  am  saying  with  the  farm  credit  amend- 
ment added  to  the  Ethiopian  relief  bill.  The  Dixon  amendment, 
which  would  have  allowed  the  advance  of  50  percent  of  the  loan 
rate  up  to  a  maximum  of  $50,000  from  the  Commodity  Credit  Cor- 
poration to  farmers,  was  said  to  cost  the  Government  around  $7 
billion.  In  my  judgment,  it  would  have  made  the  Government 
money. 

The  farmer  who  used  that  loan  and  later  took  his  crop  out  of  the 
loan  would  have  had  to  pay  the  Government  back  at  BVs  percent 
interest.  It  was  a  saving  to  the  producer,  because  most  farmers 
have  to  pay  a  much  higher  rate  of  interest.  It  would  have  been  an 
advance  on  a  loan  that  they  would  be  eligible  for  after  harvest.  But 
the  Government  today  on  Treasury  bills  does  not  draw  9%  percent 
interest.  It  would  have  ended  up  in  a  net  profit  to  the  Government 
if  that  provision  of  the  farm  credit  bill  was  not  vetoed. 

I  hope  also  we  can  take  a  long-range  view  of  agriculture  relative 
to  what  we  know  as  to  the  law  of  supply  and  demand.  I  remember 
4  years  ago  Senator  Cochran  testifying  before  this  committee  that 
the  population  of  the  world  at  that  time  was  increasing  at  70  mil- 
lion people  per  year,  almost  half  a  billion  people  every  7  years. 

We  know  from  Ethiopia,  and  other  places  that  there  are  starving 
people  in  the  world.  There  are  people  suffering  from  malnutrition. 
They  cannot  get  food.  If  our  long-range  agricultural  policies  are 
such  that  we  cannot  in  effect  sell  to  that  market — and  there  are 
many  reasons,  cost  of  transportation,  the  value  of  the  dollar,  no 
available  credit,  no  export  markets — I  think  that  we  need  to  never 
lose  sight  of  the  fact  that  there  is  a  market  out  there.  And  some- 
how or  other,  if  we  adopt  the  proper  policy  and  practice,  we  can 
sell  to  this  market. 

Now,  this  raises  the  question  of  markets.  If  we  are  going  to  in- 
crease markets,  it  has  to  be  largely  from  two  sources.  Orie,  increas- 
ing domestic  markets,  by  making  food  like  soybeans  more  pcdatable 
for  human  consumption,  or  to  find  export  markets. 
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In  the  field  of  export  markets,  we  have  to  also  look  at  our  compe- 
tition. We  have  seen  ill-advised  embargoes,  such  as  the  grain  em- 
hargo  pertaining  to  the  Afghanistan  invasion,  where  a  foreign 
policy  tool  came  into  effect  and  had  a  minacious  effect  upon  agri- 
culture. But  at  the  same  time,  on  a  long-range  basis  we  have  to 
look  at  other  competitors.  We  saw  Brazil  and  Ai^ntina  come  forth 
in  the  seventies  and  get  into  the  soybean  market. 

We  are  now  seeing  arriving  on  the  scene  other  competitors. 
There  is  a  great  fear  that  China  may  become  a  serious  competitor 
not  only  in  cotton  but  soybeans  and  wheat.  We  are  already  hearing 
that  Zimbabwe  is  now  an  exporter  of  com.  We  are  dealing  with 
some  socialist  countries  like  France  and  others  who  are  paying 
their  farmers  a  bonus,  such  as  in  eggs,  11.5  cents  a  dozen,  if  you 
will  sell  to  a  foreign  customer.  All  of  this  has  to  be  considered  in  a 
long-range  policy. 

At  the  same  time  I  think  we  have  got  to  look  at  our  production 
practices  in  America  and  we  realize  that  we  have  got  to  reduce  the 
cost  of  production.  One  thing  that  has  to  be  produced  is  a  lower 
cost  of  interest. 

Machinery  is  terribly  expensive,  and  chemicals,  insecticides,  her- 
bicides, all  of  these  are  terribly  expensive.  And  then  of  course  the 
value  of  the  dollar  rises  again. 

A  key,  in  my  judgment,  to  a  long-range  policy  is  research.  Re- 
search designed  to  reduce  the  cost  of  production  and  transporta- 
tion. There  is  a  lot  of  research  going  on  today,  but  somehow  that 
research  must  be  designed  to  reduce  the  cost  of  production.  A  lot  of 
industries  today  are  similar  to  where  agriculture  was  a  few  years 
ago.  Agriculture  has  some  advantages  that  other  basic  industries  in 
America  do  not  have.  The  steel  industry,  the  textile  industry,  and 
other  industries  that  we  know,  have  a  problem  of  labor  displace- 
ment, but  agriculture  really  has  got  the  prdi>lem  of  labor  displace- 
ment behind  it. 

Agriculture  has  another  advantage  in  that  the  university  role  in 
research  is  in  place.  I  think  it  is  a  matter  largely  of  direction  that 
we  ought  to  be  looking  at,  research  to  reduce  the  cost  of  produc- 
tion, how  are  we  going  to  increase  the  markets,  and  a  program  and 
a  plan  that  will  bring  about  an  overall  increase  in  the  markets  do- 
mestically and  abroad. 

In  a  bill  that  was  passed  a  little  over  a  year  ago,  we  provided  $2 
billion  under  the  export  credit  guarantee  program  designed  to  im- 
prove the  export  markets  of  soybeans  and  cotton,  but  to  date  the 
Department  of  Agriculture  has  done  very  little  with  that,  has  ex- 
panded veiy  little  of  that  authority.  That  does  not  mean  that  it 
was  $2  billion  to  be  spent,  but  it  was  guarantees  to  try  to  obtain 
export  markets. 

Leadership,  direction,  long-range  policy,  research  designed  to  im- 
prove markets,  research  designed  to  decrease  the  cost  of  transpor- 
tation, research  designed  to  decrease  the  cost  of  production  are 
long-range  items  that  we  ought  not  lose  sight  of  as  we  view  the 
problems  of  tlie  4-year  farm  bill  that  we  are  presently  going  into 
and  of  which  this  is  the  first  hearing.  Thank  you,  Mr.  Chairman. 

The  Chairman.  The  Chair  hopes  that  the  witnesses  will  have 
some  time  this  morning.  The  order  from  this  point  on  will  be  Sena- 
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long  and  hard  on  this  package.  My  friends,  Senator  Dole  and  Sena- 
tor Helms,  were  not  happv  with  me,  but  48  hours  into  that  filibus- 
ter we  sat  down  and  worked  out  a  bipartisan  agreement.  TTie  ad- 
ministration agreed,  also,  and  they  put  it  into  effect  in  the  field. 

One  of  the  things  I  would  like  to  hear  from  some  of  those  testify- 
ing is  how  it  is  working,  because  before  we  started  that  filibuster  I 
was  told  by  my  Farmers  Home  Administration  office  out  in  North 
Dakota  that  they  did  not  have  enough  money  to  take  care  of  oper- 
ating loans.  I  talked  to  Rsdph  Leet,  who  is  the  Director  of  Farmers 
Home  Administration  in  North  Dakota  and  asked  him  whether 
funds  were  actually  being  delivered  out  in  the  field?  He  said  they 
received  $3.5  million  in  additional  funds  today,  which  makes  the 
total  additional  money  allocated  to  North  Dakota  since  the  filibus- 
ter bipartisan  agreement  $17.5  million. 

Now,  what  was  once  a  stressful  credit  condition  in  North  Dakota 
is  being  alleviated.  I  think  we  ought  to,  Mr.  Chairman,  as  members 
of  this  committee,  find  out  from  you  out  in  the  field  whether  this  is 
true  in  the  other  States.  Are  there  adequate  funds  available  from 
Farmers  Home  for  these  operating  loans. 

I  could  talk  for  a  long  time  about  the  need  for  agriculture.  I 
would  hope  that  we  can  begin  to  talk  not  about  the  farm  problem 
but  the  agricultural  advantage  that  farm  families  give  this  Nation 
because  we  produce  enough  food  to  take  care  of  our  own  needs  and 
have  a  little  left  over  for  the  rest  of  the  world. 

That  African  famine  bill  was  testimony  to  the  fact  that  our 
Nation  and  our  Nation  alone  has  a  system  of  food  production  that 
works.  That  is  why  we  were  asked  to  share  it  with  Africa.  TTie 
Soviet  Union,  the  other  superpower,  cannot  make  the  same  claim 
Mr.  Chairman,  there  are  a  lot  of  people  in  this  troubled  world  in  a 
lot  of  underdeveloped  nations  that  do  not  necessarily  look  at  us 
with  any  great  awe  for  the  fact  we  can  blow  the  world  up  10  times 
over  or  land  a  man  on  the  Moon.  Other  nations  can  do  that  too. 
They  do  look  at  our  country  with  awe  because  we  can  produce 
enough  food  to  take  care  of  ourselves  and  have  a  good  deed  left 
over  to  handle  the  needs  of  a  troubled  world. 

So,  Mr.  Chairman,  I  salute  you  on  getting  these  hearings  under 
way.  I  would  hope  that  those  of  you  from  the  agricultural  sectors  of 
our  country  would  let  us  know  in  a  concrete  fashion  what  the  prob- 
lems are  and  are  these  funds  now  being  delivered  out  there. 

I  was  one  of  those  who  voted  to  try  to  put  some  of  those  credit 
programs  in  the  African  relief  legislation.  That  legislation  was 
vetoed,  but  most  of  that  legislation  that  was  vetoed  is  now  in  effect 
in  the  field.  I  would  have  liked  to  have  seen  those  proposals  nailed 
down  in  law,  and  that  is  why  I  voted  in  the  way  I  did,  but  we  did 
not  get  it  that  way.  But  we  are  going  to  add  to  it  in  the  bill  that  is 
coming  before  us,  this  4-year  farm  bill,  and  I  would  hope  that  we 
can  stop  this  part-time  polarization. 

Farmers  are  farmers,  are  Americans,  they  are  not  Democrats, 
they  are  not  Republicans.  Most  of  us  farmers  are  Independents.  We 
got  that  way  because  of  who  we  are  and  what  we  do.  We  want  to 
see  Republicans  and  Democrats  work  together  to  get  the  best  possi- 
ble 4-year  farm  bill.  Tlie  best  possible  one  for  farm  families.  The 
best  possible  one  for  the  economy  and  the  future  of  this  country.  In 
the  long  run  I  think  we  want  to  stress  what  I  mentioned  a  minute 
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percent,  and  that  in  the  U.S.  Department  of  Agriculture  budget  we 
once  again  note  that  food  stamps,  WIC,  child  nutrition  and  many 
other  programs  are  lumped  into  the  USDA  budget.  This  is  then  not 
truly  reflective  of  those  programs  that  directly  benefit  the  farmers 
of  this  country. 

Mr.  Chairman,  finally  I  would  like  to  say  that  I  pledge  to  you 
and  to  the  members  on  this  side  and  the  other  side  of  the  aisle  not 
only  my  attention  but  my  commitment.  I  hope  that  we  can  proceed 
in  a  bipartisan  nature.  From  this  day  of  despair  we  can  hopefully 
bring  some  ray  of  hope  to  the  farmers  of  our  country. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator. 

Senator  Leahy. 

STATEMENT  OF  HON.  PATRICK  J.  LEAHY,  A  U.S.  SENATOR  FROM 

VERMONT 

Senator  Leahy.  Thank  you,  Mr.  Chairman. 

I  believe  it  is  obvious  that  the  farm  bill  will  be  written  at  this 
end  of  Pennsylvania  Avenue,  on  Capitol  Hill.  To  enact  a  realistic 
farm  bill,  it  is  important  that  we  hear  from  the  farm  experts  here. 
Through  the  hearings  we  hold,  the  rest  of  the  Senate  will  be  in- 
formed. I  intend  to  help  inform  my  colleagues.  I  will  be  keeping  in- 
formed through  hearings  here  and  in  Vermont. 

Mr.  Chairman,  with  your  permission  I  will  submit  my  statement 
for  the  record.  I  think  I  would  rather  hear  from  the  experts. 

Thank  you. 

The  Chairman.  Thank  you  very  much.  Senator.  We  will  insert 
your  statement  in  the  record.^ 

Senator  Andrews. 

STATEMENT  OF  HON.  MARK  ANDREWS  A  U.S.  SENATOR  FROM 

NORTH  DAKOTA 

Senator  Andrews.  Thank  you,  Mr.  Chairman.  It  is  good  to  be 
here  and,  as  my  colleague  from  Vermont  has  said,  I  will  try  to  be 
brief,  also. 

Let  me  talk  to  those  of  you  in  the  audience  for  1  minute,  and  tell 
you  what  we  would  hope  to  hear  from  vou.  Agriculture  and  farm 
programs  should  be  bipartisan.  My  colleague  from  Vermont,  Pat 
LefiSiy,  and  I  have  traveled  to  each  other's  States.  He  has  been  on 
my  farm  home  in  North  Dakota.  I  have  held  hearings  in  his  State 
and  he  has  joined  me  in  holding  hearings  in  mine  to  find  out  what 
is  going  on.  That  is  really  what  this  is  all  about. 

I  am  a  farmer  myself  and  if  I  louse  up  on  a  farm  program  I 
might  get  voted  out  of  the  Congress.  Then  I  would  have  to  live 
under  the  farm  programs,  so  I  have  a  double  reason  to  try  to  get 
good  farm  programs  put  through. 

Let  me  say  that  I  was  one  of  those  Republicans  who  joined  in  the 
filibuster  to  get  a  better  break  out  there  for  planting  season  credit, 
because  I  believe  it  was  necessary.  But  let  me  tell  you  also  that  we 
achieve  our  goals  to  a  great  extent.  Senator  !Zorinsky,  Senator 
Boren,  Senator  Exon,  and  myself  from  the  Republican  side,  worked 
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long  and  hard  on  this  package.  My  friends,  Senator  Dole  and  Sena- 
tor Helms,  were  not  happy  with  me,  but  48  hours  into  that  filibus- 
ter we  sat  down  and  worked  out  a  bipartisan  agreement.  The  ad- 
ministration a^eed,  also,  and  they  put  it  into  effect  in  the  field. 

One  of  the  things  I  would  like  to  hear  from  some  of  those  testify- 
ing is  how  it  is  working,  because  before  we  started  that  filibuster  I 
was  told  by  my  Farmers  Home  Administration  office  out  in  North 
Dakota  that  they  did  not  have  enough  money  to  take  C€u*e  of  oper- 
ating loans.  I  talked  to  Ralph  Leet,  who  is  the  Director  of  Farmers 
Home  Administration  in  North  Dakota  and  asked  him  whether 
fimds  were  actually  being  delivered  out  in  the  field?  He  s€dd  they 
received  $3.5  million  in  additional  funds  today,  which  makes  the 
total  additional  money  allocated  to  North  Dakota  since  the  filibus- 
ter bipartisan  agreement  $17.5  million. 

Now,  what  was  once  a  stressful  credit  condition  in  North  Dakota 
is  being  alleviated.  I  think  we  ought  to,  Mr.  Chairman,  as  members 
of  this  committee,  find  out  from  you  out  in  the  field  whether  this  is 
true  in  the  other  States.  Are  there  adequate  funds  available  from 
Farmers  Home  for  these  operating  loans. 

I  could  talk  for  a  long  time  about  the  need  for  agriculture.  I 
would  hope  that  we  can  begin  to  talk  not  about  the  farm  problem 
but  the  agricultural  advantage  that  farm  families  give  this  Nation 
because  we  produce  enough  food  to  take  care  of  our  own  needs  and 
have  a  little  left  over  for  the  rest  of  the  world. 

That  African  famine  bill  was  testimony  to  the  fact  that  our 
Nation  and  our  Nation  alone  has  a  system  of  food  production  that 
works.  That  is  why  we  were  asked  to  share  it  with  Africa.  TTie 
Soviet  Union,  the  other  superpower,  cannot  make  the  same  claim 
Mr.  Chairman,  there  are  a  lot  of  people  in  this  troubled  world  in  a 
lot  of  underdeveloped  nations  that  do  not  necessarilv  look  at  us 
with  any  great  awe  for  the  fact  we  can  blow  the  world  up  10  times 
over  or  land  a  man  on  the  Moon.  Other  nations  can  do  that  too. 
They  do  look  at  our  country  with  awe  because  we  can  produce 
enough  food  to  take  care  of  ourselves  and  have  a  good  deal  left 
over  to  handle  the  needs  of  a  troubled  world. 

So,  Mr.  Chairman,  I  salute  you  on  getting  these  hearings  under 
way.  I  would  hope  that  those  of  you  from  the  agricultural  sectors  of 
our  coimtry  would  let  us  know  in  a  concrete  fashion  what  the  prob- 
lems are  and  are  these  funds  now  being  delivered  out  there. 

I  was  one  of  those  who  voted  to  try  to  put  some  of  those  credit 
programs  in  the  African  relief  legislation.  That  legislation  was 
vetoed,  but  most  of  that  legislation  that  was  vetoed  is  now  in  effect 
in  the  field.  I  would  have  liked  to  have  seen  those  proposals  nailed 
down  in  law,  and  that  is  why  I  voted  in  the  way  I  did,  but  we  did 
not  get  it  that  way.  But  we  are  going  to  add  to  it  in  the  bill  that  is 
coming  before  us,  this  4-year  farm  bill,  and  I  would  hope  that  we 
can  stop  this  part-time  polarization. 

Farmers  are  farmers,  are  Americans,  they  are  not  Democrats, 
they  are  not  Republicans.  Most  of  us  farmers  are  Independents.  We 
got  that  way  because  of  who  we  are  and  what  we  do.  We  want  to 
see  Republicans  and  Democrats  work  together  to  get  the  best  possi- 
ble 4-year  farm  bUl.  TTie  best  possible  one  for  farm  families.  The 
best  possible  one  for  the  economy  and  the  future  of  this  country.  In 
the  long  run  I  think  we  want  to  stress  what  I  mentioned  a  minute 
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ago,  the  agricultural  advantage.  The  fact  remains,  that  we  can  win 
far  more  friends  in  a  troubled  world  with  our  food  than  we  can 
with  all  the  bullets  and  bayonets  we  have  moved  out  of  our  arma- 
ment factories  over  the  last  two  decades. 

Let  us  put  together  a  responsible  good  farm  program  and  do  it  on 
a  bipartisan  basis  and  get  one  that  works.  Thank  you,  Mr.  Chair- 
man. 

The  Chairman.  Thank  you,  Senator. 

Senator  Dole. 

STATEMENT  OF  HON.  BOB  DOLE,  A  U.S.  SENATOR  FROM  KANSAS 

Senator  Dole.  Thank  you,  Mr.  Chairman.  I  will  only  take  a 
minute  or  two. 

I  would  say  this:  What  we  need  to  do  now  is  start  focusing  on  the 
very  thing  the  chairman  spoke  of,  and  that  is  the  1985  farm  bill. 
We  have  been  diverted  here  the  last  2  or  3  weeks  arguing  over 
credit  issues  when  we  should  have  been  spending  time  concerning 
ourselves  with  how  to  get  a  price  for  the  farmer  and  how  to  get  a 
farm  bill  passed. 

We  have  spent  a  lot  of  time  playing  politics.  Let's  face  it,  nobody 
in  this  room  is  unsophisticated.  We  know  politics  on  either  side 
when  we  see  it,  and  political  posturing  is  not  going  to  solve  the 
farm  problem.  I  hope  we  can  get  a  bipartisan  bill  out  of  this  com- 
mittee as  we  have  in  the  past.  I  have  met  with  a  number  of  farm- 
ers the  last  few  days  who  have  not  liked  what  we  have  done  in  the 
past  an3rway. 

I  think  the  administration's  bill  will  force  us  to  focus  on  farm 
policy.  If  I  have  heard  anything  from  farmers  I  have  met  with  the 
last  several  days,  it  is  that  present  policy  does  not  work,  it  has  not 
worked  well  on  long-term  basis  over  the  last  10  to  15  years.  We 
have  had  Republican  and  Democratic  administrations,  and  we  have 
always  had  a  farm  program,  and  I  imagine  when  we  get  around  to 
the  witnesses  here  today  that  we  will  have  about  nine  different 
farm  programs  presented. 

We  have  to  look  at  all  the  proposals  and  try  to  come  together  on 
one  that  we  can  pass  in  both  the  Senate  and  the  House.  We  can 
generally  pass  a  farm  bill  in  the  Senate,  but  it  is  very  difficult  in 
the  House.  The  last  bill  passed  the  House  by  two  votes. 

It  is  now  time  to  focus  on  what  the  administration  has  done  re- 
garding farm  debt  restructuring.  We  have  been  assured  by  the  ad- 
ministration that  there  is  not  a  $650  million  cap  and  that  adequate 
funds  are  available  to  meet  spring  planting  needs.  We  have  ad- 
dressed concerns  expressed  by  banks  who  wanted  to  drop  the  110 
percent  cash-flow  requirement  to  100  percent.  That  change  may 
not  help  the  farmer,  but  you  have  to  make  the  program  flexible 
enough  for  bankers  to  participate  or  it  is  not  going  to  work  in  any 
event.  We  have  done  a  number  of  other  things. 

In  our  State,  for  example,  we  have  130  retired  bankers  who  have 
volunteered  to  help  assist  in  the  processing  of  loan  applications. 
There  are  seminars  going  on  right  now  in  my  State  with  the 
Kansas  Bankers  Association  to  inform  lenders  about  the  program. 
We  have  been  asking  farmers  in  some  of  our  telephone  calls,  what 
it  is  they  do  not  like  about  the  administration  plan. 
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I  must  tell  you  that  not  many  people  knew  about  the  Debt  Ad- 
justment Program.  They  did  not  know  what  was  in  the  Debt  Ad- 
justment Program,  and  I  am  not  certain  they  all  knew  what  was  in 
the  plan  we  have  been  fighting  over  the  past  2  or  3  weeks. 

The  issue  bec€une,  if  you  are  ag£dnst  advanced  loan  rate  pay- 
ments and  interest  rate  buydowns,  you  are  against  the  farmers. 
And  if  you  are  for  advanced  loan  rate  pa3rmente  and  interest  rate 
buydowns,  you  are  for  the  farmer.  I  can't  believe  we  are  going  to 
make  any  judgments  on  that  basis  around  here.  And  we  can  all 
give  horror  stories  about  some  other  agency's  spending  program.  I 
can  tell  you  some  horror  stories  about  agriculture  programs  as 
well;  about  people  who  got  $3  million  pa3rments  under  the  PIK  Pro- 
gram, for  example.  There  are  a  lot  of  farmers  who  get  good  deals  in 
farm  programs.  We  should  not  have  to  go  to  the  Defense  Depart- 
ment or  some  other  agency  for  spending  cuts  to  reduce  the  deficit 
and  exempt  agriculture  at  the  same  time.  We  cannot  run  the  Gov- 
ernment that  way.  We  cannot  play  one  agency's  budget  off  against 
another  agency's  budget. 

Our  responsibility  as  Democrats  and  Republicans  is  to  look  at 
the  total  budget  and  look  at  the  total  picture  and  try  to  figure  out 
what  is  fair  for  agriculture.  One  way  is  to  look  at  the  percentage  of 
growth.  In  the  Carter  years,  the  baseline  was  $2  to  $4  billion  a 
year,  and  now  it  is  $12  to  $14  billion  a  year.  That  is  a  big,  big  jiunp. 

I  would  finally  say  this:  We  have  got  to  reduce  the  Federal 
budget  deficit.  If  vou  are  concerned,  and  I  know  you  are,  about 
your  children  and  grandchildren,  then  you  should  be  back  here 
beating  us  over  the  head  about  the  deficit. 

We  are  pa3dng  about  $150  billion  in  interest  pa3rments  this  year 
at  the  Federal  level.  We  could  do  a  lot  for  farmers  with  that  $150 
billion.  Our  problem  is  we  have  been  sa3ring  yes  for  so  long  that  we 
have  got  ourselves  into  a  mess,  and  Congress  is  partly  responsible. 
We  have  made  cheap  money  available  to  farmers  to  buy  more  land, 
which  has  now  dropped  in  value  and  now  Farmers  are  in  trouble. 
We  have  encouraged  banks  and  everybody  else  to  loan  more  money 
and  now  some  of  the  banks  are  in  trouble. 

But  if  we  do  not  face  up  to  the  Federal  deficit  this  year,  I  am  not 
certain  how  many  could  afford  to  come  back  here  next  year  to  tes- 
tify. They  probably  cannot  afford  .to  come  back  here  this  year. 

We  all  made  the  same  speeches  last  year.  It  would  have  only 
taken  one  political  speech  writer  for  all  of  us.  We  said  that  we  are 
all  going  to  come  back  here  and  reduce  the  deficit  if  they  voted  for 
us,  and  now  it  is  time  to  live  up  to  our  promises  of  reducing  the 
deficit.  As  we  sit  here  the  Budget  Committee  is  meeting  to  try  to 
work  it  out. 

I  do  not  think  any  member  of  this  committee  is  against  the 
farmer.  However,  I  think  different  members  have  different  views 
on  how  to  reach  a  fair  farm  bill. 

We  cannot  complain  about  spending  unless  we  say  the  adminis- 
tration spent  too  much  the  last  4  years — some  would  say  $50  bil- 
lion, some  would  say  $63  billion  in  agriculture  as  opposed  to  $20 
billion  in  the  4  Carter  years. 

Now,  if  it  is  spending  money  that  makes  you  for  the  farmer,  boy, 
this  administration  is  really  for  the  farmer.  They  really  poured  out 
the  money.  I  have  to  believe  that  our  problem  in  agriculture  is  the 
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strong  dollar.  If  you  raise  a  crop  and  cannot  sell  it  overseas  be- 
cause of  our  big  budget  deficit  and  resulting  strong  dollar  that 
makes  the  U.S.  uncompetitive  it  is  obvious  that  we  need  to  do  some 
surgery  and  everybody  has  to  contribute,  including  agriculture. 

It  is  nice  to  sit  here  and  say  just  what  you  all  want  to  hear.  But 
in  addition  to  being  farmers  you  have  got  other  responsibilities  and 
so  do  we.  One  is  to  reduce  the  deficit  and  if  we  only  accomplish  one 
task  this  year  and  if  that  task  is  to  reduce  the  deficit  which  will 
bring  down  interest  rates,  and  moderate  the  strength  of  the  dollar, 
than  we  have  done  a  lot  for  the  American  farmer. 

In  addition,  we  are  going  to  look  hard  at  the  administration's 
farm  bill.  We  are  going  to  focus  on  it  and  we  will  probably  have  17 
additional  farm  bills — one  from  each  member  of  this  committee. 
Each  of  us  will  have  a  farm  bill,  and  you  may  not  like  any  of  them 
but  when  we  pass  it  we  will  put  out  a  press  release  sa3ring  it  is  the 
best  thing  that  has  happened  since  sliced  bread. 

So  we  understand  the  problem  and  we  imderstand  the  frustra- 
tion, but  we  are  willing  to  take  the  heat  to  reduce  the  deficit  if  you 
are  willing  to  help  us  reduce  the  deficit. 

The  Chairman.  Thank  you.  Senator. 

Now  we  get  to  the  witnesses.  The  first  two  witnesses  will  be  the 
distinguished  Senator  from  South  Dakota,  Mr.  Abdnor,  and  the  dis- 
tinguished Senator  from  Oklahoma,  Mr.  Nickles,  and  I  suggest  that 
the  two  of  them  come  up. 

I  will  say  to  all  witnesses  that  your  entire  prepared  statements 
will  be  included  in  the  record  and  it  will  save  some  time  if  you  feel 
you  could  summarize,  but  if  you  cannot  we  will  be  here  as  long  as 
you  are. 

Senator  Abdnor. 

STATEMENT  OF  HON.  JAMES  ABDNOR,  A  U.S.  SENATOR  FROM 

SOUTH  DAKOTA 

Senator  Abdnor.  Thank  you,  Mr.  Chairman  and  members  of  the 
Senate  Agriculture  Committee.  I  am  gratified  and  honored  to  be 
the  first  to  testify  before  you  on  the  1985  farm  bill. 

U.S.  agriculture  is  at  a  pivotal  point  in  history.  It  is  at  a  cross- 
roads. Our  choice  of  programs  and  policies  for  the  1985  farm  bill 
will  set  agriculture's  horizon  for  years  to  come. 

Now,  some  envision  agriculture  as  a  highly  protected,  closed  in- 
dustry which  is  frozen  in  time  with  the  Federal  Government  man- 
dating production  and  marketing  decisions.  Others  see  the  1985 
farm  bill  as  providing  only  the  barest  minimum  of  public  support. 
They  coldly  see  the  Agricultural  Adjustment  Act  of  1985  as  a  per- 
fect opportunity  for  the  Government  to  bail  out  of  U.S.  agriculture, 
to  cut  any  responsibilities  that  the  Government  has  to  farmers  and 
ranchers  in  this  great  Nation.  They  see  America's  farmers,  armed 
only  with  their  productivity  and  their  inherent  sacrificial  tenden- 
cies, going  forth  to  do  battle  with  the  treasuries  of  the  European 
Economic  Community  or  the  Canadian  and  Australian  Grain 
Boards. 

Our  challenge,  Mr.  Chairman,  is  to  search  out  the  more  reasona- 
ble groimd  which  lies  between  these  two  extremes.  But  what  are 
the  more  reasonable  groimds?  What  kind  of  farm  bill  can  we  draft 
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which  will  keep  thousands  of  farmers  from  going  bankrupt  during 
these  difficult  times  yet  not  increase  our  Nation  s  burgeoning  Fed- 
eral deficit?  What  kind  of  farm  bill  can  we  draft  which  will  provide 
farmers  with  a  reasonable  price  for  their  commodities  without  re- 
verting to  Draconian,  mandatory  production  controls  and  without 
bankrupting  the  Federal  Treasury  still  further? 

Three  years  ago,  the  Joint  Economic  Committee  began  its  search 
for  answers  to  these  questions.  As  chairman  of  the  JEC's  Subcom- 
mittee on  Agriculture,  I  initiated  and  spearheaded  this  major  un- 
dertaking. At  that  time  I  assembled  a  number  of  agricultural  eco- 
nomic indicators  which  revealed  disturbing  trends — decreasing 
farm  net  income,  increasing  debt  loads,  lower  prices,  declining  ex- 
ports, and  increasing  taxpayer  costs.  It  became  quite  apparent  that 
the  farm  programs  we  have  today,  which  were  created  in  the 
1930's,  are  incapable  of  dealing  with  the  radically  changed  agricul- 
tural environment  of  today.  In  short,  a  whole  new  program  for  ag- 
riculture is  needed. 

The  Joint  Economic  Committee  and  its  Agriculture  Subcommit- 
tee, which  I  chaired,  held  over  30  public  hearings  on  topics  such  as 
the  importance  of  agriculture  to  the  U.S.  economy,  the  changing 
economics  of  agriculture,  and  toward  the  next  generation  of  farm 
policy. 

The  written  record  of  this  effort — almost  4,000  pages — has  been 
presented  to  your  staff.  It  is  my  hope  that  this  extensive  and 
thought-provoking  record  will  be  of  assistance  to  the  administra- 
tion and  the  Senate  and  House  Agriculture  Committees  in  formu- 
lating sound  future  farm  legislation,  particularly  the  1985  farm 
bill. 

I  must  emphasize — and  this  is  important — that  these  are  not 
studies,  Mr.  Chairman.  Rather,  contained  within  these  4,000  pages, 
are  the  ideas,  the  concerns,  the  hopes,  and  the  aspirations  of  farm- 
ers and  ranchers  throughout  America,  agribusinessmen,  conserva- 
tionists, bankers,  consumers,  rural  main  street  merchants,  com- 
modity and  farm  organizations.  Government  officials,  university 
experts,  and  six  former  Secretaries  of  Agriculture,  among  others.  I 
contend  that  is  the  most  comprehensive  agriculture  hearings  ever 
held.  I  neglected  to  mention  that  we  had  the  news  writers,  people 
like  Orrin  Samuelson,  who  came  in  and  testified,  instead  of  just 
taking  pictures.  I  want  to  leave  this  set  of  hearing  material  for  you 
to  review. 

I  cannot  possibly  do  justice  here  to  the  contribution  of  over  200 
witnesses  who  appeared  before  me.  However,  I  do  think  the  record 
supports  the  following  principles,  which  I  offer  to  this  committee  as 
guidelines  in  the  formation  of  the  1985  farm  bill. 

A  whole  new  program  for  agriculture  must  include:  First,  better 
targeting  of  farm  program  benefits.  Limited  farm  benefits  must  be 
targeted  to  the  average-sized,  full-time  family  farmer.  We  all  know 
that  we  will  not  be  able  to  spend  billions  of  dollars  more  on  agri- 
cultural programs.  Instead,  we  must  get  more  bang  for  the  buck, 
and  I  believe  that  we  can  accomplish  this  by  scrutinizing  possibly 
the  $50,000  payment  limitation. 

Second,  we  need  more  aggressive  export  programs.  Today  we  are 
competing  in  an  international  market.  No  longer  is  the  United 
States  the  only  supplier  of  food  for  the  world.  Quite  to  the  con- 
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trary,  today  we  have  competitors  who  are  willing  and  able  to  take 
our  position  in  the  world  market. 

Since  U.S.  farmers  must  export  over  65  percent  of  their  soy- 
beans, 55  percent  of  their  wheat,  and  35  percent  of  their  feed 
grains,  the  Federal  Government  can  help  by  providing  to  the 
buyers  of  U.S.  grain  adequate  credit.  Additionally,  the  Government 
can  aggressively  pursue  lo^g-term  grain  agreements  with  foreign 
nations,  promise  to  lift  restrictions  on  the  ssde  of  agricultural  goods 
to  certain  nations,  and  promise  to  never  again  impose  any  kmd  of 
embargo. 

Federal  farm  policies  which  tend  to  price  our  commodities  out  of 
the  market,  like  high  price  support  loan  rates,  must  be  recognized 
for  the  great  harm  they  do  in  the  long  run.  Farmers  and  politicians 
must  begin  to  realize  that  high  loan  rates  hurt  farmers  in  interna- 
tional markets,  set  a  price  floor  under  which  our  competitors  can 
strip  our  markets  away,  and  set  farmers  in  Canada,  Europe,  Aus- 
tralia, Brazil,  and  other  countries  to  jumping  for  joy. 

Third,  we  need  fierce  provisions  to  battle  foreign  subsidies.  If  we 
ask  America's  farmers  to  unleash  their  competitive  clout,  Washing- 
ton must  spare  no  muscle  to  counter  unfair  foreign  subsidies. 
There  is  no  doubt  in  my  mind  that  South  Dakota  wheat  producers, 
Nebraska  ranchers,  Iowa  corn  farmers,  Indiana  soybean  producers, 
Mississippi  cotton  farmers,  and  every  other  major  agricultural  com- 
modity group  can  defeat  the  French,  Brazilian,  or  the  Swedish 
farmer  in  a  game  of  efficiency  and  production.  However,  a  wheat 
farmer  from  Winner,  SD,  cannot  defeat  the  Government  of  France, 
Brazil,  or  Sweden  in  a  game  of  subsidies. 

To  even  up  the  score  for  Americcm  farmers,  Washington  must 
stand  ready  to  counter  subsidy  with  subsidy.  Perhaps  an  export 
PIK  Program  could  be  utilized.  The  Egyptian  wheat  flour  sale  that 
the  United  States  orchestrated  a  few  years  ago  is  a  perfect  example 
of  the  muscle  Washington  must  exert.  As  my  colleagues  will  re- 
member, U.S.  Trade  Ambassador  Brock  and  Agriculture  Secretary 
Block  added  free  Commodity  Credit  Corporation  grain  to  other 
grain  to  recapture  from  the  French  the  Egyptian  flour  market.  In 
my  opinion,  we  have  to  do  more  of  this. 

I  am  not  advocating  a  trade  war,  but  I  think  we  must  let  the 
world  know  that  the  U.S.  farmer  is  willing  to  compete  in  a  free 
market  if  the  rest  of  the  world  will  only  let  him.  If  not,  the  world 
should  know  that  Washington's  grain  pockets  are  wide  and  deep 
when  it  comes  to  countering  subsidies.  I  commend  you,  Mr.  Chair- 
man, for  including  tough  antisubsidy  provisions  in  your  bill  and  I 
hope  that  they  will  be  retained. 

Fourth,  maintain  target  prices.  I  simply  cannot  accept  the  ad- 
ministration's proposal  to  cut  target  prices.  More  importantly,  the 
average-sized  U.S.  farmer  will  not  survive  if  the  administration's 
plan  is  approved.  Perhaps  if  we  fully  implement  and  succeed  with 
the  other  provisions  I  am  outlining  nere,  prices  will  rise  to  profita- 
ble levels.  Until  then,  the  average  U.S.  farmer — and  ultimately  the 
main  street  businessman  and  rural  America  as  a  whole — cannot 
afford  to  receive  less  during  these  difficult  economic  times. 

After  all,  Mr.  Chairman,  budget  exposure  is  in  a  very  real  sense 
the  farmer's  insurance  policy  ag£dnst  arbitrary  and  capricious  Fed- 
eral Government  actions  such  as  embargoes  and  price  freezes. 
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Fifth,  get  the  tax-shelter  mvestor  out  of  agriculture.  Those  indi- 
viduals who  are  more  interested  in  farming  the  Tax  Code  than  in 
f>roducing  food  and  fiber  should  be  denied  Tax  Code  benefits.  Legis- 
ation  I  have  introduced,  S.  244,  would  limit  the  amount  of  off-farm 
income  which  could  be  sheltered  by  farm  losses. 

These  so-called  ''gentlemen  farmers"  who  farm  the  Tax  Code  are 
in  direct  competition  with  the  bona  fide  farmers  who  we  are  trying 
to  save  and  protect.  Gentlemen  farmers  compete  for  and  drive  up 
the  price  of  farm  and  ranch  land,  add  to  our  surplus  production 
problem,  discourage  new  and  yoimger  farmer  entry  into  the  agri- 
cultural profession,  and  sometimes  farm  marginal  lands,  thus 
adding  to  our  soil  erosion  problems. 

Sixth,  deny  all  Government  payments  to  sodbusters.  Those  who 
plow  virgin  grasslands  and  destroy  our  topsoil  should  be  denied 
any  and  all  Government  farm  benefits.  These  sodbusters  add  to  our 
surplus  production  and  soil  erosion  problems.  I  for  one  advocate  a 
very  toiigh  position  toward  these  incUviduals  and  urge  this  commit- 
tee to  disqualify  for  program  benefits  the  entire  crop  base  of  a  pro- 
ducer if  he  plants  any  commodity  on  newly  plowed  fragile  lands. 

Seventh,  overall  Farmers  Home  Administration  programs. 
FmHA  has  lost  sight  of  its  original  purpose.  Congress  has  increased 
farm  operating  and  ownership  loan  limits  to  ridiculously  high 
amoimte — especially  when  one  bears  in  mind  that  FmHA's  original 
purpose  was  to  help  the  beginning,  small  farmer.  Given  the  fact 
that  we  are  going  to  have  limited  resources,  I  propose  that  direct 
and  guaranteed  loan  limits  be  reduced  and  that  the  number  of 
years  which  farmers  can  receive  loans  from  FmHA  be  strictly  lim- 
ited. 

As  I  see  it,  Mr.  Chairman,  this  committee  and  the  Congress  has 
basically  three  choices  regarding  future  farm  policy:  Do  more  of 
the  same,  do  less  of  the  same,  or  do  better  with  less.  In  my  opinion, 
doing  more  or  less  of  the  same  is  not  the  answer  for  either  farmers 
or  taxpayers.  We  must  do  much  better  with  less  by  implementing 
farm  policy  changes  like  those  which  I  have  outlined.  I  know  that 
imder  your  leadership,  Mr.  Chairman,  this  Congress  will  be  given 
the  vision  and  the  competence  to  do  better. 

I  thank  you. 

The  CHAiRBfAN.  Thank  you  very  much.  Senator,  for  a  fine  state- 
ment. 

Senator  Nickles. 

STATEMENT  OF  HON.  DON  NICKLES,  A  U.S.  SENATOR  FROM 

OKLAHOMA 

Senator  Nickles.  Thank  you  very  much.  Senator  Helms.  ^ 
Mr.  Chairman  and  members  of  the  committee,  I  sympathize  with 
you  because  I  realize  and  recognize  that  you  have  a  very  difficult 
and  arduous  task.  I  think  we  have  got  three  big  challenges  before 
us  this  year  in  Congress.  One  that  is  certainly  first  and  foremost  in 
my  opinion  is  the  budget  deficit.  To  get  that  down  is  going  to  be 
difficult  and  we  are  probably  going  to  have  to  make  cuts  every- 
where, and  as  Senator  Pryor  indicated,  in  defense.  And  I  would 


^  See  p.  S70  for  the  prepared  statement  of  Senator  Niddes. 
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agree  with  Senator  Dole  that  we  are  going  to  have  to  make  cuts  in 
every  area,  even  in  our  own  backyards,  which  includes  agriculture 
as  well.  So  it  is  going  to  be  difficult. 

In  formulating  the  farm  bill,  getting  a  consensus  is  going  to  be 
difficult.  I  look  forward  to  working  with  the  committees,  hopeftiUy 
in  a  bipartisan  way,  so  we  can  fashion  a  package  that  will  help 
American  agriculture. 

American  agriculture  is  in  trouble,  there  is  no  doubt  about  it. 
Past  farm  policies  have  failed.  Thev  have  not  maintained  farm 
income,  they  have  not  contained  production,  and  by  all  means  they 
have  cost  a  lot  of  money.  The  result  is  we  have  a  lot  of  farmers 
that  are  in  terrible  shape  and  we  need  to  help  them. 

A  lot  of  the  problems  that  farmers  are  faced  with  today  are  a 
direct  result  of  actions  that  have  been  taken  in  Washington,  DC. 
Instead  of  helping  farmers,  in  many  cases,  some  of  our  policies 
have  not  helped. 

To  illustrate  the  plight  of  the  farmer,  I  have  with  me,  Mr.  Oiair- 
man,  eight  poimds  of  Oklahoma  Hard  Red  Winter  wheat.  These 
eight  pounds  will  produce  10  loaves  of  bread.  Now,  for  this  the 
Oklahoma  farmer  gets  44  cents.  In  other  words.  Senator  Pryor,  he 
gets  4.4  cents  out  of  a  dollar  loaf  of  bread.  So  the  Oklahoma  farmer 
and  farmers  throughout  this  country  are  probably  the  best  deal 
consumers  have  anjrwhere  in  the  marketplace.  I  think  it  was  illus- 
trated earlier  that  the  average  American  consumer  spends  some- 
thing like  12  to  16  percent  of  disposable  income  for  food.  Well,  that 
is  a  great  buy.  It  is  a  great  deal  for  the  consumer. 

But  farm  prices  are  too  low  and  they  need  to  be  increased,  and 
how  can  we  get  them  increased?  As  was  said  before,  part  of  the 
problem  that  the  farmers  have  had  have  been  directly  a  result  of 
Washington,  DC.  Farmers  in  Oklahoma  and  Kansas  did  not  vote 
for  embargoes  that  denied  them  their  marketplace.  Some  say  it 
was  political  and  did  not  make  much  difference.  In  Oklahoma,  Sen- 
ator Pryor,  we  export  80  percent  of  our  grain,  so  if  you  close  off 
major  markets  you  have  just  put  people  out  of  business. 

You  say  the  embargo  was  lifted  in  1981.  It  was,  but  in  that  inter- 
vening period,  that  couple  of  years,  a  lot  of  countries  went  out  and 
broke  new  groimd.  They  expanded  to  fill  that  void.  They  filled  it 
and  we  became  a  supplier  of  second  resort,  instead  of  the  primary 
grain  supplier  in  the  world,  and  that  has  cost  us  and  costs  us 
today. 

The  No.  1  thing  we  could  do  for  American  agriculture  in  my 
opinion  would  be  to  balance  the  budget.  I  have  not  had  every 
farmer  tell  me  they  want  the  Federal  Government  to  help  write 
their  interest  checks.  I  have  not  had  every  farmer  say,  well,  we  just 
need  more  and  more  debt.  But  I  have  nad  almost  every  farmer, 
without  exception,  say  we  have  got  to  get  the  deficit  under  control, 
we  have  got  to  balance  it  because  you  are  pricing  us  out  of  the 
world  marketplace.  These  deficits  are  enormous.  Enormous  deficits 
increase  the  price  of  the  dollar,  they  increase  interest  rates.  Now 
you  have  the  interest  rates  a  lot  higher  than  inflation,  so  now  they 
are  losing  groimd. 

In  the  past.  Government  policies  were  just  the  opposite.  We  had 
rampant  inflation  and  we  had  lower  interest  rates,  and  so  it  profit- 
ed to  go  in  debt,  it  made  sense  and  you  saw  farm  debt  go  up  from 
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$50  billion  15  years  ago  to  $215  billion  this  year.  So  more  debt  is 
not  the  solution.  We  have  got  to  get  better  prices.  We  have  to  be 
able  to  sell  overseas. 

Domestic  consumption  alone  cannot  absorb  our  production — and 
a  lot  of  the  discussion  that  you  will  be  hearing  will  talk  about  a 
policy  that  probably  will  push  more  and  more  toward  just  produc- 
ing for  America.  That  would  kill  Oklahoma  because,  as  I  said 
before,  we  export  80  percent  of  our  grain.  We  are  dependent  on 
those  international  markets.  We  have  got  to  get  a  dollar  that  we 
can  live  with. 

The  price  of  the  dollar,  if  you  go  from  1972  to  1980,  continued  to 
decline  substantially.  If  you  look  at  1981  up  to  1985,  as  it  is  today, 
it  is  at  an  all-time  high.  That  makes  it  very  difficult,  Senator  Zor- 
insky,  for  us  to  be  able  to  compete  internationally.  You  know  it 
and  I  know  it.  We  also  know  that  part  of  the  fault  is  that,  yes,  the 
interest  rates  are  too  high  and  interest  rates  are  too  high  because 
the  deficit  is  too  high,  so  it  is  all  tied  together — the  entire  economy. 

I  think  we  all  probably  agree  on  the  causes  of  the  problem.  Your 
challenge  today  is  to  find  some  solutions.  I  congratulate  Senator 
Abdnor  for  his  statement.  I  listened  with  interest  and  we  have 
many  things  in  common,  and  my  guess  is  that  Democrats  and  Re- 

Sublicans  will  have  many  things  in  common.  We  realize  that  you, 
Ir.  Chairman,  have  the  difficult  and  I  hope  successful  task  of  put- 
ting together  some  of  the  pieces  to  where  we  can  formulate  an  agri- 
culture policy  that  will  assist  agriculture,  instead  of  hurting  agri- 
culture, and  that  is  a  challenge. 

I  also  hope  that  we  take  a  longer  range  viewpoint,  instead  of  just 
focusing  on  what  is  going  to  happen  this  month  or  next  month.  I 
think  that  is  important  as  well. 

I  have  several  pieces  of  a  proposal  I  will  submit.  It  is  in  no  way 
comprehensive.  It  is  in  no  way  a  solution  or  a  panacea  for  all  the 
farmers'  problems.  I  am  not  sure  that  the  total  solution  to  their 
problem  lies  in  Washington,  DC,  either. 

I  would  like  to  throw  out  several  elements  for  your  consider- 
ation. One — and  this  is  one  that  I  have  not  heard  anybody  talk 
about,  Mr.  Chairman,  but  I  think  it  is  important — the  current  farm 
program  is  pulling  farmers  in  two  directions.  It  encourages  farmers 
not  to  plant  through  acreage  reduction  efforts.  Yet,  the  program  in- 
centives encourage  farmers  to  plant  on  all  remaining  acreage,  re- 
sulting in  excess  supply.  In  the  wheat  program,  farmers  have  to 
produce  on  all  non-set-aside  acres  or  70  percent  to  maximize  pro- 
gram benefits. 

One  of  the  changes  I  propose  is  that  we  guarantee  the  base  so 
the  farmer  does  not  have  to  produce  just  to  keep  his  base.  Senator 
Zorinsky,  if  you  had  a  Nebraska  wheat  farmer,  he  would  be  al- 
lowed to  put  it  in  alfalfa,  or  he  could  put  it  in  some  other  type  of 
commodity  without  fear  of  losing  his  base.  You  have  a  lot  of  farm- 
ers today  that  are  producing  to  keep  the  base,  and  those  very  crops 
they  are  producing  to  maintain  their  base  are  many  times  the 
crops  that  we  have  in  surplus.  This  adds  to  the  surplus  instead  of 
allowing  a  better  production  alignment  and  better  freedom  for  the 
farmer  to  be  able  to  help  himself. 

As  I  mentioned,  they  have  to  produce  that  full  70  percent  to  keep 
that  base  and  to  get  the  maximum  program  benefit.  I  would  pro- 
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pose  that  we  reduce  that  level  to  50  percent.  If  the  crop  was  pro- 
duced on  50  percent  of  the  guaranteed  base,  he  could  get  the  pro- 
gram benefits  and  then  he  could  do  anything  he  wanted  to  do — 
hay,  graze,  plant  alfalfa  or  whatever  on  the  set-aside  and  other 
acreage,  without  fear  of  losing  his  base.  I  think  the  annual  base  ad- 
justments have  not  worked  to  our  benefit.  Ifyou  look  at  the  total 
base  acreage,  it  has  continued  to  increase.  The  adjustments  have 
not  worked  in  order  to  bring  down  production. 

I  would  agree  with  Senator  Abdnor  as  far  as  having  a  more 
market  oriented  loan  rate.  I  think  in  some  cases  loan  rates  have 
encouraged  competitors  to  expand  production.  They  have  helped 
and  actually  assisted  some  of  our  competitors  internationally  more 
than  they  have  assisted  American  farmers. 

I  would  also  echo  his  concern  or  my  reservation  or  lack  of  sup- 
port for  the  administration's  sudden  change  on  target  prices.  I 
think  in  this  intervening  period  that  change  could  be  quite  devas- 
tating to  agriculture. 

Very  important,  if  not  extremely  important  is  the  targeting  of 
benefits.  Again,  Senator  Abdnor  mentioned  it.  I  heard  some  of  the 
other  panelists  today  mention  it,  but  we  do  need  to  target  the  bene- 
fits. In  my  opinion,  we  have  probably  spent  too  much  money  and  a 
lot  of  that  money  has  been  going  to  farmers  who  do  not  need  it. 
Senator  Dole  mentioned  the  case  of  the  big  farmer  who  received  $3 
million.  We  have  heard  of  the  $1  million,  and  so  on. 

I  think  we  do  need  to  structure  the  program  to  try  and  help  the 
family  farmer,  to  try  and  guide  him.  The  budget  is  one  that  we  do 
have  a  finite  or  a  limited  amount  of  resources.  I  think  you  will 
probably  also  have  to  come  up  with  a  bill  where  you  can  actually 
define  the  total  cost  of  the  program.  Nobody  estimated  that  the 
cost  in  1983  was  going  to  be  $21  billion.  The  estimate  for  1985  origi- 
nally was  $7  billion,  and  now  it  is  $15  billion.  So  we  have  to  come 
up  with  more  definable,  concrete,  knowledgeable  wajrs  of  figuring 
out  the  cost  of  these  programs. 

A  couple  of  other  provisions  that  I  hope  you  would  consider:  One 
that  I  would  propose  would  be  a  10  percent  cropland  base  and  per- 
manent conservation  program.  Another  one  would  be,  as  Senator 
Abdnor  alluded  to  also,  a  strong  sodbuster  provision.  It  makes  very 
little  sense  for  the  taxpayers  to  go  out  and  subsidize  additional  pro- 
duction in  cropland  that  is  highly  prone  to  erosion  and  again  ex- 
panding the  base  in  areas  where  we  really  do  not  need  the  addi- 
tional crop  production. 

Mr.  Chairman,  one  final  and  maybe  redundant  point,  but  I  think 
exports  are  extremely  vital.  I  do  not  think  we  can  afford  to  lose 
these  export  markets  that  we  have  dominated  for  the  past  several 
years.  I  see  that  as  a  real  serious  threat  if  we  make  some  mistakes. 

Otoe  of  the  provisions  that  I  hope  this  committee  would  seriously 
consider  is  legislation  that  I  have  introduced  separately,  the  so- 
called  Agricultural  Barter  bill.  In  this  country,  the  United  States, 
the  CCC  now  has  agricultural  commodities  in  excess  of  $7  billion. 
Now,  the  National  Defense  Stockpile  estimates  that  we  need  for 
strategic  materials  of  over  $10  billion,  materials  that  we  do  not 
have  in  this  country. 

Well,  we  cannot  afford,  in  my  opinion,  to  give  all  of  our  food 
away,  but  we  could  barter.  We  should  trade  some  of  our  surplus 
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commodities,  whether  it  be  grain  or  whether  it  be  nonfat  dry  milk 
or  butter  or  whatever,  in  exchange  for  some  of  the  strategic  miner- 
als that  we  need  for  our  defense  purposes  or  perhaps,  for  other  in- 
dustry purposes. 

A  lot  of  those  countries  that  have  those  minerals  have  no  money. 
They  are  hungry,  they  are  starving,  they  have  populations  that  do 
not  have  enough  food,  but  they  do  not  have  the  money  to  pay  us,  so 
right  now  our  option  is  we  either  give  them  the  food  or  we  loan 
them  the  money  and  they  cannot  pay  back  the  loan. 

Instead  of  doing  that,  let  us  exchange.  We  have  surplus  commod- 
ities, they  have  a  mineral  that  possibly  could  be  developed,  if  it  is 
not  already  developed.  Let  us  exchange.  Let  us  do  a  little  old-fash- 
ioned bartering  and  help  the  economies  of  both  countries.  Again,  I 
think  that  would  help  us. 

If  we  could  get  rid  of  these  stockpiles  that  we  have — ending 
stockpiles  that  depress  prices — and  every  farmer  in  this  room 
knows  it,  we  could  take  downward  pressure  off  of  commodity 
prices.  That  is  one  of  the  reasons  why  from  this  amount  of  wheat 
that  will  produce  10  loaves  of  bread,  the  farmer  will  only  get  44 
cents.  This  discrepancy  exists  partly  because  we  have  got  some- 
thing like  1.5  billion  bushels  of  wheat  stockpiled  today.  We  need  to 
move  those  stockpiles  and  let  us  exchange  it  for  some  of  the  strate- 
gic minerals  that  we  desperately  need  for  our  country. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Nickles,  that  is  a  very  fine  statement  on 
your  part.  You  are  right,  it  is  going  to  be  tough  to  weed  through  all 
of  the  verbiage,  and  there  are  a  number  of  truths  that  cannot  be 
evaded.  Bob  Dole  underlined  it  very  well,  and  he  and  I  have  been 
saying  for  a  long  time  that  the  best  farm  bill  that  we  could  write 
would  not  even  have  to  have  the  words  **farmer"  or  "agriculture" 
in  it,  if  we  balance  the  budget  and  get  the  interest  rates  down,  and 
if  we  get  the  fair  play  in  the  world  markets. 

The  President  sent  me  over  to  Geneva  a  couple  of  years  ago  to 
take  a  message,  and  that  was  that  the  right  of  our  trading  partners 
to  swing  their  subsidies  ends  at  Uncle  Sam's  nose.  Now,  I  want  the 
State  Department  and  all  others  who  have  anything  to  do  with 
treaties  and  other  economic  arrangements,  trading  arrangements, 
to  bear  in  mind  that  their  first  duty  is  to  the  American  people  and 
to  the  American  farmer,  and  if  we  can  write  a  farm  bill  with  that 
kind  of  understanding,  then  I  think  we  will  succeed.  But  we  cannot 
repeal  the  basic  laws  of  economics,  and  we  certainly  cannot  repeal 
the  law  of  arithmetic.  It  is  simple  arithmetic  and  we  have  got  to 
face  up  to  it. 

Senator  Nickles.  Mr.  Chairman,  I  would  ask  that  my  statement 
be  entered  in  the  record. 

The  Chairman.  It  certainly  will,  and  I  thank  you  very  much. 

Senator  Nickles.  Thank  you. 

Senator  Dole.  Mr.  Chairman,  could  I  just  ask  one  question  about 
that  pile  of  documents?  Is  that  based  on,  what,  a  2-  or  3-year 
period? 

Senator  Abdnor.  Two  and  a  half  years  at  least,  from  the  day  I 
realized  that  not  much  attention  was  being  paid  to  agriculture.  I 
had  all  these  great  economists  come  in  to  testify,  one  after  another, 
everyone  from  Greenspan  to  Heller,  and  not  one  of  them  men- 
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tioned  agriculture  and  I  got  a  little  vocal.  I  found  that  agriculture 
was  being  neglected  and  I  decided  to  do  something  about  it.  As  I 
said,  the  ex-Secretaries  of  Agriculture  testified  before  me  twice.  In- 
cidentally, they  talk  differently  after  they  get  out  of  office.  They 
are  their  own  people  once  again  and  they  can  say  what  they  want 
to. 

I  would  recommend  that  the  committee  visit  with  Dr.  Tosterud,  a 
young  economist  on  my  staff,  and  kick  around  some  of  the  ideas 
which  were  suggested  by  over  200  witnesses. 

The  Chairman.  TTiank  you  very  much,  Senator  Abdnor. 

Our  first  witness  will  be  Bob  Delano,  who  is  president  of  the 
American  Farm  Bureau  Federation.  While  he  is  approaching,  I 
note  the  arrival  of  the  distinguished  Senator  from  Oklahoma,  Mr. 
Boren.  We  would  be  glad  to  hear  from  you  any  statement  you  may 
have. 

Senator  Boren.  I  know  we  have  a  lot  of  witnesses,  so  I  will  defer. 

The  Chairman.  Well,  we  would  be  glad  to  hear  from  you  any 
time.  Senator. 

Senator  Boren.  Thank  you. 

The  Chairman.  Mr.  Delano,  we  welcome  you,  sir. 

STATEMENT  OF  ROBERT  B.  DELANO,  PRESIDENT,  AMERICAN 
FARM  BUREAU  FEDERATION 

Mr.  Delano.  Mr.  Chairman  and  members  of  the  committee,  my 
name  is  Robert  B.  Delano,  and  I  am  a  grain  farmer  from  Virginia 
and  also  serve  as  president  of  the  American  Farm  Bureau  Federa- 
tion. 

Senator  Dole.  May  I  just  say  before  you  start,  I  have  to  excuse 
myself  to  go  over  and  get  the  Senate  started.  They  are  not  doing 
anything  over  there. 

Mr.  Delano.  Yes,  sir. 

Senator  Dole.  It  may  be  a  good  thing  we  are  not. 

Mr.  Delano.  I  appreciate  the  opportunity  and  I  will  shorten  the 
statement.  Hopefully  the  statement  will  be  entered  in  the  record, 
but  I  will  shorten  it  as  best  I  can.  Senator. 

The  Chairman.  Your  full  statement  will  be  included  in  the 
record  and  your  summary  will  be  fine.^ 

Let  me  ask  the  audience,  can  you  hear  the  witness? 

Mr.  Delano.  Maybe  it  is  best  that  they  cannot.  [Laughter.] 

The  Chairman.  In  any  case,  we  must  proceed  and  we  will  try  to 
see  what  we  can  do  about  the  sound  system.  This  is  the  first  time 
the  Agriculture  Committee  has  ever  met  in  this  room.  We  obvious- 
ly moved  here  so  that  we  could  accommodate  as  many  visitors  as 
possible. 

You  may  proceed,  sir. 

Mr.  Delano.  We  believe  that  sound  farm  policy  must  be  based  on 
letting  market  forces  provide  incentives  between  producers  and 
consumers.  It  is  imperative  that  farm  programs  adjust  to  the  sig- 
nals from  the  marketplace  while  giving  assistance  for  orderly  mar- 
keting,  income   supplement,    production   adjustment   and   export 


'  See  p.  372  for  the  prepared  statement  of  Mr.  Delano. 


Digitized  by 


Google 


27 

market  share  expansion  as  we  move  back  to  the  market  system  for 
U.S.  agriculture. 

We  recognize  that  farm  program  policy  and  legislation  will  not 
improve  all  of  the  conditions  that  have  exerted  a  negative  impact 
upon  agriculture  in  recent  years. 

The  prescription  for  fundamental  and  lasting  benefits  for  agricul- 
ture is  dependent  upon  a  commitment  to  fiscal  responsibility  and 
reduced  overall  Federal  spending  in  order  to  promote  economic 
growth  through  lower  interest  rates,  more  favorable  exchange 
rates,  and  increased  U.S.  farm  exports. 

Therefore,  the  Farm  Bureau  proposes  policy  actions  in  all  issue 
areas  that  will  allow  producers  the  opportunity  for  profit  in  agri- 
culture. Improving  net  farm  income  is  the  Farm  Bureau's  most  im- 
portant goal. 

Our  specific  remarks  relative  to  the  farm  bill,  again  by  comment- 
ing on  agricultural  exports,  because  of  their  importance  to  improve 
farm  income.  I  serve  as  a  member  of  the  Agricultural  Trade  and 
Export  Policy  Commission.  That  commission  has  had  several  meet- 
ings at  which  we  have  discussed  the  seriousness  of  the  current 
export  situation  now  facing  American  farmers  and  ranchers.  We 
hope  to  develop  some  workable  means  to  address  some  of  our 
export  problems  as  the  commission's  work  moves  along  and  to  fur- 
nish our  recommendations  to  this  and  other  committees  of  the  Con- 
gress. 

In  the  meantime,  I  would  like  to  share  with  you  some  thoughts 
regarding  certain  ways  that  some  of  the  problems  facing  us  in 
world  markets  might  be  addressed  in  a  practical  manner. 

Two  traditional  ways  of  enhancing  exports  have  been  through 
the  judicious  use  of  CCC  export  credits  and  through  the  use  of 
Public  Law  480  or  Food  for  Peace  Program.  These  programs  should 
be  continued  and  improved.  As  a  member  of  the  Carlucci  Commis- 
sion on  Foreign  Assistance  last  year,  I  recommended  that  Public 
Law  480  export  tonnages  be  doubled  over  present  levels  and  that 
multi-year  funding  be  made  available  to  Public  Law  480  recipient 
countries. 

In  view  of  the  need  for  food,  which  has  been  made  worse  by  the 
African  political  and  famine  situation,  I  believe  that  a  much 
stronger  Public  Law  480  program  is  justified  and  will  lead  to  better 
U.S.  cash  markets  as  economic  development  improves  in  recipient 
countries. 

Regarding  CCC  export  credits,  it  is  regrettable  that  the  CCC 
credit  revolving  fund,  which  was  part  of  the  1981  farm  bill,  was 
never  funded  and  activated.  There  are  still  valid  reasons  for  incor- 
porating the  revolving  fund  in  the  1985  farm  bill  with  funding 
made  available  to  make  it  an  effective  export  tool. 

An  intermediate  CCC  export  credit  program  is  needed  to  take 
care  of  export  credit  needs  for  terms  of  3  to  7  years  as  provided  for 
in  the  Agricultural  Trade  Act  of  1978.  This  legislation  should  be 
more  fully  utilized. 

The  blended  credit  program,  which  unfortunately  has  been  sad- 
dled with  the  requirements  of  the  cargo  preference  law,  needs  to  be 
made  a  part  of  the  new  farm  legislation  with  an  exemption  from 
cargo  preference.  As  a  matter  of  fact,  all  agricultural  exports 
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should  be  exempted  from  cargo  preference  requirements  whether 
commercial  or  Grovemment  assisted. 

There  are  other  ways  of  financing  a  strong  merchant  marine 
without  harming  agricultural  exports.  We  should  not  reduce  our 
farm  exports  in  our  efforts  to  have  a  stronger  American-flag  fleet. 
The  Farm  Bureau  will  strongly  support  legislation  to  exempt  agri- 
cultural commodities  and  products  from  the  cargo  preference  law. 

There  may  be  some  barter  opportunities  with  some  countries 
that  need  food  and  have  oil  or  other  materials  or  commodities  that 
we  need.  We  should  not  foreclose  any  such  opportunities. 

Regarding  trade  negotiations,  we  must  give  our  trade  negotiators 
the  tools  they  need  and  our  strong  support  to  gain  better  market 
access  and  to  resolve  outstanding  unfair  trade  practices  such  as 
export  subsidies,  which  have  eroded  U.S.  overseas  markets.  In  this 
respect,  we  would  support  what  might  be  called  a  bonus  export  pro- 
gram. 

Under  such  a  program,  bonus  tonnage  of  farm  commodities  and 
products  would  be  made  available  from  Federal  farmer-held  re- 
serve stocks  and  (XC  owned  commodity  stocks  to  lower  U.S.  export 
prices  to  offset  the  advantage  of  competing  countries  which  subsi- 
dize their  exports. 

Mr.  Chairman,  these  are  some  recommendations  that  we  would 
like  to  see  examined  and  considered  by  this  committee  as  the 
export  title  of  the  1985  farm  bill  is  written. 

I  believe  that  in  previous  legislation  the  production  side  of  the 
equation  has  been  given  more  attention  than  the  export  side.  In 
the  new  farm  bill,  we  need  to  focus  strongly  on  the  export  title. 

U.S.  farmers  are  tired  of  taking  most  of  the  world's  agricultural 
production  adjustments  while  competing  countries  expand  their 
production  and  export  market  share.  We  must  be  more  aggressive 
in  export  markets.  This  will  require  the  devotion  of  considerable 
resources  to  exports,  but  it  will  be  cheaper  in  the  long  run  than 
expensive  acreage  reduction  and  storage  programs. 

Loan  rates:  We  support  loan  rates  that  are  tied  to  a  3-  to  5-year 
average  of  market  prices  for  the  basic  export  commodities — wheat, 
feed  grains,  cotton,  rice,  and  soybeans.  This  recommendation  recog- 
nizes the  general  success  of  the  price-support  loan  programs  for 
both  soybeans  and  cotton  and  suggests  that  the  concept  should  be 
extended  to  include  wheat,  feed  grains,  and  rice.  We  believe,  how- 
ever, that  the  loan  rates  should  not  be  adjusted  by  more  than  10 
percent  in  any  year. 

We  need  to  adopt  this  kind  of  flexibility  in  establishing  loan 
levels  so  that  major  export  commodities  can  adjust  to  world  supply 
and  demand  conditions.  Since  the  domestic  market  is  growing  very 
little,  we  must  sell  on  the  world  market  if  agriculture  is  to  contin- 
ue to  grow. 

Adjusting  our  loan  levels  according  to  market  conditions  is  the 
first  policy  step  to  insure  competitiveness  in  world  markets.  It  pro- 
vides a  degree  of  imcertainty  to  our  competitors  and  indicates  that 
the  United  States  will  not  continue  with  farm  programs  that  subsi- 
dize farm  and  export  subsidy  programs  of  our  competitors. 

Target  prices:  The  Farm  Bureau  supports  the  use  of  target  prices 
in  the  manner  in  which  this  policy  was  originally  included  in  farm 
programs — as  an  income  supplement  to  farmers.  We  support  con- 
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tinued  reliance  on  target  prices  and  deficiency  pa3rments  through- 
out the  4  years  of  a  farm  bill. 

We  propose  to  freeze  target  prices  for  1986  at  the  1985  level.  In 
1987,  we  would  tie  the  target  prices  to  a  percentage  of  the  average 
market  price  used  to  determine  the  loan  rates.  However,  target 
price  adjustment  would  be  limited  to  no  more  than  5  percent  in  a 
given  year. 

This  method  of  target  price  adjustment  provides  a  transition 
period  for  producers.  Freezing  the  target  prices  for  a  year  will 
allow  a  brief  opportunity  for  export  programs  to  begin  to  function 
so  that  producers  can  evaluate  the  market  conditions  for  the  1987 
crops.  Adjustments  that  might  occur  can  be  affected  in  an  orderly 
manner. 

We  would  support  a  $50,000  limitation  that  would  apply  to  defi- 
ciency payments  only. 

Acreage  reduction  programs:  We  believe  that  acreage  reduction 
programs  should  be  required  when  carryover  supplies  are  exces- 
sive, 'Much  of  the  political  pressure  that  accompanies  discretionary 
authority  for  acreage  reduction  programs  can  be  avoided  by  using 
specific  levels  of  carryover  supplies  to  trigger  the  requirement  for 
an  acreage  reduction  program. 

Farmer-held  grain  reserve:  We  favor  the  elimination  of  the 
farmer-held  grain  reserve.  Rather  than  being  the  orderly  market- 
ing tool  that  it  was  intended,  or  serving  as  some  sort  of  emergency 
food  reserve,  the  farmer-held  grain  reserve  hangs  like  a  cloud  over 
the  market.  Its  presence  has  caused  increased  production  by  our 
competitors  and  reduced  domestic  and  foreign  use  of  U.S.  wheat 
and  feed  grains. 

The  Farm  Bureau  has  long  understood  the  importance  of  orderly 
marketing  and  the  role  of  the  regular  CCC  Loan  Program.  The 
Federal  farmer-held  reserve  program  was  used  to  try  to  prop  up 
grain  prices  to  avoid  Treasury  outlays.  In  the  process,  our  market 
shares  have  eroded. 

Farm  Bureau  delegates  voted  to  extend  the  regular  9-month  loan 
for  another  9  months  in  place  of  the  Federal  farmer-held  reserve 
program.  Locking  U.S.  grain  away  from  the  world  markets — from 
U.S.  and  world  livestock  producers — until  the  market  reached  Gov- 
ernment-set prices,  proved  to  be  very  imsoimd  economics  and  costly 
to  taxpayers. 

The  Dairy  Program:  We  suggest  continuation  of  the  Dairy  Pur- 
chase Program  but  believe  that  the  support  rate  should  be  tied  to 
two  measures  of  market  conditions.  First,  we  believe  that  the  sup- 
port price  should  be  determined  using  an  average  of  the  previous  3- 
years  all  milk  price.  This  level  will  be  adjusted  effective  October  1 
of  the  marketing  year. 

Second,  we  believe  that  the  basic  support  price  should  be  adjust- 
ed if  Grovernment  purchases  are  not  in  accordance  with  desired 
levels.  The  Farm  Bureau  proposal  will  include  specific  adjustments 
in  terms  of  a  percentage  of  the  support  price  that  would  be  re- 
quired when  purchases  are  at  any  given  level.  This  measure  will 
also  avoid  problems  associated  with  discretionary  authority  for  ad- 
justment of  support  prices. 

Other  commodity  programs:  Sugar,  peanuts,  wool,  and  mohair 
provisions  of  the  1981  act  will  remain  largely  imchanged  in  our 
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proposal.  These  programs  have  not  been  costly  to  taxpayers.  We 
therefore  would  not  support  substantial  changes  in  these  programs. 

Conservation  reserve  and  sodbuster  provisions:  Our  proposal 
would  include  provisions  for  a  conservation  reserve  program  for 
owners  and  operators  of  erosion-prone  land  to  assist  them  in  con- 
serving soil  consistent  with  budgetary  limitations.  Contracts  of  7  to 
15  years  would  be  offered  under  which  producers  would  convert 
erosion-prone  cropland  to  less  intensive  uses  such  as  pasture,  per- 
manent grass,  legumes,  or  trees. 

We  would  also  support  using  severe  measures  to  discourage  pro- 
ducers from  plowing  fragile  land.  Our  proposal  will  declare  any 
producer  who  brings  fragile  land  into  production  ineligible  for  any 
farm  program  benefits  on  any  crop  in  his  entire  farming  operation. 

Mr.  Chairman,  I  would  pledge  to  you  that  we  would  work  with 
the  committee  in  any  way  possible  to  help  you  in  designing  a  farm 
bill. 

Thank  you,  sir. 

The  Chairman.  You  alwa)rs  have  and  we  appreciate  your  testi- 
mony. I  was  interested  in  the  remarks  that  you  were  mcddng.  I 
want  to  say  that  you  have  presented  recommendations  that  are  en- 
tirely consistent  with  a  little  farm  bill  that  I  am  going  to  introduce 
today,  the  administration  bill  will  be  on  the  markup  sheet,  but  so 
will  mine.  Mine  is  going  to  contain  a  very  strong  export  title,  ^d  I 
agree  absolutely  with  you,  that  we  have  to  get  that  thing  nailed 
down,  otherwise  much  of  anvthing  else  we  try  to  do  will  not  work. 

Senator  2iOrinsky,  do  you  have  any  comment,  or  any  other  Sena- 
tor? 

Senator  Boren.  Mr.  Chairman,  I  gather,  Mr.  Delano,  then  that 
you  are  not  in  agreement  with  the  loan  rate  and  target  price  provi- 
sions of  the  administration  bill? 

Mr.  Delano.  Relative  to  those  points,  no,  sir. 

Senator  Boren.  The  Secretary  has  estimated  that  net  farm 
income  under  the  administration  proposal  would  fall  to  20  percent 
this  year  net  agricultural  income  if  the  proposal  were  adopted  as 
is.  What  kind  of  impact  do  you  think  that  would  have  on  the  coun- 
try if  we  had  a  20-percent  decline  in  net  farm  income  this  year? 

Mr.  Delano.  Well,  any  year  you  have  a  20-percent  decline  in 
farm  income,  you  are  going  to  have  a  negative  impact  in  the  coun- 
try certainly.  Senator. 

Senator  Boren.  I  gather  that  the  Department's  latest  economic 
report,  which  is  due  to  be  released  in  the  next  couple  of  days,  indi- 
cates that  of  our  686,000  commercial  family  farm-size  units,  we 
need  a  32-percent  increase  in  commodity  prices  now  prevailing  in 
order  for  them  to  have  a  positive  cash-flow;  686,000  are  now  experi- 
encing negative  cash-flow.  Do  you  think  the  proposals  you  have 
outlined  would  help  us  get  that  kind  of  an  increase  so  we  can  get  a 
positive  cash-flow?  All  of  us  have  been  dealing  with  this  credit 
thing  the  last  few  days,  but  all  of  us  recognize  that  what  we  need 
ultimately  is  an  opportunity  to  make  a  fair  return.  Do  you  think, 
with  any  of  these  proposals  that  we  are  looking  at,  anything  that 
will  help  us  give  these  farmers  a  a  positive  cash-flow;  I  think  we  all 
know  that  if  we  do  not  begin  to  have  a  positive  cash-flow  one  of 
these  da3rs,  that  no  amount  of  stopgaps  are  going  to  save  the  agri- 
cultural sector  as  we  know  it. 
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Mr.  Delano.  Senator,  these  things  are  not  going  to  happen  over- 
night, as  you  know.  We  are  in  a  period  of  restructuring  in  U.S.  ag- 
riculture. We  went  through  that  inflationary  period  and  we  are  in 
a  period  where  the  economy  is  causing  agriculture  to  make  some 
adjustments.  It  is  not  going  to  happen  overnight.  It  is  going  to  be  a 
gradual  adjustment  over  a  period  of  time,  so  it  is  going  to  take  a 
few  years.  No,  sir,  it  is  not  going  to  happen — even  imder  our  pro- 
posal, it  is  not  going  to  happen  overnight. 

The  Chairman.  Thank  you  very  much. 

Our  next  witness  will  be  Ben  Morgan,  who  is  chief  executive  offi- 
cer of  Dairymen,  Inc.,  and  chairman  of  the  board  of  the  National 
Council  of  Farmer  Cooperatives,  and  accompanying  him  will  be 
Wajme  Boutwell,  who  is  known  to  most  of  us  and  who  is  president 
of  NCFC,  in  Washington. 

Mr.  Morgan,  your  entire  statement  will  be  made  a  part  of  the 
record  and  you  can  summarize  as  you  wish,  but  we  do  not  want  to 
limit  you  in  expressions  you  care  to  make. 

STATEMENT  OF  BEN  F.  MORGAN,  CHIEF  EXECUTIVE  OFFICER, 
DAIRYMEN,  INC.,  AND  CHAIRMAN  OF  THE  BOARD,  NATIONAL 
COUNCIL  OF  FARMER  COOPERATIVES,  ACCOMPANIED  BY 
WAYNE  BOUTWELL,  PRESIDENT,  NATIONAL  COUNCIL  OF 
FARMER  COOPERATIVES 

Mr.  Morgan.  Thank  you,  Mr.  Chairman.  I  appreciate  this  oppor- 
tunity to  testify  and  I  appreciate  you  including  my  entire  written 
statement,  as  I  will  be  as  brief  as  I  can  in  summarizing  the  con- 
tents.^ 

I  am  Ben  Morgan,  chief  executive  officer  of  Dair3anen,  and  chair- 
man of  the  board  of  the  National  Council  of  Farmer  Cooperatives. 
The  council  represents  about  90  percent  of  the  local  farmer  coop- 
eratives in  the  nation. 

I  commend  you  for  conducting  this  hearing  and  stimulating  the 
debate  on  farm  policy. 

Oil  January  21,  1985,  the  National  Council's  Agriculture  and 
Trade  Policy  Committee  adopted  a  statement  which  begins  as  fol- 
lows: "In  1985,  new  farm  legislation  should  be  based  on  policy  ob- 
jectives which  reflect  the  chan^g  global  economics  of  agriculture 
today.  In  addition  to  the  traditional  farm  policy  goals  providing: 
"Support  for  farm  income,  maintaining  adequate  supplies  of  food 
and  fiber,  and  encouraging  orderly  marketing  of  farm  products;  we 
need  to  add  a  fourth  objective,  and  that  is  to  ensure  that  U.S.  agri- 
culture is  competitive  in  world  markets." 

While  we  pursue  international  competitiveness,  we  must  also 
recognize  the  severe  economic  stress  now  facing  many  family  farm- 
ers. 

Mr.  Chairman,  we  have  heard  a  great  deal  about  the  farm  credit 
crisis,  and  it  needs  attention.  But  the  credit  crisis  is  a  symptom  of 
an  underl3dng  root  cause,  and  that  is  inadequate  farm  income. 

Therefore,  our  primary  goal  should  be  to  enhance  farm  income. 
Many  argue  that  to  do  this  we  must  be  price  competitive  in  inter- 
national markets.  We  concur  that  steps  must  be  taken  to  help  us 


*  See  p.  375  for  the  prepared  statement  of  Mr.  Morgan. 
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r^ain  lost  market  shares  but  in  a  way  that  does  not  put  the  full 
burden  of  competing  against  other  governments  on  the  backs  of 
farmers. 

We  must  also  recognize  that  world  markets  have  been  distorted 
by  external  factors  such  as  grain  embargos,  the  overvalued  dollar, 
and  unfair  foreign  trade  practices.  If  the  Government  is  going  to 
saddle  farmers  with  these  adverse  conditions,  then  the  Government 
has  a  responsibility  to  help  farmers  overcome  the  negative  impacts. 

In  developing  the  1985  farm  bill,  we  believe  that  certain  concepts 
are  very  important.  Specifically,  nonrecourse  loan  rates  and  target 
prices  should  be  maintained  as  the  means  of  providing  financial 
support.  Loans  should  be  operated  as  marketing  loans,  which  farm- 
ers would  be  allowed  to  repay  bcused  on  the  loan  rate  value  or 
world  market  level,  whichever  is  less.  This  will  protect  farmers 
while  allowing  U.S.  commodities  to  move  through  market  channels 
at  competitive  prices. 

The  payment  limitation  should  be  discontinued. 

A  long-term  conservation  reserve  should  be  authorized  to  carry 
out  multiye€u-  retirement  of  fragile,  erosive  land.  Such  a  program 
will  help  conserve  our  natural  resources  and  bring  supply  into 
better  balance  with  demand. 

We  believe  very  strongly  in  fair  trade.  Unfortunately,  trade  has 
not  been  fair. 

We  must  respond  by  using  our  agricultural  abimdance  to  expand 
market  share  and  to  counter  unfair  trade  practices.  Aggressive 
action  is  needed  now.  At  the  same  time,  we  need  to  encourage  long- 
term  market  development. 

Mr.  Chairman,  it  is  essential  that  an  aggressive  trade  title  be  in- 
cluded in  4^he  1985  farm  bill.  Specifically,  the  legislation  should  pro- 
vide for  £(^  spectrum  of  export  credit  programs  tailored  to  fit  the  di- 
verse needs  of  recipient  countries.  Surplus  commodities  should  be 
used  as  tonus  products  and  blended  with  U.S.  aid  programs  to  en- 
courage their  use. 

At  the  same  time,  such  actions  should  not  displace  any  commer- 
cial sales  which  would  otherwise  have  been  made.  Programs  should 
be  designed  to  move  those  nations  from  aid  to  trade  in  their  rela- 
tionship with  the  United  States.  New  credit  programs  to  be  includ- 
ed would  be  a  continuous  line  of  credit  guarantees  and  an  interme- 
diate export  credit  guarantee  program.  The  Public  Law  480  pro- 
gram should  be  extended  and  improved,  with  an  emphasis  on  mul- 
tiye£U'  programming  and  infrastructure  development  in  recipient 
countries  to  allow  greater  purchases  of  U.S.  agricultural  commod- 
ities. An  export  PiK  Program  should  be  authorized  and  implement- 
ed. 

In  closing,  Mr.  Chairman,  I  would  like  to  say  that  there  are  not 
many  new  ideas  in  domestic  farm  policy.  However,  the  marketing 
loan  concept  is  a  new  approach  which  we  believe  has  great  prom- 
ise. We  strongly  support  it  as  a  means  of  enhancing  farm  income 
while  allowing  U.S.  products  to  be  competitive  in  world  markets. 

At  this  point,  Mr.  Chairman,  I  would  like  to  call  on  our  council 
president,  Wayne  Boutwell,  to  demonstrate  some  examples  of  these 
economic  concepts. 

The  Chairbian.  Wayne,  before  you  begin,  I  think  you  are  going 
to— well,  first  of  all,  let  me  guarantee  you  that  there  is  going  to  be 
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a  trade  title,  and  a  strong  one.  I  think  you  will  like  the  one  in  the 
bill  that  I  shall  introduce  today.  We  are  singing  from  the  same 
hymn  book  on  that.  I  appreciate  your  comments. 

Mr.  Boutwell,  it  is  good  to  see  you  again. 

Mr.  BouTWELL.  It  is  good  to  see  you,  Senator.  Thank  you  very 
much  for  this  opportimity  to  make  a  few  comments.  I  do  have  a 
statement. 

I  have  a  couple  of  charts,  and  I  hope  ever^rone  can  see  them.  I 
would  like  to  run  through  them  very,  very  briefly  and  then  enter- 
tain some  questions. 

The  flrst  chart,  Mr.  Chairman,  illustrates  what  we  believe  to  be 
the  m£gor  debate  in  agricultural  policy  this  ye£U',  and  that  relates 
to  who  pa3rs  the  bill  for  American  agriculture  being  competitive  on 
the  international  market. 

The  red  area  there — represents  the  loss  in  income  or  cash  re- 
ceipts for  wheat  and  com  farmers  associated  with  the  administra- 
tion's farm  bill  in  terms  of  the  drop  in  the  support  structure  that  it 
proposes. 

Tiie  solid  white  line  across  the  top  represents  the  cash  receipts 
for  those  two  commodities  areas  under  a  continuation  of  the  cur- 
rent program.  As  you  can  see,  neither  one  looks  very  good,  Mr. 
Chairman.  The  continuation  of  the  present  program  is  going  down 
for  a  very  good  reason,  and  that  is  because  we  are  continuing  to 
lose  market  shares  and  we  are  cutting  production  at  the  same  low 
price  and  it  does  not  do  any  good.  It  just  is  a  slow  death  for  Ameri- 
can agriculture. 

But  under  the  administration's  proposal,  it  is  a  death  but  it  is  a 
little  more  rapid  death,  as  you  can  see  by  the  drop  in  those  curves. 
We  beheve  that  the  debate  this  year  is  going  to  center  on  who  pays 
for  that  particular  area  right  there,  how  much  support  are  you 
going  to  provide  for  the  farm  economy  across  the  top  as  prices  m-op 
to  be  competitive  on  the  international  market.  We  believe  that  is 
the  centred  question  for  debate  on  the  farm  policy  this  year,  what 
portion  is  paid  by  the  public  and  what  portion  comes  out  of  the 
pockets  of  farmers. 

Cleeu-ly,  you  have  a  structure  of  American  agriculture  going  in  at 
the  b^inning  of  this  and,  depending  upon  which  way  you  go  will 
depend  upon  what  the  structure  of  American  agriculture  looks  like 
when  it  comes  out  the  other  end.  If  you  put  it  through  what  we 
consider  to  be  a  substantial  dip,  we  heard  20  percent  reduction  in 
farm  income — ^given  the  financial  stress  that  exists  out  there  in  the 
farm  economy  right  now — then  clearly  there  will  be  some  further 
erosion  of  the  financial  health  of  American  agriculture.  However, 
when  you  finally  come  out  the  other  side,  clearly  you  are  in  much 
better  shape.  But  the  question  is  who  can  survive. 

Let's  turn  now  to  the  second  chart,  the  proposal  that  our  chair- 
man laid  out,  which  is  called  the  marketing  loan  proposal.  It  is  one 
that  would  allow  the  farm  economy  to  be  price  competitive,  but  at 
the  same  time  it  would  provide  farmers  with  a  safety  net. 

Again,  looking  at  the  chart,  the  shaded  area  on  the  left  there 
represents  the  current  program.  Very  simply,  when  the  market 
price  says  it  should  clear  below  the  loan  rate,  the  Government 
moves  in  and  soaks  up  the  additional  commodities  in  order  to  hold 
that  price  at  the  loan  rate.  What  that  does  is  tell  the  rest  of  the 
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world  that  we  are  not  going  to  sell  for  less  than  the  loan  rate,  and 
so  it  is  very  easy.  If  I  was  a  competitor  of  yours  and  you  told  me 
your  bottom  line,  I  could  beat  you  by  a  nickel  and  take  that  sale.  It 
is  really  that  simple. 

So  the  Government  has  a  cost  associated  with  pulling  those  com- 
modities off  the  market  and  they  have  carrying  charges,  storage 
costs.  We  tend  to  never  sell  them  back  on  the  market;  we  usually 
give  them  away,  which  means  that  they  wind  up  being  a  total  cost 
to  the  Government. 

Our  recommendation  is  to  take  the  cost  of  that  kind  of  a  support 
to  the  farm  sector  and  move  it  around  to  the  price  side  of  the  axis 
and  simply  discount  that  loan  back  to  the  market  price.  By  doing 
that,  you  maintain  the  same  level  of  support  as  enioyed  bv  the 
farm  economy  under  the  current  program,  but  yet  the  market  is 
clearing  underneath  so  that  you  are  meeting  your  competitors  in 
the  international  market. 

We  simply  beUeve  that  this  is  the  way  to  maintain  the  support 
for  farmers  while  at  the  same  time  being  competitive  on  the  mter- 
national  market  and  regaining  and  maintaining  our  market 
shares. 

Mr.  Chairman,  that  concludes  my  remarks.  We  would  be  glad  to 
respond  to  any  questions. 

The  Chairman.  Senator  Cochran. 

Senator  Cochran.  Mr.  Chairman,  thank  you. 

As  I  imderstsind  current  law,  the  Commodity  Credit  Corporation 
cannot  sell  any  of  the  commodity  it  holds  at  less  than  115  percent 
of  the  loan  rate.  Is  that  right? 

Mr.  BouTWELL.  That  is  correct. 

Senator  Cochran.  So  what  vou  are  proposing  is  to  make  a  funda- 
mental change  in  the  legislation  under  which  the  Commodity 
Credit  Corporation  is  authorized  to  market  the  commodity  that  it 
ends  up  with  when  farmers  forfeit  that  loan. 

Mr.  BouTWELL.  The  Commodity  Credit  Corporation,  Senator 
Cochran,  would  not  be  marketing.  The  farmer  would  be  marketing 
his  own  grain.  The  farmer  would  receive — let  us  put  some  hypo- 
thetical numbers  on  there.  Let  us  say  the  marketing  loan  is  a  $10- 
per-unit  loan  and  let  us  say  that  the  market  price  goes  to  $9  per 
unit.  The  farmer  would  be  allowed  to  repay  that  loan  at  $9,  it  is 
then  his  commedity  move  on  the  market  any  way  he  sees  fit,  and 
so  you  achieve  the  same  results  but  the  Government  never  takes 
over  the  inventory  to  start  with  which  they  then  have  to  try  to  sell. 

Senator  Cochran.  What  does  the  Commodity  Credit  Corporation 
under  your  propceal  do  insofar  as  participating  in  the  marketing  or 
the  administrating  of  the  loan  program?  Does  it  have  any  role 
under  your  proposal  in  administering  the  loan  program? 

Mr.  BouTWELL.  The  loan.  Senator,  would  be  made  the  same  as 
current  law.  In  other  words,  the  Commodity  Credit  Corporation 
would  provide  the  loan  identically  the  same  as  it  does  under  the 
current  law  right  now.  Beyond  that,  the  Commodity  Credit  Corpo- 
ration, beyond  setting  the  repayment  level  based  on  world  market 
price  conditions,  would  not  be  involved  in  the  marketing  of  the 
commodity  at  all. 

Senator  Cochran.  Are  we  goin^  to  get  a  group  descending  on  us 
if  we  start  out  in  this  direction  claiming  that  we  are  undermining 
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the  marketing  ability  of  grain  dealers  or  any  group  like  that?  Who 
is  going  to  end  up  complaining  about  this  approach?  I  do  not  think 
farmers  will.  I  think  it  is  going  to  be  good  for  production  agricul- 
ture. 

Mr.  BouTWELL.  The  farmers  are  not  impacted  by  this  at  all  be- 
cause they  net  back  out  the  same  level  of  support  as  the  current 
law.  The  traders  involved  should  be  for  it  simply  because  they  are 
price  competitive  on  the  international  market  and  now  can  start 
moving  some  of  the  volume  that  we  have  not  been  able  to  do  under 
the  current  program  because  we  are  priced  out  of  the  market  with 
the  loan  rate. 

Senator  Cochran.  What  I  wonder  about  is  why  did  Congress  ever 
include  in  the  law  a  requirement  that  Government-held  grain 
could  not  be  marketed  for  less  than  115  percent  of  the  loan  rate? 

Mr.  BouTWELL.  Farmers  did  not  want  the  Government  competing 
with  them  in  the  marketplace.  When  prices  started  to  improve, 
they  did  not  want  the  Government  to  come  in  and  dump  products 
on  the  market  which  would  then  result  in  a  further  decline  in 
market  price. 

Senator  Cochran.  We  are  just  taking  the  CCC  out  of  the  market- 
ing business  then  under  this  proposal? 

Mr.  BouTWELL.  That  is  correct. 

Senator  Cochran.  I  think  it  is  a  fascinating  proposal  and  cer- 
tainlv  merits  the  careful  consideration  of  this  committee.  I  thank 
you  for  being  here  and  appreciate  your  testimony. 

The  Chairman.  Senator  McConnell. 

I  have  been  derelict  in  not  welcoming  to  the  committee  two  new 
members.  Senator  Harkin  had  another  meeting  to  go  to.  Senator 
McConnell,  we  welcome  you,  sir. 

Mr.  McConnell.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Boutwell,  would  your  plan  be  subject  to  pay- 
ment limitations? 

Mr.  Boutwell.  In  the  chairman's  statement,  I  believe,  Mr. 
Chairman,  he  indicated  that  we  oppose  payment  limitations. 

The  Chairman.  I  am  sorry,  I  did  not  hear. 

Mr.  Boutwell.  In  our  statement,  we  oppose  payment  limitations, 
particularly  with  regard  to  the  discounted  loan  party.  If  you  put 
payment  limitations  on  the  discounted  loan  part,  then  it  will  have 
an  impact  on  farmers. 

The  Chairman.  Very  well. 

Any  further  questions? 

[No  response.] 

Thank  you  very  much. 

Mr.  Morgan.  Thank  you,  sir. 

The  Chairman.  Very  fine  testimony. 

Mr.  Corky  Jones,  national  president  of  the  American  Agriculture 
Movement,  from  the  great  State  of  Nebraska,  Brownville. 

STATEMENT  OF  CORKY  JONES,  NATIONAL  PRESIDENT,  AMERI- 
CAN AGRICULTURE  MOVEMENT,  ACCOMPANIED  BY  TOM 
WILLIS,  PAST  PRESIDENT 

Mr.  Jones.  Mr.  Chairman  and  members  of  the  committee,  I  ap- 
preciate the  opportunity  to  be  here.  My  name  is  Corky  Jones,  and  I 
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am  from  Brownville,  NE.  I  am  also  national  president  of  the  Amer- 
ican Agriculture  Movement.^ 

I  am  a  farmer.  I  have  three  sons  farming  in  my  operation  with 
me.  We  are  raising  com,  soybeans,  cattle,  and  hogs,  losing  money 
on  everyone. 

We  have  heard  many  proposals  today  and  we  continue  to  hear 
quite  a  few  programs,  but  the  main  thing  that  I  am  here  today  to 
tell  you  and  to  hopefully  educate  some  of  you  that  we  need  a  price. 
Price  is  the  bottom  line.  There  can  be  no  entity  anywhere  that  can 
continue  to  operate  below  the  cost  of  production. 

We  have  just  come  out  of  4  years,  all  commodities  below  the  cost 
of  production,  above  our  returns,  and  yet  we  are  being  called  poor 
managers.  The  farms  that  are  being  sold  today.  The  lending  insti- 
tutions that  are  being  bankrupt  today  and  closed,  the  agribusiness 
closing  their  doors  today,  are  all  being  caused  by  "poor  managers", 
No. 

They  are  because  of  one  thing,  we  are  the  victims  of  poor  man- 
agement that  has  come  down  in  Government  farm  policies  from 
this  institution.  We  must  have  leadership  to  correct  this.  We  know 
we  cannot  all  be  right,  but  to  continue  the  failing  farm  programs 
we  have  been  under,  not  just  this  administration  but  the  past,  is 
suicidal  not  only  to  the  sector  of  agriculture  but  to  the  entire  U.S. 
economy. 

We  do  not  just  have  a  farm  crisis.  We  do  not  just  have  a  rural 
crisis.  We  have  got  the  U.S.  crisis  and  it  is  because  we  have  not 
been  fairly  treated,  the  largest  industry  of  this  Nation,  that  of  agri- 
culture, the  only  industry  with  the  ability  to  perk  up  the  real 
wealth  through  profit  seven  times  over. 

It  is  evident  that  is  what  has  been  happening  to  agriculture  be- 
cause we  see  unemployment  lines,  contrary  to  what  many  believe, 
are  not  getting  smaller,  and  that  they  are  not  in  our  portion  of  the 
country.  We  are  seeing  foimdries,  we  are  seeing  industry  doors 
closed,  we  are  seeing  people  unemployed  by  this,  we  are  seeing 
people  kicked  off  the  land  that  are  not  even  amongst  those  counted 
as  far  as  unemployment. 

You  know,  out  on  the  farm  when  we  have  something  wrong  we 
try  to  find  out  what  it  is  and  we  fix  it.  If  we  have  a  sick  steer,  we 
call  the  veterinary  and  we  correct  it.  We  have  heard  a  lot  of  pro- 
posals about  phasing  out  Government  farm  programs.  That  would 
be  like  us  having  a  sick  steer  and  just  shooting  the  steer. 

There  is  nothing  wrong  with  Government  farm  programs  if  they 
are  implemented  correctly.  Unfortunately,  we  have  not  had  any 
implementation  of  this  type  of  bill.  Whenever  there  is  anything 
wrong  out  on  the  farm,  why,  we  try  to  see  what  is  causing  it.  I  can 
tell  you  todav  that  what  is  causing  the  problem  is  because  we  are 
producing  below  the  cost  of  production  and  this  is  being  guaranteed 
to  us  to  continue  to  produce  below  the  cost  of  production  by  failing 
farm  programs.  Let  us  look  and  see  what  happened.  Let  us  look 
and  see  where  the  solutions  are. 

The  solutions  to  a  healthy  economy  nationwide,  not  just  the  in- 
dustry of  agriculture  but  nationwide,  have  always  been  when  we 
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have  had  parity  legislation.  The  word  "parity"  should  not  be  one  of 
these  frightening  words  that  people  do  not  understand,  that  we 
have  got  to  go  look  at  a  complicated  formula.  We  are  looking  at 
parity  simply  meaning  equality. 

You  know,  in  the  American  Agriculture  Movement  we  always 
start  with  the  pledge  to  the  American  flag.  The  last  line  of  that  is 
"equality  and  justice  for  all."  It  is  way  past  time  that  agriculture 
has  been  getting  equality  and  justice  for  all.  We  have  been  de- 
prived and  treated  like  second-class  citizens. 

When  we  have  got  problems,  there  are  solutions.  Once  again,  let 
us  go  back  and  see  what  works  well  and  what  worked  well  is  parity 
legislation.  The  legislation  worked  well,  at  no  expense  to  the  tax- 
payer, for  a  10-year  period,  1942-52,  and  there  was  even  a  return- 
plus  into  the  coffers  over  and  above  the  expense  of  the  program. 

The  last  time  we  had  a  decent  price  and  parity  pricing  for  agri- 
culture was  1976.  The  farmers  alone  paid  over  $10  billion  in 
income  tax.  We  are  not  talking  about  what  that  did  to  the  economy 
when  that  dollar  that  was  profit  perked  through  the  S3rstem  seven 
times  over,  and  they  paid  income  tax  each  time  that  dollar  perked. 
We  have  never  seen  any  thing  else  that  is  going  to  correct  this. 

We  can  talk  about  the  Nation's  deficit,  we  can  talk  about  the 
budget,  we  can  correct  the  budget.  The  Nation's  deficit  is  right 
where  it  is  today  because  real  wealth  has  been  deprived  and  the 
only  real  wealth  industry  is  agriculture. 

Solutions — let  us  go  back.  We  have  got  solutions  which  we  will 
submit  to  you,  some  of  our  suggestions  today.  We  are  going  to  have 
to  have  parity  structure  at  the  loan  rates.  We  are  not  of  the  opin- 
ion that  we  need  to  have  the  budget  exposure  we  continue  to  hear 
about,  because  70  percent  of  parity  is  where  we  would  start  loan 
rates  on  all  storable  commodities.  This  is  paid  back  with  interest, 
so  the  taxpayer  does  not  have  any  reason  to  scream,  nor  does 
David  Stockman. 

We  are  looking  at  increments  of  increasing  the  parity  loan  rates 
at  2  percent  per  year  from  1986  through  1996,  to  where  we  will 
derive  at  90  percent  of  parity  at  the  loan  rates.  There  will  be  no 
deficiency  payments,  there  wUl  be  no  target  prices,  there  will  be  no 
set-aside  payments.  It  is  all  obtained  from  the  marketplace  through 
loan  rates. 

We  definitely  need  to  address  exports.  We  definitely  need  to  ad- 
dress imports  and  the  out-of-balance  situation  of  our  trade  deficits. 
We  definitely  need  to  see  where  the  land  is  going  today,  and  this  is 
another  one  of  the  reasons  we  must  face  what  is  going  on  in  agri- 
culture. To  continue  the  administration's  methods  and  the  past  ad- 
ministrations and  the  proposal  for  the  new  bill  is  absolutely  going 
to  not  only  annihilate  the  existence  of  the  middle-class  people  in 
agriculture,  on  the  farm,  family  ranch  type  operations,  and  the  pri- 
vate enterprise  system.  But,  we  are  going  to  annihilate  the  exist- 
ence of  the  middle-class  people  of  America,  the  people  who  are 
going  to  own  the  land  under  a  continuation  and  the  failing  pro- 
gram that  we  have  just  come  out  of.  Under  the  administration's 
proposal,  there  is  no  person,  there  is  no  individual,  there  is  no  pri- 
vate enterprise  system  that  can  own  the  land.  It  is  going  to  go  to 
corporations,  outside  interests'  money. 
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Farmers  and  ranchers  that  are  m  trouble  today.  When  we  hear, 
there  are  some  farmers  having  trouble  here  and  some  there,  then 
we  he£U'  a  very,  very  small  percent  are  actually  having  problems, 
this  is  a  myth,  many  farmers  only  source  of  income  is  from  the 
land,  they  are  the  ones  in  trouble. 

I  have  just  completed  77  speaking  engagements  over  17  States  in 
the  past  few  weeks.  The  problem  is  just  not  lying  in  Brownville, 
NE.  It  is  nationwide.  Any  private  enterprise  or  business,  solely  de- 
riving its  income  from  agriculture  is  having  problems. 

This  conmiittee — and  I  pray  that  this  committee  will  correct  this, 
look  back  and  see  what  worked  before.  Do  not  accept  the  white- 
wash job  that  is  beginning  to  prevail.  Agriculture  is  the  victim  of 
poor  management  and  poor  business  decisions  handed  down  from 
this  place. 

Farmers  are  here  to  work  within  the  system.  We  have  learned 
over  the  past  several  years  this  is  what  must  be  done.  We  have 
been  here  all  week,  with  thousands  of  people  from  across  the 
Nation,  to  work  within  the  system  to  prove  that  an  injustice  is  get- 
ting to  monumental  stages  across  the  Nation,  afiTecting  the  citizen- 
ry of  this  entire  Nation. 

We  were  slapped  in  the  face  yesterday  when  we  were  talking 
about  a  mandate.  We  are  talking  about  a  mandate  from  the  people, 
a  large  mandate,  and  it  was  denied.  Liberty  and  justice  for  all?  I  do 
not  see  that  happening.  I  am  a  patriotic  person  and  I  am  a  God- 
fearing person.  Most  of  us  in  American  agriculture,  all  of  us  in  the 
American  Agriculture  Movement  are.  We  are  here  to  offer  any  as- 
sistance we  can,  to  save  agriculture  and  America.  We  have  got  to/ 
preserve  the  fixture  of  this  country.  / 

I  would  like  to  turn  a  little  bit  of  my  time  over  to  Tommy  Willis, 
if  I  may. 

Mr.  Willis.  Thank  you.  I  am  Tom  Willis,  past  president  of  the 
American  Agriculture  Movement. 

I  would  like  to  expand  just  a  little  bit  on  suggestions  we  have  for 
the  farm  bill.  We  have  not  attempted  to  try  to  write  a  farm  bill, 
because  we  knew  this  would  be  the  duty  of  the  various  committees 
and  so  forth. 

Within  these  suggestions  that  Mr.  Jones  referred  to,  he  has  re- 
ferr^  to  parity  loan  rate,  to  accompany  these  would  be  a  mandato- 
ry supply  management  program.  We  believe  that  this  would  have 
to  be  done  by  referendum.  Should  this  be,  we  would  like  to  see  it 
by  farm  operators,  as  a  matter  of  record  with  ASCS. 

To  accompany  this  would  also  be  a  10-percent  acreage  reduction 
program,  soil  conservation.  Some  of  the  other  gentlemen  referred 
to  something  similar  to  thjjs  this  morning. 

We  believe  that  there  should  be  a  food  reserve,  and  this  reserve 
should  be  controlled  or  released  only  when  there  is  a  national  food 
shortage,  and  this  should  be  left  to  the  discretion,  when  it  should 
be  declared,  I  should  say,  by  the  House  and  Senate  Agriculture 
Committees,  rather  than  left  to  the  discretion  of  the  Secretary  of 
Agriculture. 

We  feel,  as  already  has  been  discussed — Senator  Helms,  I  notice 
you  have  commented  on  it  several  times,  the  import  restrictions 
and  so  forth,  lliese  are  some  things  that  must  be  addressed.  On  im- 
ports, we  believe  very  strongly  that  any  process  commingled  or 
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anything  imported  in  this  Nation  needs  to  be  labeled  as  such  all 
the  way  to  the  consumer.  We  have  this  on  all  manufactured  goods. 
If  a  person  buys  an  item  that  comes  from  Taiwan  or  wherever,  or 
Japan,  label  it;  yet  if  the  housewife  goes  to  the  grocery  store  she 
does  not  have  any  choice,  no  way  to  identify  and  therefore  she  has 
no  choice. 

Another  thing  that  we  have  seen,  we  have  seen  in  the  case  of 
produce  shipped  into  this  country,  an  awful  lot  of  it  has  been  tested 
and  found  to  contain  such  chemicals  as  DDT,  which  has  been 
banned  for  going  on  6  years  now  in  this  Nation,  yet  we  have 
produce  and  products  coming  out  of  foreign  countries  in  here  that 
have  these  chemicals  used  in  them. 

The  same  thing  is  true  for  a  lot  of  our  red  meat,  using  hormones 
and  so  forth  that  are  not  allowed  in  this  country,  yet  they  come  in, 
are  imported  in.  So  we  feel  that  they  should  be  required  to  meet  all 
restrictions  that  we  over  here  have  to  meet.  This  is  a  safety  factor 
for  the  citizens  of  this  country.  Items  that  cause  cancer,  if  we  feed 
it,  it  is  going  to  cause  cancer,  it  is  fed  overseas  and  is  shipped  in. 

On  exports,  we  feel  that  we  must  stay  competitive  in  exports, 
and  we  recommend  the  use  of  export  subsidies,  export  PIK,  ade- 
quate credit,  interest  buydowns.  Public  Law  480,  whatever  it  takes 
to  maintain  our  part  of  the  export  market.  This  will  be  at  the  dis- 
cretion of  the  Congress,  the  Government,  as  to  just  how  much  we 
want  to  export.  We  know  that  old  adage,  I  am  sure,  that  with  every 
privilege  there  goes  an  equal  responsibility.  If  the  Government 
wants  the  privilege  of  exporting  a  lot  of  agricultural  commodities, 
they  must  share  some  of  the  responsibility,  and  I  believe  this  is 
what  maybe  you  had,  some  reference  to. 

Also  again  it  has  been  referred  to,  we  think  the  loopholes  should 
be  closed  on  a  lot  of  this  tax  loss  farming.  We  are  suggesting  the 
maximum  writeoflF  of  $20,000  for  nonfarm  income. 

Conservation — ^we  would  like  to  see  the  existing  programs  contin- 
ued and  expanded  in  problem  areas.  We  do  not  agree  with  the 
phaseout  of  the  soil  conservation  as  has  been  advocated  by  the  ad- 
ministration. We  have  one-half  of  this  country  blowing  away  and 
the  other  half  washing  away,  and  we  do  not  need  to  come  up  short 
on  soil  conservation. 

Farm  credit — we  would  like  to  see  a  restructuring  of  debt,  re- 
scheduling on  a  case-by-case  basis  to  allow  the  operator  the  cash- 
flow requirements  as  necessary  for  him  to  continue.  The  terms  of 
the  loan  should  be  established  by  the  county  committee  with  a 
maximum  term  of  20  years.  We  feel  that  the  county  committee 
should  be  elected  by  farm  operators  and  shall  be  functioning  loan 
committees  consisting  of  not  less  than  five  people.  Three  members 
must  be  farm  operators,  and  they  would  be  elected.  The  remaining 
two  would  be  appointed  by  the  elected  members,  one  of  which 
would  be  from  the  financial  community,  the  second  one  would  be 
some  elected  official  so  as  to  take  care  of  any  public  housing  and  so 
forth  that  may  be  involved. 

New  application  for  farm  loans  must  be  accepted  for  consider- 
ation and  any  applications  for  EE,  EM,  or  OM  loans  not  acted  upon 
within  60  dajrs  must  be  automatically  approved.  It  is  taking  entire- 
ly too  long  to  get  a  lot  of  these  loans  processed. 
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We  favor  very  strongly  the  continuation  of  the  ASCS.  We  would 
need  this  in  order  to  cover  the  parts  of  the  program,  to  administer 
it  as  we  have  suggested. 

Mr.  Chairman,  I  thank  you. 

Mr.  CHAiRBftAN.  Thank  you  very  much,  gentlemen. 

Senator  2iOrinsky. 

Senator  2k)RiNSKY.  Thank  you  very  much,  Mr.  Chairman. 

Corky,  it  is  a  pleasure  indeed  to  have  you  here  and  I  compliment 
you  for  a  very  articulate  presentation.  1  think  those  of  us  in  this 
room  understand  that  your  comments  came  from  the  heart.  I  know 
it  did  not  come  from  any  notes  because  you  did  not  have  any  notes 
or  prepared  text  in  front  of  you.  I  know  you  are  saying  it  like  it  is 
out  there,  and  it  is  a  lot  more  devastating  than  many  people  here 
understand. 

Yesterday  in  his  veto  message,  the  President  indicated  that  only 
4  percent  of  the  farmers  are  in  any  serious  need  of  help  right  now. 
Do  you  agree  with  that  estimate? 

Mr.  Jones.  He  did  not  read  it  right.  Senator.  He  forgot  the  zero 
behind  the  four.  That  is  where  we  are.  It  is  so  serious,  you  cannot 
believe.  We  are  looking  across  the  land,  and  that  is  the  reason  I 
spoke  of  the  travels,  and  I  anx  just  one  of  the  many  American  agri- 
culture movement  speakers  who  go  across  this  land  speaking  to  Ag 
groups.  We  are  seeing  this  same  thing  happening.  We  have  trav- 
eled over  38  States  thoroughly  and  the  crisis  is  out  there,  and  the 
same  that  happened  in  Nebraska  last  evening  with  the  farmer  who 
committed  suicide  is  repeating  itself  from  coast  to  coast  reaching 
staggering  accounts. 

My  next  door  neighbor  iust  became  one  of  those  statistics.  A 
young  man  stabbed  his  father  to  death  in  a  dispute  over  a  farm. 
The  dispute  was  brought  about  by  prices  and  resulted  in  the  anni- 
hilation of  the  entire  working  family. 

What  we  are  seeing  today  and  what  we  are  going  to  see  tomor- 
row is  mass  numbers  of  people  out  here  that  have  been  contacted 
by  their  lending  institutions  only  to  tell  them  that  they  cannot  go 
with  them  another  year.  They  have  been  good  for  year  after  year 
after  ye€u-.  They  have  borrowed  all  the  equity  that  they  have. 
Many  of  them,  m  a  retirement  status,  borrowed  against  the  farm, 
borrowed  against  the  land,  borrowed  against  their  equipment  or 
cattle  or  whatever,  they  have  no  more  liquidity  left. 

No  financing  for  another  year  was  exactly  why  the  man  shot 
himself  yesterday.  These  bankers,  the  same  lending  institutions  did 
not  have  the  heart  to  go  tell  these  people  that  they  could  not  loan 
them  their  production  expenses. 

As  for  the  veto  last  night  of  the  President,  the  banking  and  other 
lending  institutions  now  have  to  tell  the  farmers  what  they  did  not 
want  to  tell  them.  There  are  untold  thousands  out  there  that  are 
not  suspecting  that  their  banker  would  not  go  with  them  again  be- 
cause he's  been  friendly.  The  banker  was  friendly  because  he 
thought  just  possibly  that  this  had  to  go  through.  This  was  the 
mandate  of  the  people  and  our  leadership  ignored  it,  the  same 
thing  that  President  Reagan  cheered  across  the  world,  about  a 
mandate  from  the  people  when  he  was  elected  in  November. 

I  beg  you,  leadership,  and  from  the  first  time  I  came  to  Washing- 
ton, EC!,  in  1977, 1  walked  through  the  halls  and  I  was  scared  then 
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as  I  am  today  sitting  here  in  front  of  you.  But  I  walked  through  the 
halls  and  I  came  out  of  there.  I  went  to  the  AAM  national  office 
and  they  said  how  many  Republicans  did  you  see  today,  how  many 
Domocrats.  You  know,  I  did  not  know.  I  was  not  even  thinking 
about  that.  I  was  thinking  about  these  people  who  are  our  leaders, 
these  people  in  a  leadership  position.  I  was  not  seeing  at  that  time 
the  continued  squabble  or  fight  that  seems  to  be  existing  so  very 
strongly. 

There  should  be  something,  gentlemen,  it  seems  to  me — no 
matter  where  we  come  from,  we  come  to  represent  the  citizenry  of 
this  Nation,  represent  the  betterment  of  it,  but  we  spend  so  much 
time  squabbling  between  parties.  We  are  all  fellow  humans,  we  are 
all  representing  the  masses. 

If  there  was  one  thing  I  could  do  today,  I  would  like  to  wave  a 
little  magic  wand,  and  say  that  after  being  elected  to  leadership  po- 
sitions, whether  it  be  State,  county  or  national,  we  could  wave  that 
wand,  and  all  party  differences  would  go  away.  We  need  that. 

The  Chairman.  Senator  Cochran. 

Senator  Cochran.  Mr.  Chairman,  I  just  want  to  express  my  ap- 
preciation to  the  witnesses  for  being  here.  Tom  Willis  testified  at  a 
field  hearing  that  I  chaired  in  Memphis,  TN.  It  is  always  good  to 
see  you  and  we  appreciate  your  making  the  recommendations  that 
you  are  making  to  the  committee.  You  can  count  on  the  fact  that 
they  will  be  carefully  reviewed  and  fully  considered,  and  we  appre- 
ciate your  contribution  to  the  hearing. 

Mr.  WiLUS.  Thank  you,  Mr.  Cochran. 

The  Chairman.  Senator  McConnell. 

Senator  McConnell.  No  questions. 

The  Chairman.  Thank  you  very  much,  gentlemen.  It  was  very 
impressive  testimony. 

Mr.  Jones.  I  would  like  to  add  one  thing.  We  do  have  some  fig- 
ures here  from  Iowa  State  University  on  parity.  It  shows  there  that 
parity  does  not  cost  one  dime.  I  would  like  to  leave  these  as  evi- 
dence and  also 

The  Chairman.  Without  objection,  they  will  be  made  part  of  the 
record.^ 

Mr.  Jones.  Thank  you,  sir. 

The  Chairman.  Thank  you  very  much. 

Now,  Bob  Frederick,  who  is  legislative  director  of  the  National 
Grange.  Mr.  Frederick,  you  are  a  very  patient  and  forbearing  man. 
That  is  what  you  get  for  being  on  the  tail  end  of  the  list  of  wit- 
nesses. 

STATEMENT  OF  ROBERT  M.  FREDERICK,  LEGISLATIVE 
DIRECTOR,  THE  NATIONAL  GRANGE 

Mr.  Frederick.  Well,  I  am  glad  that  my  job  is  not  to  summarize 
the  testimony  that  has  been  given  this  morning,  but  I  think  I  could 
do  it  because  I  think  we  agree  as  an  organization  to  much  of  what 
has  been  said.^ 


»See  p.  377. 

■"  See  p.  377  for  the  prepared  statement  of  Mr.  Frederick. 
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I  am  Robert  Frederick,  le^slative  director  of  the  National 
Grange,  with  headquarters  at  1616  H  Street  NW.,  in  Washington, 
DC.  We  are  a  general  farm  organization,  representing  approximate- 
ly 400,000  members  in  41  States.  Since  its  beginning  in  1867,  the 
Grange  has  been  deeply  involved  in  agriculture  policy  and  its 
impact  on  the  social  economic  conditions  in  rural  America. 

I  apologize  that  our  National  Master  Andersen  from  Nebraska 
cannot  be  here.  Senator  Zorinsky.  He  is  at  the  National  Farmers 
Union  meeting  in  Phoenix  and  will  not  get  in  until  tonight,  so  I  am 
kind  of  maybe  on  thin  ice  because  he  has  not  even  seen  the  testi- 
mony I  have  prepared.  I  hope  I  have  stayed  in  line  with  Grange 
policy. 

We  do  want  to  commend  the  chairman  for  setting  up  what  I  feel 
is  a  set  of  ambitious  hearings,  and  we  appreciate  the  thematic  or 
issue  hearings  that  have  been  announced  for  the  month  of  March, 
where  I  think  you  will  address  some  of  the  issues  that  we  think  are 
very  important  in  considerating  agriculture  programs. 

Over  the  years,  we  have  addressed  farm  policy  in  terms  of  the 
farm  program.  Since  I  have  been  here  17  years,  I  think  this  is 
maybe  the  fifth  or  sixth  general  farm  program  that  I  have  partici- 
pated in,  but  we  have  had  one  almost  every  year  in  those  17  years, 
and  we  have  moved  from  crisis  to  crisis  in  commodities.  The 
Grange,  along  with  other  farm  organizations,  has  followed  that 
trend  of  going  from  crisis  to  crisis,  but  yet  I  do  not  believe  we  have 
addressed  what  we  feel  has  to  be  addressed  before  we  can  come  up 
with  workable  farm  programs  and  that  is  a  national  food  and  agri- 
culture policy  for  the  United  States  which  I  do  not  think  we  have 
addressed  since  the  early  thirties. 

The  first  AA  Act  and  the  legislation  that  followed  was  I  think 
policy  oriented.  It  was  done  with  a  specific  purpose  in  mind,  a  na- 
tional policy.  Since  that  time  I  do  not  think  we  have  addressed  that 
broad  issue  of  national  food  and  agriculture  policy,  and  we  confuse 
the  issue  by  using  the  words  "farm  programs"  as  national  policy 
and,  gentlemen,  that  is  not  what  it  is.  Farm  programs  are  only  a 
part  and  should  be  directed  toward  obtaining  a  food  and  agricul- 
ture policy. 

In  our  judgment,  if  we  define  the  objective  we  wish  to  achieve 
through  our  food  and  agriculture  policy,  the  problems  confronting 
agriculture  economy  can  then  be  addressed  and  more  easily  solved. 
We  must  answer  the  question,  what  are  the  objectives  of  our  food 
and  agriculture  policy. 

I  can  postulate  a  wide  range  of  policy  objectives,  but  the  decision 
as  to  what  objectives  in  fact,  are  reserved  to  Congress  and  to  the 
administration.  For  instance,  is  our  objective  to  preserve  and 
expand  the  U.S.  share  of  the  world  markets  for  agricultural  prod- 
ucts, or  is  our  objective  to  expand  the  value  of  U.S.  farm  exports, 
or  is  our  objective  to  improve  the  currently  disastrous  state  of  real 
net  farm  income,  or  is  our  objective  to  reduce  the  U.S.  Treasury 
exposure  on  farm  program  costs,  or  is  our  objective  to  remedy  the 
record  $123  billion  U.S.  balance  of  payments  deficit  experienced  in 
1984,  or  is  our  objective  to  continue  to  supply  an  abundance  of  low- 
cost  food  that  only  required  consumers  to  spend  15.9  percent — 
which  includes  that  spent  away  from  home — of  their  disposable 
income  in  1984  for  food,  or  is  our  objective  to  stabilize  a  badly  dete- 
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riorated  and  still  deteriorating  economic  situation  throughout  non- 
metropolitan  America,  or  is  it  our  objective  to  adopt  a  posture  that 
will  aUow  the  debtor  nations  such  as  Brazil,  Mexico  and  Argentina 
to  repay  their  loans  to  U.S.  banks? 

The  Ust  could  go  on  and  on,  but  every  time  I  pose  this  question — 
and  I  have  posed  it  at  every  symposium  and  conference  in  the  last 
2  years  on  the  1985  farm  bill — I  hear  answers  like  "y©s"  a^^d  "all  of 
the  above." 

The  problem  with  such  responses  is  that  the  eight  objectives 
listed  are  not  mutually  exclusive  nor  are  they  entirely  compatible. 
Therefore,  someone  at  some  time  must  decide  which  of  these  or 
other  objectives  is  most  crucial.  Up  until  today — and  Senator  2iOrin- 
sky  referred  to  it,  as  have  some  other  Senators,  have  mentioned  a 
long-term  food  and  agriculture  policy  and  have  outlined  some  ob- 
jectives. 

But  I  have  seen  no  real  evidence  of  the  issue  of  objectives  and 
priorities  among  objective  have  been  or  are  being  addressed.  I 
think  the  hearings  that  you  have  outlined,  Mr.  Chairman,  will  give 
this  committee  and  the  nation  an  opportunity  to  address  the  objec- 
tives of  the  food  and  agriculture  policy. 

I  did  not  he£U'  all  of  the  report  this  morning,  but  the  latest 
Harris  Poll  taken  shows  that  there  is  tremendous  support  through- 
out the  United  States  in  urban  areas  for  agriculture  and  agricul- 
ture programs  and  support  for  American  agriculture,  because  they 
see  what  is  happening  to  this  total  segment  of  U.S.  society  in  rural 
America. 

The  act  that  was  sent  up  by  the  administration  is  driven  by  one 
objective,  and  that  objective  is  impact  on  the  budget,  with  a  total 
disregard  to  how  it  afTects  farm  income. 

There  are  two  other  objectives  that  I  listed  that  are  in  direct  con- 
flict in  the  AAA  of  1985:  is  our  concern  with  export  sales  directed 
toward  protecting  and  enlarging  the  U.S.  share  of  the  export 
market,  or,  two,  is  it  concern^  with  increasing  the  value  of  farm 
export  sales  in  order  to  enhance  farm  income  and  reduce  the 
record  1984  trade  deficit  of  $123  billion?  These  are  two  very  differ- 
ent and,  in  today's  environment,  potentially  incompatible  objec- 
tives. 

If  our  concern  is  directed  towards  market  share  with  sales  prices 
being  of  only  secondary  importance,  we  must  be  prepared  to  face 
the  reality  that  £ureas  such  as  Argentina  have  no  choice  but  to  dra- 
matically expand  agricultural  export  sales  in  order  to  meet  pay- 
ment schedules  on  their  overseas  debt. 

I  do  not  intend  to  complicate  the  task  and  the  tremendous  prob- 
lem ahead  of  this  committee,  but  I  think  if  we  do  address  the  objec- 
tives and  what  we  expect  as  citizens  of  our  agricultural  industry, 
then  adopting  and  drsdPting  farm  programs  to  meet  those  objectives 
will  fall  in  line  quite  quickly. 

Just  a  few  other  comments  and  I  will  ask  that  my  entire  state- 
ment be  inserted  in  the  record.  We  do  have  policy  positions  that 
were  adopted  at  our  last  annual  meeting  in  November  addressing 
the  issues  of  conservation  and  Farmers  Home,  research,  a  food  and 
agriculture  policy  that  our  delegates  adopted  which  calls  for  a  tar- 
geting of  program  benefits,  because  we  think  targeting  is  long  over- 
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due,  and  some  of  the  measures  that  have  been  introduced,  includ- 
ingsome  portions  of  the  administration's  proposal,  do  target. 

We  first  suggested  targeting  as  e£U'ly  as  1^8  when  we  called  for 
a  variable  deficiency  payment.  That  was  not  very  popular  with  the 
USDA  at  that  time,  and  stiU  targeting  is  not  very  popular,  but  I 
think  when  we  are  faced  with  limited  bucks  to  put  in  farm  pro- 
grams, that  we  have  to  be  awfuUy  careful  and  selective  where 
those  benefits  go,  and  I  for  one  am  not  interested  in  helping  the 
John  Curry's  of  the  world,  and  I  do  not  think  the  membership  of 
the  National  Grange  is  interested  in  supporting  farmers  who  over- 
leverage  to  take  advantage  for  only  one  reason  and  that  was  greed. 

We  feel  that  any  farm  program  that  comes  forth  should  have  tar- 
geting and  targeting  those  benefits  towards  that  class  of  farmer, 
that  850,000  that  we  are  going  to  lose,  that  fall  into  the  gross  sales 
cat^ories  of  $40,000  to  $200,000  gress  sales. 

I  agree  certainly  with  the  chairman  and  other  Senators  who 
made  the  statement  that  the  real  problems  facing  American  agri- 
culture will  not  and  cannot  be  addressed  in  the  farm  bill,  and  tliose 
are  the  macroeconomic  factors  in  the  world,  the  high  dollar,  high 
interest  rates  that  have  done  more  damage  to  U.S.  exports.  I  think 
the  Secretary  of  Agriculture  has  said  that  of  the  $9  billion  drop  in 
exports  in  the  last  2  years,  that  $5  to  $6  billion  of  that  is  dircK^tlv 
related  to  the  high  value  of  the  dollar.  So  certainly  we  have  to  ad- 
dress the  deficit,  we  have  to  address  other  fiscal  and  economic  and 
monetary  policy  that  brings  about  a  balanced  budget,  a  soft  land- 
ing of  the  dollar,  a  downward  slide,  so  that  we  can  be  competitive 
again  in  world  markets. 

I  get  a  little  bit  confused  and  somewhat  upset  when  I  attend  ses- 
sions and  have  the  Department  of  Agriculture  come  forth  and  the 
only  thing  that  they  hold  up  as  a  reason  that  we  are  not  competi- 
tive in  world  markets  is  the  U.S.  loan.  They  use  a  cause  and  effect 
mentality  that  this  happened,  the  loan  rate  was  here,  therefore  liie 
reason  tnis  happened  was  because  the  U.S.  loan  rate  was  where  it 
was  at,  never  looking  at  other  factors  at  loose  in  the  world  that 
cause  some  of  those  changes  in  world  market  shares  other  than 
what  the  level  of  loan  rate  was.  I  think  it  is  an  insult  to  the  intelli- 
gence of  the  economists  we  have  at  USDA  that  uses  that  type  of 
cause  relationship  argument. 

There  are  many  factors  in  foreign  countries  and  I  think  we  have 
to  try  and  study  and  understand  what  drives  agricultural  produc- 
tion in  foreign  coimtries.  It  is  not  necessarily  the  level  of  U.S. 
loans,  it  is  not  necessarily  the  amount  of  production  we  curtail. 
Thev  have  reasons  of  their  own  that  are  driving  their  agricultural 
production  and  they  are  sometimes  not  related  to  anything  that  we 
do  in  our  farm  programs  but  are  internal  factors  that  causes  them 
to  make  the  decisions  that  thev  make. 

We  as  a  nation  have  never  known  starvation.  Other  world  coun- 
tries have  and  they  are  not  going  to  curtail  their  seUsufficiency  or 
a  certain  percentage  of  self-sufficiency  so  U.S.  farmers  can  get 
some  of  that  world  market.  We  have  to  take  a  look  at  what  drives 
agriculture  in  our  competitive  countries. 

I  think  the  biggest  complaint  we  have  of  the  AAA  of  1985  is  that 
there  is  very  little  emphasis  on  exports.  I  am  glad  to  see,  Mr. 
Chairman,  that  your  bill — I  have  not  read  it,  but  I  saw  some  refer- 
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ences  to  what  is  going  to  be  in  it,  what  it  contains — we  certainly 
compliment  you  and  other  Senators  who  are  stressing  the  export 
side,  because  if  we  are  going  to  ask  the  American  farmer  to  give  up 
security  on  the  income  side  because  of  a  reduction  in  loans,  doing 
away  with  target  protection,  we  have  to  do  something  to  assure 
them  that  there  is  market  assistance  and  market  help  and  we 
cannot  sell  them  a  market  oriented  market  if  the  market  is  not 
there  to  orient  toward.  So  we  certainly  need  a  very  strong  export 
position  in  the  forthcoming  farm  bill. 

I  think  our  own  Government  has  to  take  out  impediments  to  ag- 
riculture exports.  Cargo  preference  has  been  mentioned  as  one.  We 
certainly  thmk  that  agriculture  commercial  credit  programs  should 
not — we  think  cargo  preference  should  not  be  extended  to  them 
and  we  would  certainly  support  legislation,  in  fact  we  are  meeting 
now  with  the  coalition  of  farm  groups,  with  30  organizations  that 
are  seeking  l^islative  relief  in  exempting  all  of  agriculture  from 
cargo  preference.  We  would  support,  if  it  is  necessary  to  maintain  a 
strong  maritime  U.S.  flag,  other  measures  to  bring  that  about  and 
not  saddle  it  on  the  back  of  the  American  farmers. 

The  5-percent  orig^ation  fee  that  is  in  the  budget  sent  up  by 
this  administration  is  a  curtailment  against  U.S.  agriculture  ex- 
ports, rather  than  an  assistance.  In  effect,  it  is  an  export  tax. 

Other  actions  of  our  Grovemment  have  interfered  with  agricul- 
ture exports,  and  as  long  as  there  are  public  beneflts  derived  from 
public  policy  that  penalizes  U.S.  agriculture,  then  we  think  the 
public  should  share  in  that  cost  to  U.S.  agriculture.  We  do  not 
know  really  how  much  influence  the  State  Department  and  the 
National  Security  Council  has  over  who  we  sell  to  and  how  much 
we  sell.  They  certainly  are  not  to  the  beneflt  of  a  market  oriented 
agriculture,  and  you  could  build  scenarios. 

Over  1  year  ago,  the  rhetoric  between  the  United  States  and  the 
EEC  was  very  heavy.  We  were  shouting  back  and  forth  in  loud 
terms  and  we  had  a  delegation  headed  by  Greorge  Schultz  and  the 
rhetoric  subsided,  the  shouting  ceased,  and  maybe  it  was  coinci- 
dence but  that  was  the  same  time  we  were  trying  to  get  missiles 
placed  in  Western  Europe.  I  do  not  know  what  caused  that  decision 
to  be  changed,  what  caused  the  rhetoric  to  be  lowered,  but  I  specu- 
late. 

We  worked  long  and  hard  to  open  the  markets  to  Japan  for  beef 
export,  but  there  came  a  time  when  the  National  Security  Council, 
so  I  am  told,  said  that  is  enough.  By  coincidence,  that  was  at  the 
same  time  we  were  trying  to  get  the  Japanese  Government  to  in- 
crease their  defense  bucket.  So  actions  of  our  own  Government 
impede  agricultural  exports  and  they  have  to  be  looked  at  from  a 
very  critical  standpoint. 

I  appreciate  this  opportunity,  Mr.  Chairman.  We  especially  look 
forw£mi  to  the  theme  hearings  and  the  commodity  hearings  that 
follow  and,  as  in  the  past,  the  Grange  will  be  submittinjg  either 
oral  testimony  or  statements  in  connection  with  those  hearings. 

Thank  you,  sir. 

The  Chairman.  Thank  you  very  much.  You  are  a  very  eloquent 
man  and  I  assume  that  you  would  want  us  to  make  a  part  of  the 
record  the  National  Grange  policy  for  the  1985  farm  bill. 
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Mr.  Frederick.  Yes;  there  are  two  attachments  and  I  appreciate 
them  being  included  in  the  record  with  my  statement.^ 

The  Chairman.  Without  objection,  that  will  be  done.  Thank  you, 
sir,  for  your  testimony  and  for  your  patience;  it  is  exceeded  only  by 
the  patience  of  Charles  L.  Frazier,  who  is  director  of  the  Washing- 
ton office.  National  Farmers  Organization.  We  welcome  you  and  I 
hope  you  are  not  tired  of  sitting,  but  I  am. 

Mr.  Frazier.  We  all  are,  sir. 

The  Chairman.  I  know.  We  are  delighted  to  have  you  here. 

STATEMENT  OF  CHARLES  L.  FRAZIER,  DIRECTOR,  WASHINGTON 
OFFICE,  NATIONAL  FARMERS  ORGANIZATION 

Mr.  Frazier.  Good  morning,  and  thank  you  for  the  opportunity 
to  appear  before  you  this  morning,  Mr.  Chairman. 

The  Chairman.  It  is  our  pleasure  to  have  you. 

Mr.  Frazier.  It  is  indeed  a  very  serious  time  in  American  agri- 
culture, as  we  all  know.  I  will  not  take  your  limited  time  to  repeat 
many  of  the  statements  and  statistics  that  have  been  offered  earli- 
er today,  but  I  am  happy  to  be  associated  with  the  statements  of 
the  last  three  witnesses  who  have  addressed  you  here.  They  have 
done  very  well  and  they  speak  for  many  of  our  farmers. 

My  national  president,  Mr.  Woodland,  also  attended  the  FU  con- 
vention in  the  West  and  I  am  sorry  he  could  not  be  here  to  work 
with  you  today,  but  he  sends  his  regards  and  his  serious  best 
wishes  for  our  work  on  this  farm  bill  for  1985. 

Since  the  statement  will  be  placed  in  the  record,^  I  would  like  to 
touch  on  just  two  or  three  highlights  that  I  believe  are  important. 

The  administration  has  proposed  a  period  of  sliding  scale  price 
supports  and  declining  limitations  that  would  lead  us  to  a  so-called 
free  market  in  farm  products  in  5  years.  I  must  say,  Mr.  Chairman, 
that  this  is  reminiscent  of  some  of  the  recommendations  forthcom- 
ing before  the  Congress  in  the  1950's;  when  some  of  those  policies 
were  tried  then  they  led  to  the  largest  accumulation  of  surplus 
stocks  in  the  hands  of  the  Commodity  Credit  Corporation  that  we 
have  ever  experienced  in  50  years  of  farm  programs.  So  I  would 
urge  the  committee  to  examine  closely  those  recommendations 
coming  from  the  good  Secretary  Block  before  you  buy  the  pitchy 

Considering  the  rate  at  which  we  are  losmg  the  efficient  ymid- 
range  producers  throughout  the  rural  areas  of  the  United  Scates, 
we  contend  that  the  Government  is  responsible  for  today's  low 
prices,  and  I  say  that  without  apology,  if  you  please. 

We  think  we  have  followed  the  policies  and  the  leadership  set 
forth  by  this  Government  over  the  last  10,  15,  or  20  year|d,  as  ex- 
pressed in  farm  bills,  and  quite  frankly,  policies  have  beei^  trouble- 
some in  our  economy.  Time  after  time  we  have  been  rejected,  or 
our  advice  at  least  has  been  laid  aside,  after  we  appear  before  this 
committee  and  your  counterpart  in  the  House  doing  our  best  to 
warn  you  that  those  policies  were  decimating  the  midrange  farm- 
ers who  constitute  the  backbone  of  agriculture  in  this  coimtry.  The 
record  today  adequately  shows  that  had  this  Congress  been  willing 
to  listen  to  the  real  producer  spokesmen  over  the  last  5,  10,  15 


'  See  p.  382. 

'  See  p.  386  for  the  prepared  statement  of  Mr.  Frazier. 
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years,  and  held  these  prices  up  with  production  controls  if  neces- 
sary, just  as  you  have  in  the  tobacco  program,  we  would  not  have 
farmers  going  to  their  graves  out  there  today. 

I  implore  you  to  look  for  a  new  approach  in  this  farm  bill  as  com- 
pared to  the  things  we  have  been  forced  to  live  with  for  the  last 
few  years. 

Along  those  lines,  I  would  mention  one  thing  that  I  believe  is  sig- 
nificant. I  know  that  you  are  very,  very  busy  men  and  I  am  not 
sure  that  you  have  time  to  notice  it  or  have  a  report  on  it. 

In  Ames,  LA,  on  the  27th  of  Februaiy,  10  organizations  invited 
producers  to  come  in.  We  had  in  addition  to  farmers,  representa- 
tives of  the  churches,  the  academic  world,  businessmen,  and  bank- 
ers. There  were  15,000  people  who  came  in  there  at  their  own  ex- 
pense, and  almost  uniformly  the  speakers  were  well  received  when 
they  pointed  out  that  the  one  thing  we  need  in  agriculture  today  is 
a  better  price.  There  is  no  other  substitute  for  price,  considering 
the  dilemma  in  which  we  find  ourselves. 

Now,  if  that  is  acceptable  for  purposes  of  discussion,  we  are  offer- 
ing you  a  farm  program  recommendation  based  on  what  we 
learned  from  our  own  members  and  our  conversations  with  those 
in  other  organizations.  If  you  will  p£u*don  a  personal  reference  it 
also  is  based  somewhat  on  my  own  experience  working  with  farm 
programs  over  the  last  40  years. 

Briefly  stated,  we  can  agree  with  the  administration  on  only  one 
aspect  that  I  know  of— we  think  it  should  be  a  long-term  bill,  5 
years  or  longer.  When  you  get  to  the  guts  of  the  bill  that  really 
count,  we  are  willing  to  give  up  target  prices  completely  and  stop 
writing  those  little  green  checks  if  you  will  give  us  a  loan  rate 
equal  to  75  percent  of  parity.  We  believe  a  well-administered  pro- 
gram could  operate  on  that  basis  at  less  money  than  you  are  spend- 
ing on  the  farm  programs  today. 

Third,  we  accept  the  recommendation  expressed  so  very  well  by 
the  C!o-op  Council  a  few  moments  ago,  that  the  loan  payback  at 
market  price  would  spread  the  burden  of  supporting  export  expan- 
sion. This  is  preferable  rather  than  making  the  farmers  bear  the 
cost  of  the  endeavor,  which  is  the  case  today. 

We  believe  that  feature  seriously  should  be  adopted  in  this  bill. 
It  is  too  much  to  ask  the  producers  to  continue  going  broke  trying 
to  produce  and  sell  in  a  world  market  that  we  know  is  controlled 
by  the  big  trading  corporations  and  governments  throughout  the 
world.  It  really  is  not  a  competitive  market  in  which  we  can  use 
our  efficiency  simply  to  enlarge  our  share  in  the  market. 

We  would  give  up  as  a  matter  of  good  judgment,  the  so-called 
farmer-owned  reserve  simply  because  it  has  been  operated  with  so 
many  changes  in  guidelines,  that  it  is  a  real  maze  for  farmers  to 
understand.  They  never  know  when  grain  may  go  into  the  reserve, 
when  they  may  take  it  out,  at  what  trigger  levels,  or  how  it  is 
going  to  operate. 

There  is  an  old-fashioned  concept  that  is  clearly  authorized  by 
the  Commodity  Credit  Corporation  Act;  the  Secretary  has  authority 
any  year,  any  time  to  extend  the  loan  on  a  crop  if  maturing  that 
loan  would  bring  too  much  of  the  commodity  into  the  Govern- 
ment's hands  or  otherwise  defeat  the  purposes  of  the  program.  The 
privilege  of  extending  the  loan,  or  running  what  we  used  to  call  in 
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the  Middle  West  a  reseal  program,  is  quite  acceptable;  it  is  quite 
sound;  farmers  can  understand  it  and  they  know  how  it  works. 

We  would  continue,  of  course,  the  authority  for  the  diversion  of 
acreage  when  it  is  necessary  for  the  Secretary  to  bring  production 
within  reasonable  line  with  what  the  market  will  take  and  require. 
We  would  deny  price  supports  on  fragile  land.  We  want  a  sodbuster 
provision.  We  would  exclude  from  program  eligibility  the  produc- 
tion on  land  owned  by  institutions,  Government  agencies,  and  for- 
eign entities.  We  would  also  exclude  from  eligibility  the  production 
of  absentee  partnerships,  syndicates,  and  large  corporations  when 
their  principal  source  of  income  is  other  than  farming.  We  are 
tired  of  being  blasted  in  the  media  about  the  large  payments  made 
under  the  program,  whether  it  be  PIK  or  otherwise,  when  that 
money  or  those  commodities  are  going  to  little  syndicates  formed 
up  in  Chicago  or  New  York  simply  to  take  advantage  of  the  Tax 
Code. 

We  think  you  people  in  the  Senate  surely  understand  this  well 
enough  after  all  these  years.  We  hope  you  will  have  the  nerve  to 
deal  with  it.  Mr.  Chairman,  quite  frankly,  we  have  got  to  quit  shov- 
ing the  farmers  back  under  the  counter,  so  to  speak,  while  some  of 
those  big  entities  come  in  and  pick  ofiT  the  fruits  of  the  farm  pro- 
gram. 

I  thank  you  for  your  time,  sir. 

The  Chairman.  Thank  you,  sir. 

Senator  Zorinsky,  when  we  first  started  here  this  morning,  I  said 
"My  Lord,  are  we  going  to  agree  on  anything,"  but  as  the  morning 
has  proceeded  I  have  seen  develop  a  consensus  on  what  I  consider 
to  be  some  of  the  maiar  points  of  the  farm  bill  that  we  are  to  draft. 
For  example,  it  has  been  unanimous  that  we  have  got  to  do  some- 
thing about  opening  up  the  export  markets  to  our  farmers  on  a  fair 
and  square  basis. 

Now,  everybody  is  in  favor  of  free  trade.  We  talk  about  it  an^  bid 
our  allegiance  to  it,  but  I  say  to  you,  sir,  if  it  is  not  fair,  it  is  not 
free,  and  this  is  what  we  have  got  to  understand  in  writing  this 
farm  bill. 

But  I  think  I  am  encouraged  by  the  testimony  of  you  and  the 
others  and  you  may  think  it  is  an  idle  effort  to  come  here  and  testi- 
fy, but  I  guarantee  you  that  it  is  not  because  I  have  profited  from 
hearing  you  and  from  the  other  witnesses.  And  out  of  all  of  this,  as 
we  proceed  with  the  hearings,  I  am  hopeful  that  a  consensus  can 
be  reached.  We  will  not  agree  on  even^hing,  but  one  thing  we  do 
agree  on  is  there  is  no  one  in  the  U.S.  Senate  that  I  know  about 
who  is  against  the  farmer  and  there  is  no  one  in  this  Grovemment 
that  has  proposed  to  my  knowledge  to  jerk  the  rug  out. 

Now,  a  lot  of  reports  are  interpreted  as  they  are  fed  out  to  the 
people  of  America,  but  I  find  a  total  unanimity  and  wanting  to  be 
helpful  and  to  solve  the  problem,  and  if  we  can  keep  our  voices 
down  and  our  hopes  high  I  think  we  are  going  to  do  it. 

I  again  thank  you,  sir,  for  your  patience  in  being  the  last  wit- 
ness. Somebodv  has  got  to  be  the  last  one.  I  thank  the  audience  for 
being  here  ana  we  will  now  stand  in  recess  until  2  o'clock,  at  which 
time  the  Secretary  of  Agriculture  will  appear  before  us. 

Mr.  Frazier.  Needless  to  say,  Mr.  Chairman,  we  will  be  happy  to 
work  with  you  throughout  the  whole  process. 
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The  Chairman.  We  want  you  to  do  that. 

Mr.  Frazier.  Thank  you,  sir. 

The  Chairman.  Thank  you  very  much. 

We  stand  in  recess. 

[Whereupon,  at  1  p.m.,  the  committee  recessed,  to  reconvene  at  2 
p.m.  the  same  day.] 

[The  committee  reconvened  at  2:13  p.m.,  Hon.  Jesse  Helms, 
chairman  of  the  committee  presiding.] 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Secretary,  we  have  a  vote  on  on  the  Senate  floor  and  that 
has  delayed  just  momentarily  the  arrival  of  other  Senators.  I  sug- 
gest we  just  stand  at  ease  for  a  couple  of  minutes. 

Mr.  Secretary,  we  appreciate  your  coming  with  your  associates. 
We  look  forward  to  your  testimony.  Senators  will  come  in  shortly, 
but  in  the  meantime  I  do  not  think  we  ought  to  impinge  upon  your 
time,  and  let  me  suggest  that  you  present  your  associates  just  for 
the  record  and  then  proceed  with  your  statement. 

You  have  Mr.  Mizell  on  your  left,  which  is  an  unusual  place  for 
him  to  be.  [Laughter.] 

Ms.  Lawrence,  who  has  relatives  in  Greensboro,  NC;  Randy  Rus- 
sell, Dan  Amstutz,  and  you  turned  the  picture  to  the  wall  on  the 
empty  chair  down  there. 

Mr.  Russell.  That  is  Frank  Naylor;  he  will  be  here. 

The  Chairman.  I  see. 

Secretary  Block.  Mr.  Naylor  is  not  here  yet. 

The  Chairman.  The  late  Frank  Naylor  will  be  here  shortly. 
[Laughter.] 

Again,  Mr.  Secretary,  we  are  delighted  to  have  you  and  we  would 
be  delighted  to  have  any  statement  you  would  make. 

STATEMENT  OF  HON.  JOHN  R.  BLOCK,  SECRETARY,  U.S.  DEPART- 
MENT OF  AGRICULTURE,  ACCOMPANIED  BY  FRANK  NAYLOR 
AND  RANDY  RUSSELL 

Secretary  Block.  Thank  you  very  much,  Mr.  Chairman.  I  am 
pleased  to  have  a  chance  to  talk  with  you  and  the  rest  of  the 
Senate  Agriculture  Committee  on  such  a  very  serious  and  impor- 
tant and  critical  subject  as  agricultural  policy,  inasmuch  as  this  is 
the  year  that  we  are  obligated  to  write  new  agricultural  legislation 
and  I  know  how  important  that  is  to  this  agricultural  industry.  ^ 

In  the  past  year,  I  have  spent  a  great  amount  of  time  going 
across  the  country  listening  to  agricultural  leaders,  farm  people, 
agribusiness  people,  and  anyone  else  that  wanted  to  meet  and  talk 
to  our  group  as  we  went  across  the  land  to  tell  us  what  they 
thought  farm  policy  and  agricultural  policy  should  be  like  for  this 
country. 

I  will  say  this  to  the  committee:  It  was  clear  to  me  that  there 
was  and  is  a  widespread  disenchantment  with  the  way  current 
farm  programs  are  serving  agriculture.  There  was  a  strong  desire 
to  have  some  change. 

I  also  would  say  very  candidly  that  the  majority  that  we  talked 
to  felt  that  a  move  toward  more  market-oriented  agriculture  with 
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less  Government  was  the  best  approach  to  take.  However,  there 
were  those  that  felt  that  the  right  approach  would  be  to  have  more 
Government  involvement  as  we  look  to  the  future. 

After  50  years  of  farm  programs — and  these  farm  programs  have 
been  a  lot  of  short-term  fixes,  oftentimes  without  regard  to  equity 
or  consistency — we  have  seen  programs  spring  up  providing  quotas 
and  allotments  for  some  crops,  such  as  peanuts,  target  prices  and 
acreage  reduction  programs  for  others,  such  as  wheat,  feedgrains, 
cotton  and  rice,  direct  purchases  for  programs  such  as  dairy,  pay- 
ments for  wool  and  mohair,  and  a  whole  host  of  different  ways  of 
approaching  the  farm  program  situation  for  different  crops  across 
the  land. 

We  have  a  unique  and,  I  think,  historic  opportunity  in  this  year 
of  1985  to  write  new  legislation  that  makes  sense  that  will  put  agri- 
culture on  a  path  towards  prosperity  as  we  look  towards  the  year 
2000. 

We  have  fashioned  a  series  of  objectives  that  we  feel  are  abso- 
lutely essential  as  we  go  forward  to  write  this  policy.  We  have  a 
chart  here  that  will  lay  out  those  objectives.  The  first  one  is,  Mr. 
Chairman,  we  believe  that  the  policy  should  be  long-term  agricul- 
tural policy.  We  believe  farmers  are  tired  of  hearing  about  changes 
in  policy  not  just  once  a  year,  but  oftentimes  twice  a  year.  They 
want  to  be  able  to  plan  for  the  long-range  future. 

The  Agricultural  Adjustment  Act  that  we  are  talking  about  pro- 
vides for  policy  that  will  be  well  into  the  future,  through  the  end  of 
the  century.  It  will  be  flexible  and  flexible  in  design  so  that  it  can 
adjust  to  changing  international  market  circumstances,  inasmuch 
as  we  live  in  a  global  agriculture  today. 

The  second  point  is  that  we  are  promoting  and  believe  in  a 
market-oriented  concept  in  agricultural  policy.  Farmers  want 
income  from  the  marketplace.  Farmers  do  not  want  their  income 
from  the  Government.  Basically,  farmers  want  to  get  their  income 
out  of  the  market;  they  do  not  want  to  be  dependent  on  Govern- 
ment and  they  do  not  want  to  become  wards  of  the  State. 

And  I  will  submit,  in  the  last  2  or  3  or  4  years,  whether  we  like 
it  or  not,  and  I  guess  none  of  us  liked  it,  the  fact  is  farmers  have 
tended  to  become  more  dependent  on  Government  and  in  some  pro- 
grams we  are  more  hooked  than  we  ever  were,  and  that  is  a  very, 
very  serious  danger  sign  and  we  are  going  to  have  to  heed  those 
warnings. 

The  old  progranis  that  we  have  lived  with  have  been  programs  of 
rigid  price  suppoi1».  They  have  thrust  upon  agriculture  some  prob- 
lems that  we  perhaps  never  appreciated  or  understood  in  the  sev- 
enties because  we  had  rising  prices  all  the  time  and  inflation, 
which  kept  agriculture  moving  on  an  ever-spiraling  path  upward. 

As  the  eighties  came,  we  found  surplus  production;  we  found  ex- 
cessive stocks.  We  resorted  to  a  payment-in-kind  program  to  reduce 
those  stocks.  We  were  able  to  reduce  the  stockis.  We  could  have 
done  it  a  different  way.  We  could  have  bought  that  production  out 
or  that  land  out  of  production  with  money.  We  bought  it  out  with 
grain.  It  did  not  make  much  difference  how  we  did  it,  but  we  did  it, 
and  that  was  one  of  our  problems  were  those  excessive  stocks. 

We  have  had  a  serious  loss  of  markets  in  the  last  few  vears  due 
to  a  number  of  problems  that  we  face;  rigid  supports,  for  one,  a 
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strong  dollar  for  another.  We  have  found  that  our  farm  programs 
have  been  exceedingly  expensive  for  us,  expensive  to  the  point  that 
it  is  has  been  difiGcidt  on  occasion  to  justify  the  costs,  no  matter 
how  difficult  it  has  been  in  the  farm  country. 

The  new  Agricultural  Adjustment  Act  of  1985  will  provide  for  a 
pricing  system  where  the  price  will  be  a  product  of  supply  and 
demand,  and  I  do  indeed  believe  that  this  is  essential  if  we  are 
going  to  see  a  growth-oriented  agricultural  industry  in  this  country 
in  the  years  to  come. 

The  third  point  is  enhanced  competitiveness.  We  are  looking  at 
market-clearing  loan  rates.  We  propose  to  phase  out  acreage  reduc- 
tion. We  have  had  acreage  controls,  and,  I  have  talked  to  the  Minis- 
ters of  Agriculture  from  Canada  €uid  Australia  and  other  countries 
in  Europe,  and  talked  to  them  about  holding  back  a  little  bit  be- 
cause the  United  States  is  holding  back. 

We  are  trying;  it  has  not  done  a  bit  of  good.  They  have  gone 
right  ahead  and  increased  production.  What  they  are  really  telling 
us  is  that,  listen,  you  have  got  to  get  in  there  and  fight  for  it;  you 
have  to  compete  for  it  or  you  are  not  going  to  get  it,  and  we  are  not 
going  to  give  you  anything  just  by  talking  to  us,  and  that  is  just 
the  way  it  is. 

We  need  to  reaffirm  our  commitment  against  embargoes.  The 
Agricultural  Adjustment  Act  has  a  very  strong  trade  title  in  it, 
providing  for  contract  sanctity,  providing  for  a  responsibility  on  the 
part  of  the  Government  that  this  administration  come  to  Congress 
in  July  1986  and  propose  certain  steps  be  taken  against  our  trying 
competitors  if,  by  tlmt  time,  they  have  not  mended  their  ways  in 
the  cases  where  they  have  been  victimizing  the  American  farmer 
in  international  trade.  And  I  think  that  is  an  important  part  of 
this  Agricultural  Adjustment  Act. 

We  will  be  working  for  access  to  markets.  We  are  looking  to- 
wards expansion  of  markets.  To  demonstrate  just  how  important 
markets  are  to  us  and  how  we  have  lost  out  in  the  last  few  years, 
let  us  take  a  look  at  this  next  chart,  Mr.  Chairman. 

You  can  see  from  this  chart  that  the  world  wheat  market  has  in- 
creased in  this  period  of  time  between  1981  and  1982  and  1984  and 
1985,  but  the  U.S.  share  has  declined  from  48  percent  of  the  world 
wheat  market  to  36  percent.  The  world  wheat  market  has  gone  up 
to  over  110  million  tons,  and  our  share  has  declined. 

We  only  got  no  percentage  of  the  growth;  we  also  lost  part  of  the 
percentage  of  what  we  had  before.  So  we  have  lost  ground  in  that 
world  wheat  market.  Furthermore,  I  guess  you  can  point  to  the 
strong  dollar  as  a  reason  why  we  have  lost  it,  but  if  we  had  had 
some  flexibility  in  pricing  these  commodities,  we  might  have  moved 
more  and  we  probably  could  have  held  on  to  more  of  this  market 
during  this  timeframe. 

The  next  point  I  would  make  is  that  we  are  looking  at  in  our  Ag- 
ricultural Adjustment  Act  an  orderly  transition.  We  are  not  talk- 
ing about  pulling  the  rug  out.  We  are  talking  about  5  years  as  a 
transition  period  from  rigid  to  flexible  supports. 

We  are  talking  about  providing  an  economic  cushion  with  a 
phase-down  of  target  prices  over  this  timeframe,  and  easing  into  a 
different  kuid  of  market-directed  agriculture. 
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The  fifth  pomt:  We  are  looking  at  equity  and  consistency.  Farm 
programs  today,  under  the  current  law,  do  not  benefit  all  commod- 
ities. Indeed,  only  one-third  of  our  farm  commodities  fall  under 
farm  law  and  receive  direct  Government  support  payments.  That  is 
saying  that  two-thirds  of  our  agricultural  production  is  outside  of 
the  area  of  direct  payments,  and  I  would  submit  that  the  two- 
thirds  outside  is  probably  doing  better  than  the  one-third  that  is 
inside.  Maybe  that  is  sending  a  message  to  us  and  we  ought  to 
think  a  little  bit  about  it  right  here  and  now,  today. 

Thirteen  percent  of  the  producers  in  this  country  get  45  percent 
of  the  payments.  Well,  you  know,  you  can  justify  it.  I  have,  by  talk- 
ing about  how  they  have  more  land  so  they  deserve  more  pay- 
ments. But  the  whole  truth  is  this  creates  another  inequity  that 
has  to  be  dealt  with,  and  we  must  take  a  serious  and  hard  look  at 
it  as  we  prepare  to  write  new  agricultural  legislation. 

The  Agricultural  Adjustment  Act  of  1985  will  provide  for  equita- 
ble pricing  and  income  supports.  We  do  this  over  a  period  of  time 
to  provide  a -more  level  plasring  field  than  we  have  had  before. 
Commodity  programs  will  be  made  consistent  with  other  programs 
over  this  period  of  time. 

Budget  restraint — that  is  the  sixth  point.  That  might  be,  to  some, 
the  most  important  point.  When  you  look  at  budget  restraint,  we 
have  to  appreciate  that  we  have  recorded  some  record  costs  of  some 
of  our  farm  programs  over  the  past  few  years,  and  let  us  just  look 
at  what  has  occurred. 

Now,  we  did  not  want  this  to  occur,  necessarily.  We  did  not  ask 
for  it.  When  the  bills  were  written,  we  did  not  even  anticipate  it, 
and  I  submit  to  you  that  it  was  not  anticipated  in  any  of  these 
bills.  But  it  is  like  stair  steps;  1974  through  1978,  farm  programs 
cost  $12.7  billion;  1978  through  1982,  they  went  up  to  more  than 
$27  billion;  1982  to  1986,  they  went  on  up  to  more  than  $63  billion. 

And,  gentlemen,  we  cannot  afford  to  write  another  farm  program 
that  puts  another  step  in  those  stairs  on  the  incline  that  we  see 
there  because  if  we  did,  we  would  step  on  up  to  $120  billion  over 
the  next  4  years,  and  I  know  we  cannot  do  that  and  I  know  that 
none  of  us  really  want  to  do  that.  We  need  to  find  a  way  to  provide 
for  some  finite  cost  control  of  our  farm  programs. 

The  Agricultural  Adjustment  Act  of  1985  will  cost  less.  It  will 
bring  down  the  costs  of  those  farm  programs,  and  if  you  look  here, 
the  black  cross-hatched  part  of  this  chart  shows  the  cost  of  farm 
programs  if  we  stay  with  current  services,  if  we  do  not  change  the 
law  at  all,  if  we  just  continued  it.  It  continues  to  cost  about  $15 
billion  a  year. 

If  we  have  the  courage  to  go  forward  with  a  more  market-orient- 
ed policy  where  the  farmer  gets  his  income  out  of  the  marketplace, 
the  costs  will  decline  so  that  we  are  spending  about  $5  billion  a 
year  after  we  get  out  into  the  years  of  1989, 1990,  and  1991. 

I  submit  that  that  is  the  right  approach  to  take.  It  is  consistent 
with  the  fiscal  responsibility  tnat  is  our  responsibility.  It  is  consist- 
ent with  getting  tne  deficit  under  control,  which  most  farmers  will 
concede  is  the  best  farm  program  that  we  can  write,  an3rway,  and 
has  agriculture  doing  its  part  in  addressing  this  question. 

But  even  beyond  that,  the  truth  is  sound,  good  agricultural 
policy  is  consistent  with  reducing  government's  role  in  agriculture. 
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I  cannot  believe  that  farmers  want  to  continue  to  receive  this  kind 
of  income  from  the  Government.  I  cannot  believe  that  farmers 
want  to  become  more  and  more  hooked  on  government  support. 

I  believe  that  farmers  want  to  get  away  from  Goyernment  and 
that  we  need  to  find  a  way  to  do  it,  and  do  it  in  a  way  that  is 
gentle  and  provides  for  a  transition  period.  And  I  think  that  our 
program  does  provide  that  opportunity. 

Let  us  look,  Mr.  Chairman,  at  the  options  that  we  are  faced  with 
here  today  because  I  believe  there  are  only  three  options,  reallv. 
There  are  var3dng  degrees  of  these  options,  but  there  are  really 
only  three  options  that  we  can  choose  from. 

We  can  extend  the  current  law,  we  can  go  forward  with  manda- 
tory controls,  or  we  can  move  toward  the  more  market-oriented 
policies  that  this  administration  recommends.  Let  us  examine 
these  in  a  little  bit  more  detail  a  little  more  carefully. 

The  first  option,  the  option  of  extension  of  current  law:  I  submit 
that  it  has  been  more  costly  than  we  would  like  to  see;  that  it  is 
open-ended  and  it  can  get  away  from  us  because  it  has  gotten  away 
from  us  before.  It  has  been  ineffective  in  its  program  application. 

We  really  are  not  very  successful  in  cutting  acreage  because 
there  is  always  some  loophole  and  someone  wants  to  get  around  it 
some  way.  We  have  found  other  countries  come  in  and  take  our 
markets  away  from  us,  and  I  really  do  not  think  that  a  continu- 
ation of  current  policy  is  a  viable  option. 

I  might  also  add,  as  much  trouble  as  we  have  in  rural  America 
today  and  as  painful  as  it  is,  we  got  here  under  current  law.  Cur- 
rent law  has  not  been  our  salvation  to  date;  current  law  would  not 
be  our  salvation  if  we  carried  it  forward  into  the  future. 

Option  two:  mandatory  programs.  Mandatory  programs  are  pro- 
moted by  some  and,  as  I  have  said,  we  heard  some  support  for  that 
as  we  went  around  on  hearing  schedules  last  year.  Mandatory  pro- 
grams would  be  very  restrictive.  We  would  be  looking  at  quotas;  we 
would  be  looking  at  allotments. 

Farmers  would  be  required  to  plant  a  certain  number  of  acres  or 
take  out  so  many  acres.  They  would  not  be  paid  to  do  it  and  they 
would  not  have  any  option.  They  would  not  have  the  freedom  of 
deciding  whether  they  would  do  it  or  not  either.  "Big  brother,"  the 
Federal  Government,  would  make  those  decisions. 

We  would  have  a  higher  cost  structure  in  agriculture,  no  ques- 
tion about  that,  but  we  would  be  able  to  raise  the  price  of  commod- 
ities by  mandatory  controls  of  production.  We  would  move  on  a 
path  of  misallocation  of  resources,  and  what  I  mean  by  that  is  we 
would  be  taking  American  agriculture  and  looking  at  it  across  the 
board,  taking  out  40  percent  of  the  wheat  land  in  Kansas,  40  per- 
cent in  Illinois,  40  percent  in  Alabama. 

We  would  do  it  across  the  board.  We  would  not  really  give  the 
farmers  the  option  of  deciding  over  a  period  of  time  to  shift  to  new 
crops,  to  move,  because  these  quotas  would  become  very  valuable 
because  they  would  guarantee  that  that  wheat  land  would  gamer  a 
certain  price.  When  you  get  that  kind  of  situation  built  into  the 
S3rstem,  farmers  are  not  going  to  move  away  from  it;  they  are  going 
to  feel  obligated  to  stay  with  it. 

American  agriculture  would  become  increasingly  less  efficient 
because  our  resources  would  be  misallocated,  and  we  would  lose 
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markets  because  we  would  be  pricing  ourselves  out  of  the  world 
market.  It  is  as  simple  as  that. 

Now,  as  we  compare  the  mandatory  program  with  our  market- 
oriented  program,  let  me  make  this  one  point  clear,  and  everyone 
needs  to  understand  it.  The  examples  that  we  have  used  have  as- 
sumed that  we  would  spend  the  same  amount  of  money  on  the 
market-oriented  and  the  mandatory  program. 

So  we  are  not  saying  we  will  not  spend  any  money  on  mandatory 
programs.  We  are  saying  that  we  are  going  to  spend  the  s€une 
amount,  and  we  use  as  a  standard  our  Agricultural  Adjustment 
Act  of  1985  and  then  we,  beside  it,  build  this  other  plan,  which  is  a 
program  of  mandatory  controls  designed  to  spend  the  same  amount 
of  money. 

Then  we  have  to^ook  and  see  is  the  farmer  going  to  be  better 
under  the  Agricultural  Adjustment  Act  of  1985  or  a  different  pro- 
gram of  mandatory  controls.  Let  us  talk  a  little  bit  about  our  pro- 
gram of  market  orientation. 

We  are  talking  about  flexible  market-clearing  prices.  We  are 
talking  about  a  safety  net,  yes — we  are  not  going  to  abandon  agri- 
culture— a  safety  net  at  a  level  that  will  provide  support  but  will 
not  set  the  price. 

We  are  talking  about  phasing  out  supply  controls;  they  have  not 
worked,  anjrway.  Other  countries  have  just  come  in  and  taken  our 
markets  away  from  us.  We  are  talking  about  ultimately,  under  this 
plan,  efficient  use  of  resources.  The  farmers  decide  which  acre  to 
plant  to  which  crop  in  which  State  in  which  county,  not  the  Grov- 
emment. 

The  Government — we  do  not  know  anything  about  it.  We  will 
have  this  place  so  messed  up,  this  country  so  screwed  up  in  agricul- 
ture, if  we  get  into  production  control  in  a  heavy-handed  way,  that 
we  never  wUl  be  able  to  compete  in  the  world  market. 

And  instead  of  American  agriculture  being  the  envy  of  the  world, 
it  will  be  the  laughingstock  of  the  world  because  we  will  not  be 
part  of  the  game  and  part  of  the  picture  in  the  long  run  if  we  move 
into  this  kind  of  a  system. 

We  will  be  able  to  expand  our  export  markets  if  we  become  com- 
petitive and  move  to  a  marketoriented  approach,  and  we  will 
indeed  be  able  to  sell  about  a  billion  bushels  more  com,  about  a 
billion  bushels  more  wheat,  in  international  trade  if  we  move  to  a 
market-oriented  approach  than  we  would  if  we  moved  to  a  manda- 
tory control  approach. 

Let  us  look  at  this  mandatory  versus  the  marketoriented  ap- 
proach here.  We  are  looking  at  planted  acres  here,  and  this  chc^ 
shows  what  we  would  have  in  planted  acres  if  we  went  forward 
with  a  mandatory  approach  versus  if  we  went  ahead  and  had  the 
more  market-oriented  approach. 

There  would  be  about  50  million  fewer  acres  the  first  year.  This 
would  have  a  major  impact  on  the  agricultural  industry.  I  am  not 
just  talking  farmers;  I  am  talking  the  whole  industry. 

We  always  talk  about  American  agriculture;  22  million  people 
owe  their  jobs  to  agriculture.  Let  me  tell  you  something.  If  we  go  to 
a  mandatory  control  program  that  cuts  back  our  acreage  and  cuts 
back  our  production,  there  will  not  be  22  million  people  getting 
their  jobs  out  of  agriculture  then. 
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We  wiirfind  suppliers  and  processors  and  transporters  and  ev- 
eryone else  that  services  agriculture  in  a  declining  state  and  a 
dwindling  opportunity  to  serve  this  industry.  The  Agricultural  Ad- 
justment Act  will  provide  the  acreage  adjustments  over  a  period  of 
time,  but  they  will  adjust  as  the  market  calls  for  that  adjustment, 
and  we  would  predict  a  slight  increase  over  a  period  of  time  of 
planted  acres  in  agriculture. 

Now,  let  us  look  at  the  export  side  of  it.  What  happens  in  the 
export  area  if  we  move  towards  mandatory  versus  the  market-ori- 
ented approach? 

We  are  talking  about  the  crops  of  com,  wheat,  cotton,  and  rice  in 
these  examples — com,  wheat,  cotton,  and  rice.  It  is  not  everything, 
but  these  are  basic  crops  comprising  a  big  acreage  in  this  country. 

Under  the  mandatory  program,  the  U.S.  exports  decline  in  a 
growing  world  market.  You  see  how  those  exports  went  down,  and 
they  go  down  dramatically  right  away;  they  are  going  to  stay  down 
quite  a  bit. 

They  go  down  for  two  reasons.  They  go  down  for  the  obvious 
reason  that  we  price  ourselves  out  of  the  world  market  to  a  large 
extent.  They  go  down  for  another  reason.  As  you  raise  the  price 
supports  to  an  artificial  level,  we  are  going  to  have  to  put  up  trade 
barriers  to  imports  because  artificially  high  prices  encourage  im- 
ports into  this  country. 

There  will  be  a  lot  of  Argentinas  wanting  to  sell  grain  in  here 
then,  so  we  will  have  to  put  up  artificial  trade  b£trriers  to  keep  that 
grain  out.  When  we  do  that,  we  are  going  to  have  tension  and  an- 
tagonism with  countries  around  the  world.  They  are  going  to  be 
less  apt  to  buy  our  products  and  the  free  market  approach  where 
American  agriculture  is  competing  in  the  international  trade  busi- 
ness is  going  to  be  out  the  window  because  everyone  is  going  to 
throw  it  right  back  in  our  face,  and  we  just  have  to  forget  about  it, 
likely,  at  that  period  of  time. 

Under  the  Agricultural  Adjustment  Act  of  freer  trade  and  open 
markets,  our  exports  will  gain  a  larger  share  of  a  growing  world 
market.  And  if  you  look  at  this  chart,  we  are  lookmg  at  the  fact 
that  we  will  be  selling  50  million  metric  tons  more  grain  under  our 
program.  We  will  sell  10  million  metric  tons  under  the  mandatory 
program  over  this  period  of  time.  Also,  with  our  program,  the  trade 
barriers  will  be  reduced. 

Let  us  take  a  farm,  let  us  take  a  wheat  farm.  We  could  do  it  with 
a  com  farm;  we  are  going  to  do  it  with  a  wheat  farm.  We  have  a 
wheat  farm  here,  a  500-acre  farm,  and  we  are  looking  at  1986.  That 
is  just  next  year,  so  we  will  use  the  facts  on  there  that  fit  with 
1986. 

With  a  mandatory  program,  we  are  looking  at,  in  order  to 
achieve  a  price  of  the  crop  of  $3.90 — it  sounds  good  if  you  are  a 
wheat  grower;  I  like  the  sound  of  it,  too — in  order  to  reach  $3.90, 
you  have  to  take  45  percent  of  your  land  out  of  production.  We  will 
set  a  target  price  in  there  at  $4.38  and  a  loan  rate  at  $3.30;  gross 
returns,  $50,000  for  this  500-acre  wheat  farm. 

The  returns  above  variable  costs  will  be  $35,000,  and  the  variable 
costs  we  are  figuring  the  same  in  either  one  of  these  programs. 

Let  us  take  this  same  farm  in  1986;  let  us  go  with  the  program 
we  are  offering  in  the  Agricultural  Adjustment  Act  of  1985.  Take 
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Qut  the  15  percent  that  we  are  recommending  in  land;  provide  a 
target  price  of  $3.41,  which  everyone  will  say,  well,  that  is  too  low, 
but  let  us  do  it  anyway,  let  us  put  it  there. 

Let  us  put  the  loan  rate  at  $2.56  so  we  can  compete  in  the  world 
market.  Let  us  go  in  and  challenge  these  other  countries.  Let  us 
move  this  grain  abroad  and  put  it  into  the  export  channels.  Put  a 
market  price  there  of  $2.60.  It  does  not  sound  like  a  very  good 
market  price,  but  the  gross  returns  are  more,  $56,000,  and  the  re- 
turns above  variable  costs  are  also  more,  $37,000.  [Laughter.] 

And  we  have  more  of  the  agricultural  plant  in  business  than  we 
would  have  had  had  we  done  it  otherwise. 

The  Chairman.  The  Chair  respectfully  requests  our  visitors  to  re- 
frain from  any  display  of  opinion.  The  Secretary  has  come  to  give 
his  side  of  it.  We  sat  for  4  hours  this  morning  hearing  the  other 
side  of  it. 

And  the  only  way  we  can  achieve  anything  is  to  try  to  meet  a 
resolution  of  the  varying  opinions  on  a  difficult  problem.  So  I  hope 
there  will  be  no  more  demonstration. 

You  may  proceed,  Mr.  Secretary. 

Secretary  Block.  Well,  thank  you  very  much,  Mr.  Chairman. 

Let  us  go  on  to  1991  because  1986  is  1  year  and  we  really  need  to 
be  looking  to  the  future  of  agriculture.  Let  us  see  what  happens  by 
the  time  we  get  out  to  1991.  What  really  happens  by  the  time  we 
get  out  there — we  are  still  looking  at  a  45-percent  acreage  reduc- 
tion in  order  to  keep  that  wheat  price  up  there  in  a  range  that  is 
going  to  satisfy  the  industry. 

The  market  price  would  be  $4.35  by  that  time.  Gross  returns 
would  be  up  to  $54,000,  and  the  returns  above  variable  costs  would 
be  $37,000.  But  by  the  same  token,  by  1991,  we  would  not  have  any 
acreage  controls.  We  would  have  no  acreage  reduction.  The  target 
price  would  be  $2.26,  the  same  as  the  loan  rate;  target  price  and 
loan  rate,  $2.26.  It  sounds  low,  but  it  is  down  there  at  market-clear- 
ing levels. 

The  market  by  then  will  be  well  above  the  loan  rate,  $3.50 — well 
above  the  target  price.  Gross  returns  will  be  $71,000,  and  the  re- 
turns above  variable  costs  will  be  $46,000. 

Now,  these  examples,  gentlemen,  we  did  not  pull  out  of  our  hat. 
Economists  worked  on  them,  put  them  in  a  model,  and  did  the  best 
they  could  to  come  up  with  the  kind  of  best  estimate  that  we  possi- 
bly could. 

And  I  think  we  all  are  quite  aware  that  your  net  income  starts 
out  as  a  product  of  volume  times  price,  not  just  price.  Then  you 
have  to  subtract  from  that  the  costs,  and  if  we  will  have  a  lower 
cost  per  unit,  which  you  do  have  when  you  are  farming  more  acres, 
you  are  going  to  have  a  better  chance  of  getting  a  better  income 
out  of  the  whole  process. 

I  have  a  couple  of  other  charts  here  that  tend  to  give  us  an  indi- 
cation, kind  of  in  a  very  graphic  form,  of  a  very  quick  look  at  what 
happens  in  producer  returns  over  variable  costs.  This  is  the  same 
wheat  farm,  and  the  producer  returns  over  the  variable  costs  in 
both  programs  drop  initially,  then  they  go  up  much  faster  under 
the  market-oriented  approach  than  the  other. 

This  next  chart  here  gives  us  returns  on  variable  costs.  The  first 
one  is  the  gross  producer  returns.  As  you  can  see,  the  returns  on 
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groBS  grow  very  rapidly.  We  kind  of  lock  ourselves  into  a  straight 
line  on  this  mandatory  program;  there  is  just  no  way  of  getting 
around  it. 

We  will  not  have  a  dynamic,  growth-oriented  industry.  It  is  a 
straight-line  type  of  industry.  We  have  settled  for  something  that  is 
static.  That  is  what  we  are  going  to  live  with. 

Returns  above  variable  costs  here — and  I  think  you  have  to  ap- 
preciate it  is  true  we  are  looking  at  these  returns  on  this  black 
line,  which  is  the  market-oriented  approach.  They  drop  down  lower 
for  the  1987,  1988  range,  and  then  they  come  right  back  up  after 
that.  And  then  1989,  1990,  1991,  and  from  there  on  we  are  going  to 
be  much  better  ofiT  and  American  agriculture  will  be  on  a  path  to 
prosperity.  And  I  submit,  Mr.  Chairman,  we  are  going  to  have  to 
look  to  the  long-range  future  if  we  are  going  to  see  health  in  this 
industry. 

Very  quickly,  the  consequences  and  a  summation  of  what  we  are 
talking  about  here  today:  We  are  talking  about  a  comparison  of  a 
mandatory  program  versus  the  Agricultural  Adjustment  Act  of 
1985  and  the  economic  consequences. 

If  we  were  to  go  with  a  mandatory  program,  the  acreage  planted 
would  be  reduced  by  50  to  60  million  acres.  That  is  point  number 
one.  Accept  it;  it  is  a  fact.  Wheat,  com,  rice,  and  cotton  exports 
would  be  reduced  by  40  to  70  million  metric  tons. 

Fact  No.  2:  If  we  go  with  a  mandatory  program,  the  export  value 
would  be  reduced  by  $10  billion.  Fact  No.  3:  If  we  go  with  a  manda- 
tory program,  the  economic  activity  in  ag-related  sectors  would  be 
reduced  by  $5  to  $10  billion.  These  are  the  other  businesses  that  we 
are  all  interested  in  related  to  agriculture. 

And  the  final  fact:  Employment  in  ag-related  sectors  would  be  re- 
duced by  200,000  to  300,000  jobs,  all  important  to  us  in  agriculture. 

In  conclusion,  the  path  we  follow  in  the  1985  l^islation  will 
likely  set  the  course  for  agriculture  policy  well  into  the  next  centu- 
ry. When  President  Roosevelt  proposed  the  Agricultural  Adjust- 
ment Act  to  Congress  in  1933,  he  said,  **I  tell  you  frankly  that  it  is 
a  new  and  untried  path,  but  an  unprecedented  condition  calls  for 
the  trial  of  new  means  to  rescue  agriculture." 

Only  a  year  later,  in  1934,  Secretary  of  Agriculture  Henry  Wal- 
lace said. 

The  present  program  for  readjusting  productive  acreage  to  market  requirements 
is  admittedly  but  a  temporary  method  of  dealing  with  an  emergency.  It  could  not  be 
relied  upon  as  a  permanent  means  of  keeping  farm  production  in  line  with  market 
requirements. 

If  we  fail  to  remember  the  lessons  of  the  past,  we  are  doomed  to 
repeat  its  failures.  We  all  share  a  common  desire  to  preserve  and 
promote  this  Nation's  most  important  and  productivity  industry. 

Winston  Churchill  once  said,  "You  can  always  count  on  the 
Americans  to  do  the  right  thing  after  they  have  tried  everything 
else."  [Laughter.] 

Secretary  Block.  We  have  tried  quite  a  bit.  I  hope  this  time 
around  that  we  can  do  the  right  thing.  The  Agricultural  Adjust- 
ment Act  of  1985  sets  agriculture  on  a  course  which  will  ensure  a 
longer  term  prosperity  not  only  for  agriculture,  but  for  the  entire 
economy. 
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And  I  thank  you,  Mr.  Chairman,  and  the  rest  of  the  committee 
for  your  indulgence  and  your  time.  Thank  you. 

The  Chaihbian.  Thank  you,  Mr.  Secretary.  I  probably  sat  here 
longer  this  morning  and  listened  perhaps  a  little  more  intently  to 
the  testimony  of  a  variety  of  witnesses.  I  had  anticipated  when  the 
hearings  opened  that  there  would  be  a  great  deal  of  disagreement. 

I  was  surprised,  but  then  not  too  surprised,  when  it  was  all  over 
and  the  smoke  had  settled  that  there  were  far  more  areas  of  agree- 
ment among  all  of  the  witnesses  than  there  were  areas  of  disagree- 
ment. 

For  example,  not  one  witness  suggested  that  the  present  policies 
are  working;  all  said  that  they  are  not  working.  Second,  I  was  very 
pleased  that  there  is  unanimity,  including  your  own  good  self, 
about  the  absolute  necessity  of  correcting  the  imbalance  in  world 
trade. 

There  was  much  discussion  this  morning  about  the  subsidized  ex- 
ports of  other  countries,  and  this  is  something  that  you  and  I  and 
others  have  talked  about  and  worked  on  for  a  long  time. 

I  remember  the  many  trips  you  have  made  around  the  world 
trying  to  correct  that,  and  in  a  minute  I  want  you  to  tell  me,  if  you 
will,  what  you  would  like  to  have  from  the  Congress  in  the  way  of 
enabling  l^islation  to  assist  the  American  farmer  in  removing  the 
inequities  and  the  unfairness  that  are  so  apparent  now  in  the  sub- 
sidized exports  of  other  countries. 

I  do  not  believe  I  he£u*d  anyone  say  that  if  we  go  the  mandatory 
route  that  we  are  talking  about  the  necessity  of  trade  barriers, 
which,  according  to  the  best  information  available  to  me,  would 
result  in  a  30-percent  reduction  across  the  board  in  agriculture  and 
all  related  industries. 

Now,  we  had  discussions  about  parity  this  morning.  I  guess 
parity  is  what  you  say  it  is,  but  I  remember  Herman  Talmadge, 
bless  his  heart,  was  presiding  over  this  committee  when  I  was  a 
very  freshman  Senator  and  they  were  talking  about  parity,  and  he 
turned  to  a  staff  man  and  he  said,  ''What  the  devil  is  parity, 
anyhow?" 

So  we  have  got  to  understand  precisely  the  definition,  and  I 
would  for  you,  sir,  to  take  the  testimony  of  one  of  the  witnesses 
and  give  me  a  memorandum  analyzing  the  parity  suggestion  be- 
cause a  lot  of  information  is  lost  in  translation.  People  come  up 
here  utterly  sincere  and  say  this  will  work  and  that  will  work,  and 
then  nobody  says  how  much  is  it  going  to  cost.  Or  if  you  do  ask, 
they  say,  well,  we  will  increase  income  so  much  that  it  will  not 
matter  anyhow. 

But  we  cannot  operate  unless  we  have  some  reasonable  estimate 
on  what  the  cost  to  the  taxpayer  will  be  and  what  it  will  do  in 
terms  of  the  budget. 

Finally,  I  am  absolutely  persuaded  that  if  we  wanted  to  write  a 
great  farm  bill  that  we  need  not  have  the  word  "farm"  or  "farmer" 
or  "agriculture"  in  it.  If  we  could  get  those  interest  rates  down,  if 
we  could  get  the  budget  well  on  the  way  toward  being  balanced, 
that  would  be  the  best  thing  we  could  do  for  the  American  farmer. 

But  I  do  want  to  reject  in  your  presence,  sir,  some  of  the  allega- 
tions that  have  been  made  that  you  are  jerking  the  rug,  or  that 
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you  are  proposing  to  jerk  the  rug  out  from  under  the  American 
farmers. 

I  have  not  heard  you  say  that,  nor  have  I  heard  0MB  or  anybody 
else  say  that.  I  have  heard  only  a  proposal  for  a  transition.  So  I 
want  to  thank  you  for  coming  here  today,  and  I  have  no  questions, 
except  I  want  to  know  if  you  are  prepared  to  tell  me  now  what  we 
can  do  as  a  Congress  in  the  way  of  enabling  legislation  to  help  re- 
store a  balance  in  our  export  trade. 

Secretary  Block.  Well,  briefly,  Mr.  Chairman,  on  that  subject, 
and  I  think  it  is  vitally  important,  we  really  need  to  restore  that 
balance.  I  believe  that  we  can  be  best  helped  if  this  trade  section  in 
the  1985  agricultural  bill  provides  for  some  very  strong  language  to 
challenge  unfair  competition;  as  we  have  written  into  ours,  ensure 
that  we  have  contract  sanctity  in  that  bill. 

I  think  if  we  are  really  going  to  be  in  the  business  to  export,  we 
are  going  to  have  to  have  competitive  pricing.  It  would  be  a  lot 
more  fun  to  have  competitive  prices  with  a  weaker  dollar  because 
it  would  be  easier  to  be  competitive,  but  we  do  not  have  the  luxury 
of  living  in  the  kind  of  world  we  might  like.  We  have  to  live  in  the 
one  that  we  have.  The  one  we  have  today  is  a  strong  dollar,  and 
that  means  we  are  going  to  have  to  have  prices  flexible  enough  to 
come  down  to  where  we  can  compete. 

I  do  not  think  the  dollar  will  stay  strong  indefinitely,  but  it  is 
where  it  is  today  and  we  have  to  live  with  it. 

The  Chairman.  It  is  sort  of  an  anomaly  among  some  people  to 
complain  about  the  dollar  being  strong,  you  know. 

Secretary  Block.  That  is  right. 

The  Chairman.  But  I  guess  what  I  am  asking  you  about  this 
trade  policy,  Mr.  Secretary,  is  are  you  prepared,  are  we  prepared, 
and  I  include  my  colleagues  in  this — are  we  prepared  to  be  hard- 
nosed  about  this  thing  with  our  trading  partners? 

Secretary  Block.  Mr.  Chairman,  I  think  we  have  to  be  harder 
nosed  than  we  have  ever  been.  We  have  been  talking  a  great  deal; 
we  have  gone  ahead  with  a  wheat  flour  sale  or  two  and  blended 
credit,  all  of  which  has  helped.  But  we  are  going  to  have  to  just  be 
harder  nosed  than  we  have  ever  been  because  we  do  not  have  all  of 
our  problems  solved. 

We  were  successful  in  making  some  real  progress  in  beef  and 
citrus  in  an  agreement  with  the  Japanese.  There  is  some  move- 
ment in  the  European  Community,  but  it  is  painfully  slow  for  the 
American  farmer.  I  believe  the  only  way  to  get  progress  is  maxi- 
mum leverage,  and  maximum  leverage  can  be  applied  in  different 
ways. 

I  think  it  has  to  be  responsible.  I  do  not  mean  we  want  to  precip- 
itate a  trade  war.  We  do  not  have  to,  but  we  do  need  to  use  lever- 
age. 

The  Chairman.  Senator  Zorinsky. 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

It  is  good  to  see  you,  Mr.  Secretary.  I  have  in  front  of  me  a 
report  entitled  "The  Current  Financial  Condition  of  Farmers  and 
Farm  Lenders,"  prepared  by  the  U.S.  Department  of  Agriculture. 
The  report  has  not  been  released  yet,  but  it  was  prepared  by  your 
Department. 
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The  subparagraphs  under  it  are  "Causes  of  Financial  Stress, 
Farms  with  Cash  Flow  Shortages,  Farm  Debt  and  Insolvency, 
Stress  on  Rural  Banks,  and  Problems  of  Other  Lenders/' 

Yesterday  when  the  President  vetoed  the  emergency  farm  credit 
legislation,  he  stated  that  only  4  percent  of  all  the  farmers  are  in 
need  of  help  immediately.  This  report  that  your  Department  pre- 
pared indicates  that  some  243,000  farms  have  debt-to-asset  ratios 
from  40  to  70  percent,  and  these  farms  are  termed  highly  leveraged 
and  tend  to  have  serious  cash  shortfalls. 

Also,  an  additional  143,000  farms  have  debt-asset  ratios  above  70 
percent,  and  these  are  very  highly  leveraged  farms.  The  report  con- 
tains statements  that  an  estimated  30,000  farms  are  insolvent, 
having  debt-asset  ratios  over  100  percent. 

This  report  goes  on  to  make  numerous  comments  like,  it  would 
take  an  average  price  increase  of  up  to  32  percent  to  restore  all 
family-size  commercial  farms  to  positive  net  cash-flows.  Price  in- 
creases of  this  magnitude  seem  improbable,  given  normal  weather 
and  current  expectations  of  domestic  and  foreign  demands. 

In  another  section,  the  report  indicates  that  73,000  farm  oper- 
ations with  debt-asset  ratios  between  70  and  100  percent  and  could 
not  survive  more  than  2  years  like  the  recent  past  without  becom- 
ing technically  insolvent;  and  comments  that  indicate  that  through 
June  1984,  only  8  of  the  42  bank  failures  involved  agricultural 
banks. 

From  July  1  to  December  21,  however,  15  of  the  32  bank  failures 
were  agricultural  banks,  which  indicates  agricultural  banks  are 
failing  at  an  increased  rate  in  the  last  6  months. 

It  indicates  PCA's  absorbed  loan  losses  of  $109.5  million  for  the 
entire  1970-79  period.  Loan  losses  totaled  $463  million  during 
1980-83,  and  the  FLB's  experienced  total  loan  losses  of  $6.7  million 
during  the  1970-80  period,  and  this  has  increased  to  $12.5  million 
for  the  1981-83  period. 

The  summary  indicates  bank  failures  are  currently  nmning  at 
10  times  their  average  annual  rate  for  the  past  3  decades.  Institu- 
tional lenders,  depending  on  the  proportions  of  their  portfolios  in 
farm  loans,  may  not  be  able  to  absorb  a  possible  near  doubling  of 
the  numbers  and  amounts  of  troubled  farm  loans  over  the  next  2 

{rears  without  severe  problems,  including  further  increases  in 
ender  failures  and  increases  in  the  cost  of  credit  to  agricultural 
borrowers. 

These  are  just  some  of  the  many  statements  in  this  ''Current  Fi- 
nancial Condition  of  Farmers  and  Farm  Lenders"  document  pre- 
pared by  your  Department.  Was  the  President  consulted  or  in- 
formed as  to  the  contents  of  this  report  prior  to  his  statement  that 
only  4  percent  of  all  the  farmers  needed  immediate  help? 

&cretary  Block.  Senator,  the  President  has  the  very  latest  infor- 
mation and  within  the  past  10  days  we  have  spent  an  exhaustive 
period  of  time  talking  about  these  subjects  with  the  President,  with 
other  Members  of  Congress,  members  of  the  Cabinet,  and  Governor 
representatives  when  the  Governors  were  in  town. 

The  4  percent — the  President  did  misspeak  there.  He  meant  4 
percent  are  likely  to  go  out  of  business;  they  face  insolvency  this 
year.  But,  of  course,  he  is  quite  aware,  and  you  can  find  statements 
that  he  has  made  even  in  his  Saturday  radio  address  which  clearly 
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points  out  that  there  is  a  much  higher  percentage  than  that,  that 
are  facing  serious  strain  and  stress  financially. 

Senator  Zorinsky.  Thank  you.  Mr.  Secretary,  do  I  understand 
that  we  have  a  commitment  from  the  administration  and  yourself 
that  no  qualified  farmer  will  be  refused  a  Farmers  Home  Adminis- 
tration loan  due  to  a  shortage  of  funds? 

Secretary  Block.  We  do  not  intend  to  turn  away  the  qualified 
borrowers,  and  indeed  we  have  been  servicing  them  as  fast  as  re- 
sources of  personnel — and  it  is  a  big  drain  on  us  because,  as  you 
know,  Senator,  there  is  a  heavy  load  of  people  coming  into  these 
offices  and  we  are  servicing  them  as  fast  as  we  can. 

We  will  provide  additional  funding  if  we  have  to,  if  we  find  it 
necessary  here.  We  have  been  moving  funding  around  from  one 
quarter  and  moving  it  up  to  the  spring  quarter,  and  we  are  looking 
at  moving  it  to  different  parts  of  the  country. 

Senator  Zorinsky.  But  there  will  be  no  shortage  of  funds? 

Secretary  Block.  There  will  be  no  shortage  of  funds. 

Senator  Zorinsky.  Thank  you.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Allow  the  Chair  to  suggest  that  there  are  nine 
Senators  yet  to  question  the  Secretary  and  his  associates.  Now,  Ed 
and  I  stayed  within  the  7  minutes.  Would  7  minutes  per  Senator  be 
sufficient?  That  will  mean  approximately  another  hour  for  the  Sec- 
retary to  answer  questions. 

Senator  Melcher.  Mr.  Secretary,  would  you  object  to  another 
round  if  we  do  not  complete  in  7  minutes? 

The  Chairman.  That  would  certainly  be  agreeable  to  me,  and  the 
Secretary  says  that  will  be  fine. 

Again,  we  have  attempted  to  identify  the  Senators  as  they  ar- 
rived and.  Senator  Melcher,  you  would  be  next,  then  Senator 
Heflin,  and  Senator  Leahy,  in  that  order. 

Senator  Leahy.  I  think  I  was  here  earlier.  In  fact,  you  and  I 
chatted. 

The  Chairman.  Well,  Pat  was  here  at  first  and  went  to  make  a 
telephone  call,  so  I  will  amend  that  if  that  is  agreeable,  and  then  it 
would  be  Leahy,  Melcher,  and  Heflin,  in  that  order.  Then  we  will 
proceed  from  there. 

Senator  Melcher.  You  go  ahead,  Pat. 

Senator  Leahy.  No;  you  go  ahead. 

Senator  Melcher.  All  right,  I  will  go  ahead. 

Mr.  Chairman,  I  am  glad  we  are  having  these  hearings.  I  looked 
over  the  schedule  and  it  is  the  most  comprehensive  scheduling  of 
hearings  for  a  farm  bill  since  I  came  to  Congress  16  years  ago,  and 
I  commend  you  for  that. 

I  think,  out  of  the  45  days  of  hearings  that  will  be  generated,  the 
facts  and  the  knowledge  and  the  wisdom  to  draft  a  good  farm  bill 
will  occur — one  that  can  have  the  support  of  this  committee  in  a 
bipartisan  manner  and  one  that  is  a  great  deal  different  than  what 
the  Secretary  has  described  as  his  proposal. 

Now,  Mr.  Secretary,  you  mentioned  in  your  testimony,  in  part, 
that  you  want  to  get  to  the  point  where  farmers  can  plant  any- 
thing they  want  in  any  county  or  area  they  want  to,  and  make  that 
decision  themselves. 

Tell  me,  what  happened  to  tobacco? 
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Secretary  Block.  The  tobacco  legislation  will  be  forthcoming 
from  our  Department  and  it  will  be  consistent  with  the  other  kinds 
of  recommendations  that  you  find  in  this  omnibus  farm  bill. 

Tobacco,  as  you  know,  Senator,  is  under  permanent  law.  It  would 
not  have  to  be  addressed  at  all  this  year,  whereas  these  programs 
that  we  are  talking  about  here  today  must  be  addressed  b^^ause 
these  programs  expire  this  year.  But  we  are  going  to  address  tobac- 
co, too. 

Senator  Melcher.  Is  tobacco  considered  to  be  part  of  the  package 
from  the  beginning? 

Secretary  Block.  Tobacco  could  have  been,  but  it  was  not  and  it 
has  not  been  sent  up  that  way. 

Senator  Melcher.  Was  it  being  considered  as  part  of  the  pack- 
age? 

Secretary  Block.  It  was  talked  about  along  with  everything  else 
because  in  the  end  we  want  to  work  toward  consistency  and  equity, 
as  I  have  said  here  and  as  I  have  reported  in  my  opening  remark. 
But  it  was  not  necessary  that  it  be  part  of  the  total  package  simply 
because  it  is  not  due  to  phaseout  this  year  as  permanent  law. 

Senator  Melcher.  Is  there  any  truth  to  the  published  reports 
that  the  chairman  insisted  that  it  not  be  a  part  of  this,  and  there- 
fore it  had  to  be  dropped?  That  is  what  the  published  reports  sug- 
gest. 

Secretary  Block.  Well,  the  chairman  is  going  to  work  for  tobacco 
in  whatever  way  he  sees  fit,  and  that  is  his  prerogative.  But  we 
will  have  to  wait  and  see  what  he  does  on  tobacco;  I  am  not  sure 
what  he  will  do. 

Senator  Melcher.  Was  there  any  feeling  of  dropping  tobacco  off 
as  a  way  to  tear  apart  the  agricultural  coalition  of  different  com- 
modity groups? 

Secretary  Block.  We  do  not  intend  to  see  this  thing  unravel  as 
we  go  down  the  road.  I  think  you  make  a  good  point  there.  If  we 
see  one  commodity  unravel  out  of  this  thing,  the  whole  thing  can 
fall  to  pieces,  and  I  am  speaking  of  this  whole  list. 

I  am  sure  that  dairy  would  like  to  have  special  exceptions  made. 
I  think  they  all  would,  and  I  think  we  have  to  take  a  look  at  the 
total  picture.  Senator. 

Senator  Melcher.  If  tobacco  is  out  of  the  package,  it  might  be  a 
sore  thumb  sticking  up.  Might  not  tobacco  be  really  hurt  by  not 
being  in  this  package? 

Secretary  Block.  Well,  it  is  a  double-edged  sword.  It  is  a  double- 
edged  sword  because  if  you  have  every  commodity  in  there — maybe 
most  of  them  wish  they  were  out.  If  you  have  some  out,  then  the 
others  wonder  how  those  got  out  of  the  box.  So  we  are  all  going  to 
have  to  desl  with  this,  Senator. 

Senator  Melcher.  Mr.  Secretary,  you  quoted  Franklin  Delano 
Roosevelt  and  Secretary  of  Agriculture  Wallace.  I  happen  to  be  old 
enough  to  remember  those  days  and  the  AAA  Act  that  they  pro- 
posed was  drastically  different  than  the  one  you  propose,  Mr.  Sec- 
retary. 

Are  you  familiar  with  the  circumstances  in  1933  when  there  was 
absolutely  no  price  for  agricultural  products?  You  could  not  move 
them,  you  could  not  sell  them. 
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Secretary  Block.  Well,  I  am  familiar  to  the  extent  that  I  have 
read  about  the  situation  there,  and  my  father  has  told  me  about  it 
many  times. 

Senator  Melcher.  I  hope  we  do  not  get  back  to  that,  but  I  am 
sure  many  people  share  my  concern  that  we  might.  At  any  rate, 
Secretary  Wallace  was  given  the  authority  to  require  that  baby 
pigs  be  killed  and  that  cattle  numbers  be  reduced.  In  order  to  get 
the  supply  down,  the  most  drastic  steps  ever  taken  in  history  any- 
where in  the  world  were  taken  by  an  edict  of  Government,  but  that 
was  to  get  the  supply  down  so  the  price  could  go  up. 

Now,  you  are  telling  us  that  under  market  orientation,  you  are 
going  to  get  the  supply  up  so  the  price  can  go  up.  It  seems  a  little 
bit  peculiar  to  be  using  Secretary  of  Agriculture  Henry  Wallace's 
statements  in  support  of  this  proposed  bill  when  it  is  absolutely 
contradictory  to  what  Wallace  thought  and  Wallace  did  and  the 
circumstances  seemed  to  demand  be  done  in  those  days. 

Secretary  Block.  Well,  I  think  what  we  are  t£dking  about  is  that 
if  you  go  with  a  mandatory  program,  which  is  kind  of  some  of  what 
he  did  then — he  put  a  heavy  hand  on  agriculture  for  a  reason 
under  those  circumstances,  Senator,  and  he  had  a  reason  for  doing 
it. 

What  happened  was  it  was  to  get  some  price  in  there.  You  said 
there  was  not  any  price.  It  was  to  put  some  price  in  there  by  se- 
verely cutting  supplv.  If  you  go  the  mandatory  program  route  that 
I  have  talked  about  here,  we  can  raise  prices  that  way,  too. 

We  are  not  talking  about  anything  as  severe  as  what  happened 
in  the  1930's,  but  that  would  increase  price,  also,  and  the  price 
would  be  higher.  Let  me  tell  you,  the  price  is  higher  under  the 
mandatory  controls  per  unit. 

But  if  we  open  the  markets  up  and  let  the  markets  work,  we  will 
be  able  to  export  more  and  the  gross  will  still  be  better  for  the 
American  farmer  in  net  income,  and  the  future  better  under  a 
market  system. 

Senator  Melcher.  Thank  you,  Mr.  Secretary.  My  time  is  up  and 
I  will  continue  questioning  you  in  the  next  round. 

The  Chairman.  Senator  Leahy. 

Senator  Leahy.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  like  everybody  else  in  the  Senate,  I  find  this  to  be 
one  of  these  oays  where  I  am  supposed  to  be  in  three  different 

g laces.  I  had  to  make  a  choice  this  afternoon.  As  a  member  of  the 
enate  Appropriations  Committee,  I  could  be  at  a  hearing  to  dis- 
cuss national  security  issues — in  this  case,  missile  systems — or  I 
could  attend  the  Agriculture  Committee  discussing  the  4-year  farm 
bill. 

Quite  frankly,  I  felt  that  this  hearing  was  the  place  where  we 
were  discussing  national  security  issues.  The  United  States  is  the 
only  msgor  milit€iry  power  in  the  world  that  can  feed  itself.  We  are 
the  only  msgor  military  power  in  the  world  that  does  not  have  to 
import  its  food,  that  can  never  be  starved  out  by  a  rival  country, 
that  cannot  have  its  foreign  policy,  its  domestic  policy  or  its  eco- 
nomic policy  shaped  by  outside  forces. 

But  quite  frankly,  Mr.  Secretary,  I  worry  how  long  that  situation 
will  continue.  I  worry  whether,  when  my  children  get  out  of  school 
and  they  are  adults,  they  are  going  to  be  able  to  live  in  a  country 
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where  such  an  mt^ral  part  of  the  security  of  that  country  is  pro- 
tected because  of  our  ability  to  feed  ourselves. 

Net  cash  income  for  farmers  in  1985  is  going  to  decline  by  as 
much  as  $5  billion  from  the  1984  level.  It  is  the  fifth  consecutive 
year  that  farm  income  has  declined,  and  it  worries  me  very,  very 
much  that  what  we  are  going  to  see  is  the  demise  of  agriculture  as 
we  know  it  in  this  country.  I  am  concerned  that  we  are  going  to  see 
a  turn  about  of  one  constancy  in  the  history  of  our  Nation  a  Nation 
that  started  as  an  agrarian  Nation  and  one  that  has  always  prided 
itself  on  the  ability  to  feed  its  own  people. 

I  do  not  mean  to  be  parochial  when  I  talk  about  Vermont  inter- 
ests in  this  case  because  similar  observations  could  be  made  about 
many  other  parts  of  the  country.  But  I  have  met  with  a  lot  of  Ver- 
mont dairy  farmers;  most  tell  me  that  we  need  a  long-range  dcdnr 
program  and  policy  without  the  uncertainties  of  year-by-year  ad- 
justments by  Congress.  I  think  you  hear  the  same  thing  from 
wheat  farmers  and  com  farmers  and  rice  farmers,  and  cotton  farm- 
ers, and  every  other  farmer. 

It  is  impossible  for  farmers  in  my  State  of  Vermont  to  make 
long-range  plans  under  short-term  and  often  radically  shifting  poli- 
cies. I  think  the  1985  farm  bill  should  protect  famUy  farms  from 
operating  under  unrealistic  circumstances. 

In  Vermont,  the  farms  are  small;  they  are  family  operated.  And 
Vermont  farmers  believe  that  the  admmistration  is  against  them.  I 
will  be  holding  hearings  of  the  Senate  Agriculture  Committee  in 
Vermont  very  soon  to  talk  about  that. 

Vermont  farmers  believe  the  administration  is  telling  them,  "get 
big  or  get  out."  If  that  is  so,  that  means  the  end  of  the  small  farm. 
It  is  going  to  mean  the  end  of  the  traditional  base  of  our  whole 
social-economic  structure  in  the  State  of  Vermont. 

I  think  we  need  a  dairy  program  to  increase  consumption  in  milk 
and  dairy  products.  I  think  that  such  a  program  is  vital  if  these 
farms  are  to  survive.  Vermont  dairy  farmers  believe  milk  is  not 
overproduced;  it  is  undersold.  I  agree.  I  think  the  administration 
would  do  well  to  listen  to  them  and  to  what  they  are  saying. 

Farming  is  important  to  America.  Vermont  dairy  farmers  are 
similar  to  farmers  around  the  country:  they  are  hard  working,  they 
are  responsible,  they  are  understanding.  I  think  you  will  find  that 
m  farmers  everywhere. 

Vermont  dairy  farmers  recognize  the  dangers  of  a  price  support 

Erogram  that  encourages  production  solely  for  government  ware- 
ouses.  These  dairy  farmers  tell  me  that,  if  there  are  going  to  be 
sacrifices,  they  are  willing  to  bear  their  share  of  the  sacrifices,  but 
let  them  be  fair. 

I  do  not  think  that  the  farmers  of  this  country,  any  more  than 
any  other  one  segment  of  this  country,  should  be  singled  out  and 
be  told  that  they  are  the  ones  who  must  bear  all  the  sacrifices  for 
everybody  else. 

I  have  not  met  a  single  farmer  who  says  he  or  she  will  not  bear 
his  or  her  sYiare  of  lowering  deficits,  keeping  inflation  down,  and 
hopefully  bringing  interest  rates  down.  But  farmers  want  to  make 
sure  that  they  receive  equal  treatment.  They  do  not  want  Congress 
to  say  "let  us  cut  out  the  farm  programs  so  we  can  buy  a  $7,000 
coffee  pot  or  a  $600  toilet  seat  for  the  Pentagon."  I  tnink  most 
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farmers  would  be  willing  to  contribute  at  least  one  coffee  pot  and 
one  toilet  seat  if  that  might  help  the  Department  of  Defense  a  little 
bit  along  this  line. 

[Applause.] 

Senator  Leahy.  Now,  Mr.  Secretary,  in  an  op-ed  piece  you  wrote 
a  few  weeks  ago  for  the  Washington  Post,  you  described  your  farm 
bill  as  one  that  the  farmers  want.  Can  you  tell  me  the  name  of  any 
agricultural  group  that  supports  your  proposed  dairy  program?  I 
did  not  notice  it  in  the  op-ed  piece  and  I  thought  maybe  I  missed  it. 

Secretary  Block.  I  cannot  name  a  specific  group,  necessarily,  but 
I  would  report  that  we  heard  recommendations  of  this  nature  from 
a  number  of  farmers  as  we  went  across 'the  country  and  listened  to 
farm  people  testify. 

Those  farmers  might  have  been  a  county  farm  bureau  president; 
they  might  have  been  someone  that  was  from  a  dairy  community. 
They  could  have  been  from  any  walk  of  life  that  was  interested  in 
dairy. 

So  I  do  not  think  there  is  any  question  about  it;  there  are  a  lot  of 
people  in  dairy  that  support  the  approach  that  we  are  suggesting 
in  dairy.  The  approach  is  an  approach  that  dairymen  rely  on  a 
marketplace;  that  we  look  to  ending  a  program  where  the  Govern- 
ment buys  up  the  surpluses. 

I  think  it  is  just  utterly  ridiculous  that  the  Government  is  obli- 
gated to  buy  the  surplus  of  daiiy  products,  no  matter  how  much 
the  dcdrymen  produce,  and  that  is  the  way  the  program  is  written 
today. 

We  need  to  get  down  to  a  system  where  instead  of  the  people 
that  buy  the  dairy  products  looking  to  the  Government  for  a 
market,  they  should  be  looking  to  new  and  innovative  ways  to 
package  and  sell  and  process  dcdry  products  of  all  kinds,  whether  it 
be  cheeses  or  milk  or  whatever,  because  I  think  there  are  opportu- 
nities. 

I  do  not  see  why  our  dairy  industry  is  not  out  there  looking  for 
more  opportunities,  and  I  think  they  would  if  the  Government  was 
not  standing  there  ready  to  take  the  product  off  their  hands  and 
relieving  the  industry  of  the  responsibility  of  finding  new  markets. 

Senator  Leahy.  Mr.  Chairman,  I  have  a  series  of  questions.  If  I 
do  not  get  a  chance  on  the  second  round,  I  would  ask  the  Chair's 
permission  to  submit  some  of  them  for  the  record. 

The  Chairman.  Well,  we  will  do  that  in  the  case  of  all  Senators. 
We  will  file  questions  in  writing  and  anticipate  an  early  response 
in  writing. 

Senator  Leahy.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much. 

Next  is  Senator  Heflin,  and  after  Senator  Heflin,  Senator  Dixon, 
and  just  so  you  can  wait  with  breathless  anticipation,  Mitch  Mc- 
Connell  will  be  third. 

Senator  Hefun.  Mr.  Secretaiy,  you  have  spoken  of  your  market- 
oriented  policy.  I  assume  that  it  involves  increased  sales;  that  we 
would  have  to  have  additional  sales.  And  I  assume  that  if  we  are 
going  to  have  additional  sales,  that  means  that  they  have  to  be 
export  sales,  primarily. 

Secretary  Block.  Yes. 
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Senator  Hefun.  Now,  if  we  are  going  to  follow  a  market-oriented 
policy  and  have  to  acquire  additional  sales  and  they  have  to  be 
export  sales,  the  question  is  how  are  we  going  to  acquire  these  ad- 
ditional export  sales. 

Do  you  need  any  additional  tools  to  help  acquire  export  sales,  is 
my  first  question. 

Secretary  Block.  Yes,  sir;  I  believe  it  would  be  helpful  to  us  to 
have  an  export  title  in  the  Agricultural  Adjustment  Act  which  not 
only  authorizes  guaranteed  credits;  I  believe  it  should  also  provide 
for  contract  sanctity  requirements.  I  believe  that  would  give  the 
world  a  feeling  that  we  are  going  to  be  a  reliable  supplier  and  an 
assurance  that  they  can  use,  although  we  have  been  demonstrating 
it  for  the  last  4  years.  But  I  think  it  would  be  good  to  have  that  in 
there. 

I  believe  that  there  should  be  something  in  the  trade  title  that 
says  that  the  United  States  of  America  is  not  going  to  tolerate 
unfair  trade  practices  that  victimize  the  American  farmer,  and 
that  we  are  prepared  to  take  action  against  those  countries  that  do 
this  if,  by  a  certain  date,  they  have  not  made  certain  adjustments 
in  their  policies.  That  would  be  helpful.  Senator. 

Senator  Hefun.  Those  are  basically  words.  Are  there  any  tools? 
Do  you  want  any  additional  tools,  like  a  different  program  from 
the  present  programs  that  we  have? 

Secretary  Block.  Those  words,  I  would  suggest,  are  requiring  the 
Government  to  take  that  aggressive  action.  I  believe  we  have  most 
of  the  tools  to  do  most  of  it;  maybe  not  the  mandate  to  do  it,  neces- 
sarily, but  if  a  mandate  is  there,  there  is  not  going  to  be  any 
excuse  for  not  doing  it.  And  it  puts  the  other  countries  around  the 
world  that  may  be  trading  in  an  unfair  way  on  record.  TTiey  know 
what  to  expect  and  they  ^ow  that  they  are  being  challenged. 

Senator  Hefun.  Well,  what  you  call  the  Agriculturm  Adjust- 
ment Act  of  1985 — does  it  have  any  provisions  that  give  you  any 
additional  tools  to  acquire  export  sales,  which  are  necessary  in  the 
market-oriented  policy,  than  you  presently  have? 

Secretary  Block.  It  does  not  give  us  tools  that  we  do  not  have, 
but  it  spells  out  the  obligation  to  do  certain  things.  And  I  believe 
that  if  the  American  farmer  is  asked  to  go  to  a  more  open-market 
approach  to  agriculture,  then  we  are  obligated  to  take  some  aggres- 
sive steps  to  protect  our  farmers  in  that  marketplace. 

To  date,  there  are  a  lot  of  countries  that  are  providing  a  lot  of 
subsidies  to  agriculture.  America  is  one.  We  are  doing  it,  too;  the 
United  States  is  doing  it,  too.  I  can  argue  that  our  subsidies  often- 
times are  more  for  cutting  production  than  increasing  production. 
Yet,  some  of  our  subsidies  do  encourage  production. 

So  I  believe  if  we  are  going  to  ask  our  farmers  to  follow  a 
market-oriented  approach,  we  need  to  expect  other  countries  to  be 
fair  with  us  in  trade.  Indeed,  we  have  to  demand  that. 

Senator  Hefun.  I  understand  your  answer  to  the  question  was 
that  your  proposed  bill  does  not  contain  any  additional  or  new  tools 
or  programs.  The  existing  prc^ams  are  what  you  plan  to  use. 

Now,  you  have  been  the  Secretary  of  Agriculture  for  4  years. 
Have  you  used  those  tools? 

Secretary  Block.  I  think  we  have  used  some  of  the  tools  exten- 
sively. I  talked  earlier  about  what  we  commonly  call  an  export  PIK 
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when  we  moved  wheat  flour.  We  have  moved  dairy  products  mto 
the  Middle  E^t  and  dairy  products  other  places  in  order  to  chal- 
lenge some  of  our  competitors. 

We  have  used  blended  credit,  a  combination  of  direct  credit  and 
guaranteed  credit,  to  gain  markets  back  from  the  European  Com- 
munity in  North  Africa,  in  particular,  that  we  have  lost. 

We  have  used  some  of  these  tools,  but  I  do  not  think  we  have 
ever  used  them  as  aggressively  as  we  might  And  it  necessary  to  use 
them  if  we  indeed  move  toward  an  American  agriculture  that  is 
phasing  down  supports.  Then  I  think  we  expect  other  countries  to 
do  the  same. 

As  I  meet  and  talk  to  the  European  ministers  of  agriculture  and 
the  commissioners  of  agriculture,  and  even  other  representatives, 
they  are  terrified  at  the  thought  that  American  agriculture  is 
going  to  be  competitive  and  go  in  and  fight  for  these  markets. 

They  are  very  concerned  about  the  fact  that  American  agricul- 
ture is  prepared  to  take  some  real  action,  because  what  we  are 
sa3ring  is  we  will  put  our  farm  programs  on  the  table;  we  are  going 
to  phase  them  down  a  little  bit.  We  are  going  to  reduce  the  amount 
of  subsidies  that  we  have,  but  we  do  not  expect  you  countries  over 
there  to  use  big  subsidies  in  beating  us  out  of  markets  because  we 
will  not  stand  for  it  once  we  take  this  route. 

Senator  Hefun.  Might  I  ask  a  point  of  order?  Does  my  7  minutes 
include  his  answers?  [Laughter.] 

The  Chairman.  Yes,  sir. 

Secretary  Block.  It  is  such  a  difficult  question.  Senator,  you  un- 
derstand. 

The  Chairman.  It  did  not  include  your  statement,  though. 

Senator  Dixon. 

Senator  Dixon.  Mr.  Secretary,  you  and  I  engaged  in  a  little  dis- 
cussion in  one  of  the  meetings  that  the  distinguished  chairman  of 
this  committee,  the  distinguished  maioritv  leader,  my  friend  from 
Oklahoma  and  Senator  Exon  firom  Nebraska,  held. 

At  that  time,  we  talked  about  what  a  qualified  farmer  is  under 
these  programs  that  you  and  the  President  have  made  known  to 
the  public  at  large.  Now,  is  it  not  a  fact  that  under  the  U.S.  De- 
p€ui;ment  of  Agriculture's  statistics,  8.8  percent  of  the  farmers 
would  not  meet  that  test?  They  are  not  qusdified  because  they  have 
debt-to-asset  ratios  in  excess  of  70  percent,  is  that  not  a  correct  sta- 
tistic? 

Secretary  Block.  I  would  like  to  ask  Under  Secretary  Naylor 

Senator  Dixon.  6.6  percent  between  70  and  100,  and  2.2  percent 
over  100,  for  a  total  of  8.8  percent. 

Mr.  Naylor.  Senator,  the  requirement  has  to  do  with  the  result- 
ing restructured  loan,  in  which  concessions  either  by  us  or  by  the 
commercial  banking  industry  would  be  made  to  bring  the  level 
down  below  the*  one-point  test. 

Obviously,  there  would  be  some,  that  the  judgment  would  be, 
that  under  no  conditions  could  you  help  them  because  of  the  heavy 
leveraging  or  other  problems. 

Senator  Dixon.  Well,  if  I  could  interrupt  because  of  the  time  con- 
straints, it  is  a  fact,  is  it  not,  that  your  own  statistics  show  that  8.8 
percent  of  the  American  farmers  in  America  today  have  debt-to- 
asset  ratios  in  excess  of  70  percent? 
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Mr.  Naylor.  Well,  in  the  group  that  we  are  talking  about,  that  is 
approximately  correct. 

Senator  Dixon.  Nine  out  of  every  100  farmers,  then. 

Now,  let  me  ask  you  this  question:  Is  it  not  a  fact,  in  truth,  that 
none  of  those  will  meet  the  qualified  farmers  test  that  my  friend, 
the  Secretary  of  Agriculture,  has  referred  to? 

Mr.  Naylor.  Senator,  I  think  we  need  to  clarify  here  that  the  re- 
quirement is  that  that  1-to-l  debt-to-asset  ratio  be  below  that  after 
the  debt  has  been  restructured  and  reduced.  So  we  are  talking 
about  making  either  concessions  in  principle  or  interest  which 
would  permit  that  adjustment  to  be  made  and  bring  down  that 
level  below  the  1-to-l  requirement. 

Senator  Dixon.  Are  you  suggesting  that  you  would  make  adjusts 
ments  in  respect  to  those  farmers,  then,  who  have  a  debt-to-asset 
ratio  in  excess  of  70  percent? 

Secretary  Block.  We  are  talking  about  debt  restructuring.  If  the 
lending  institutions  will  write  down  the  principle  enough,  they  can 
write  down  that  principle  to  where  the  debt-to-asset  ratio  is  below 
70  percent.  Once  they  do  that,  the  borrower  will  qualify.  Is  that  not 
right,  Frank? 

Mr.  Naylor.  Yes,  sir. 

Senator,  I  think  the  most  crucial  thing  that  we  have  sought  for 
our  farmers  is  to  reduce  their  debt  load  under  our  concession  or 
that  of  the  commercial  banks  to  where  they  have  sufficient  cash 
flow  to  be  able  to  pay  their  bills  and  have  some  reserves. 

That  perhaps  is  the  most  crucial  test  of  all  that  we  make  suffi- 
cient concessions  to  help  that  producer. 

Senator  Dixon.  Well,  let  me  jump  to  another  subject  here.  I  do 
not  want  to  take  all  my  time  on  that  question. 

Mr.  Secretary,  you  referred  to  the  fact  of  past  embargoes  and  the 
damage  they  have  done  to  the  farmers.  We  would  all  agree  on  this 
committee  with  that.  What  do  you  do  in  your  bill  this  year?  I  was 
the  sponsor  last  year,  as  you  know,  of  the  amendment  that  was 
adopted  to  the  Export  Administration  Act  that  provided  that  Presi- 
dents in  the  future  cannot  impose  embargoes  for  more  than  60 
days  without  a  majority  vote  in  the  House  and  Senate.  That  act,  of 
course,  died  in  conference  committee. 

Do  you  put  some  language  of  that  kind  in  the  act  this  year? 

Mr.  Russell.  Senator  Dixon,  it  basically  restates  current  law  as 
it  existed  under  the  1981  Act  that  this  committee  and  the  Congress 
passed  back  in  December  of  1981. 

Senator  Dixon.  You  mean  you  do  not  have  a  provision  in  there 
such  as  the  one  we  put  in  the  Export  Administration  Act  that 
would  put  the  Congress  in  the  game  with  respect  to  the  right  of  the 
President  in  the  future  to  declare  embargoes? 

Mr.  Russell.  That  is  correct. 

Senator  Dixon.  You  do  not? 

Mr.  Russell.  We  do  not. 

Senator  Dixon.  On  the  contract  sanctity  question  you  referred  to, 
Mr.  Secretary,  some  of  us  on  this  committee  were  cosponsors  of 
that  legislation,  as  you  know.  What  do  you  now  say  about  contract 
sanctity?  What  is  the  specific  provision  that  you  make  in  there? 
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Mr.  Russell.  Again,  Senator  Dixon,  it  is  a  statement  of  current 
law.  It  does  not  entail  the  additional  language  that  was  contem- 
plated by  you  and  others. 

Senator  Dixon.  So  the  fact  is  that  even  in  these  areas,  the  bill 
that  you  are  suggesting  to  us,  this  market-oriented  bUl,  does  not 
really  say  an3rthmg  concerning  the  language  that  Congress  has 
acted  on  the  last  2  years  in  a  row.  Incidentally,  I  am  not  critical  of 
this  administration  about  embargoes.  We  appreciate  the  fact  that 
the  President  lifted  that  last  one. 

But  I  think  it  is  important  to  have  language  in  there  to  put  the 
C!ongress  in  a  position  where  the  Congress  can  curtail  the  power  of 
the  President  with  respect  to  embargoes.  Now,  twice,  the  Congress 
has  acted  affirmatively  on  that,  on  the  Senate  side  where  the  ad- 
ministration has  its  people. 

And  I  should  think  that  the  administration  by  now  would  know 
that  there  is  very  substantial  support  for  curtailing  the  right  for 
future  embargoes.  I  would  like  to  request  that  you  consider  putting 
that  language  in  there,  and  the  contract  sanctity  legislation  that 
my  friend  from  Minnesota  and  myself  and  others  cosponsored  in 
past  sessions. 

Secretary  Block.  We  will  take  a  look  at  that,  Senator. 

Senator  Dixon.  Do  I  have  time,  Mr.  Chairman? 

The  Chairman.  Keep  rolling. 

Senator  Dixon.  Mr.  Secretary,  in  the  discussion  you  have  carried 
on  here  tsdking  about  opening  the  export  markets,  which  all  of  us 
would  agree  with  enthusiastically,  I  am  concerned  about  the  fact 
that  in. my  own  experience  here  in  a  short  time — as  you  know,  I 
think  it  was  last  year  I  sponsored  the  resolution  when  the  Europe- 
an Common  Market  tried  to  prevent  us  from  exporting  corn  gluten 
feed  into  the  European  Common  Market. 

They  were  going  to  contemplate  a  tax  on  vegetable  oils  there. 
Later,  then,  we  had  the  resolution  when  the  Canadian  hogjs  were 
coming  in  here  in  such  large  numbers.  Canada  subsidizes  its  hog 
farmers.  I  do  not  need  to  tell  a  hog  farmer  from  Galesburg  that  we 
do  not  subsidize  our  hog  farmers. 

The  point  I  wanted  to  make,  and  I  hear  the  bell  has  gone  off 
now,  there  are  any  number  of  these  instances.  There  is  the  fact 
that  New  Zealand  will  not  let  our  nuclear  ships  into  their  ports, 
treating  us  like  a  banana  republic. 

We  have  got  all  this  surplus  dairy  product  we  could  flood  the 
world  market  with,  and  that  is  all  that  New  Zealand  has  to  export 
into  the  world  market.  We  have  got  the  European  Common  Market 
thumbing  their  nose  at  us. 

Despite  what  you  may  have  said  about  beef,  commercial  grade 
beef  is  $27.50  a  pound  in  downtown  Tokyo,  and  we  just  took  the 
voluntary  restraints  off  automobiles  they  send  over  here. 

So,  what  I  am  trjdng  to  find  out  is  what  in  the  world  are  we 
doing,  if  we  are  doing  something  in  the  world  market?  There  is  no 
evidence  of  it.  [Applause.] 

Secretary  Block.  Well,  Senator,  I  think  that  your  point  is  well 
taken  that  we  need  to  be  aggressive.  As  you  know,  we  have  on  sev- 
eral occasions  moved  dairy  products  into  the  world  market  in  com- 
petition with  the  European  Community,  to  the  alarm  of  the  New 
Zealanders. 
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We  hkve  doubled  the  amount  of  beef  going  into  Japan;  they  have 
doubled  that  opportunity  for  us,  and  approximately  doubled  the 
amount  of  citrus  in  there.  So  there  have  been  some  very  tough  ne- 
gotiations going  on. 

But  I  would  not  close  the  door  on  more  dairy  products  going  into 
the  world.  There  is  every  reason  for  us  to  sell  some  in  the  future, 
so  that  door  is  open.  I  thmk  your  point  is  well  taken. 

Senator  Dixon.  Well,  Mr.  Secretary,  I  sure  do  not  think  we  owe 
any  New  Zealand  administration  the  courtesy  of  this  Government 
in  view  of  what  they  have  done  with  respect  to  our  Navy's  right  to 
operate  in  their  waters. 

I  thank  the  Secretary. 

Senator  Cochran  [presiding].  Senator  McConnell. 

Senator  McC!onnell.  Mr.  Secretary,  you  did  not  bring  up  tobac- 
co, and  certainly  I  was  not  planning  on  it.  But  in  response  to  Sena- 
tor Melcher's  observation  about  why  tobacco  might  not  be  included 
in  your  proposed  program,  I  might  say  that  tobacco  is  not  an  ap- 
propriate subject  since  tobacco  is  costing  the  Government  virtually 
nothing.  It  is  the  one  commodity  under  which  the  producers  them- 
selves are  assessed  for  the  cost  of  the  program. 

I  might  say  the  assessment  is  approaching  outrageous  amounts 
as  of  yesterday,  in  which  you  announced  it  is  going  from  9  cents  to 
30  cents,  a  233-percent  increase,  which  we  are  certainly  not  happy 
with,  but  I  do  make  the  point.  Senator  Melcher,  that  tobacco  pro- 
ducers are  paying  for  the  program  themselves.  That  is  an  appropri- 
ate reason  for  that  commodity  not  to  be  included  in  the  movement 
toward  the  free-market  economy  that  you  are  advocating  for  the 
other  commodities. 

Let  me  say,  Mr.  Secretary,  that  I  think  that  every  one  of  us  here 
today  has  said  in  a  slightly  different  way  that  the  key  to  the  sup- 
port of  most  of  us — certainly  of  this  Senator — for  the  rapid  move- 
ment toward  a  free-market  economy  is  going  to  depend  on  our  abil- 
ity to  expand  our  markets. 

Every  single  Senator  I  have  heard  here  on  both  sides  today  has 
been  concerned  about  promoting  exports,  and  I  think  it  is  in  that 
area  that  we  are  all  going  to  be  honing  in  on  and  looking  for  your 
creativitv  in  promoting  the  export  of  our  products.  It  seems  to  me 
that  is  obviously  the  key. 

I  will  3rield  back.  Senator  Cochran,  the  balance  of  our  time,  and 
let  us  go  on  down  the  aisle. 

Senator  Cochran.  Thank  you,  Senator. 

Senator  Boren. 

Senator  Boren.  Mr.  Secretary,  I  was  very  glad  to  hear  that  no 
one  had  deliberately  misled  the  President  on  that  statement  he 
made  in  which  he  repeated  in  two  separate  sentences  that  96  per- 
cent of  the  farmers  do  not  have  a  liquidity  crisis. 

I  gather  it  is  very  clear  that  this  was  a  misstatement  and  that  no 
one  in  the  Department  advised  him  of  that  figure.  Is  that  correct? 

Secretary  Block.  The  President  just  misspoke  and  I  think 
that 

Senator  Boren.  So  the  President's  statement  was  incorrect? 

Secretary  Block.  Yes,  it  is  incorrect,  absolutely. 

Senator  Boren.  All  right,  and  did  anyone  specifically  advise  the 
President  of  your  own  report,  which  I  am  anxious  to  have  you  re- 
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lease?  I  think  it  would  have  been  helpful  if  it  had  been  released  to 
the  Senate  before  we  had  the  vote.  Maybe  we  would  have  had  so 
man^  votes  that  there  would  not  have  been  any  tendency  to  veto. 

Within  1  vear,  according  to  your  own  projections,  65  percent  of 
the  farm  debt,  whereas  now  46  percent  of  the  $214  billion  of  farm 
debt  will  be  held  by  farmers  who  have  liquidity  problems,  who 
have  a  debt-to-asset  ratio  above  40.  Additionally,  you  assume  a  five- 
point  decline  in  land  values,  which  I  think  is  venr  optimistic.  If  we 
had  an  eight-point  decline  and  lost  iy2  percent  of  our  farmers,  it  is 
very  optimistic  to  say  it  is  only  fall  5  percent  if  we  lose  5  percent  of 
our  farmers,  which  you  yourself  are  estimating. 

We  will  have  65  percent  of  the  $214  billion  of  debt  in  the  hands 
of  those  with  debt-to-asset  ratios  above  40  percent.  Was  the  Presi- 
dent specifically  advised  of  that  before  he  took  this  action  yester- 
day? 

Secretary  Block.  Yes,  sir.  The  President  has  all  of  these  latest 
figures. 

Senator  Boren.  So  he  had  those  figures.  What  about  the  fact- 
sheet?  We  get  into  another  point.  This  is  the  factsheet  handed  out 
by  the  White  House  yesterday  that  savs  that  one  of  the  reasons  he 
is  vetoing  the  bill  is  that  it  takes  the  $650  million  cap  off  the  Loan 
Guarantee  Program. 

Was  the  President  informed  that  he  himself  had  agreed — and, 
again,  you  and  I  know  what  was  said  in  your  letter,  and  it  states 
by  authority  of  the  President  that  the  cap  was  removed.  We  were 
told  again  and  again  that  if  it  took  $2  billion  or  $3  billion,  what- 
ever it  took,  it  would  be  available.  We  have  heard  that  statement 
repeated  today. 

Why  did  the  President  again  refer  to  a  $650  million  cap  in  the 
fact  statement  issued  by  the  White  House,  as  he  was  informing  the 
American  people  yesterday,  when  he  himself  had  already  agreed 
the  week  before  in  negotiations  to  remove  that  cap? 

Secretary  Block.  I  do  not  have  that  fact  statement  before  me. 
Senator,  but  I  think 

Senator  Boren.  Well,  I  will  quote  it  to  you.  It  says,  "It  substan- 
tially and  unnecessarily  increases  the  level  of  loan  guarantees  for 
debt  adjustment  of  borrowers  served  by  private  lenders  above  the 
administration's  $650  million  program.''  And,  as  I've  said,  he  had 
already  agreed  to  remove  the  cap  the  week  before. 

Secretary  Block.  Well,  it  certainly  does  not  suggest,  then,  that 
that  cap  is  there  and  it  cannot  be  moved.  I  think  you  have  to  ana- 
lyze the  statement. 

Senator  Boren.  Why  was  it  said,  then? 

Secretary  Block.  The  President  has  said  more  than  once  and  he 
has  made  it  very  clear — and  my  letter.  Senator,  to  you  that  I 
handed  to  you  and  other  Senators  points  out  clearly  that  I  have 
talked  to  the  President,  and  it  is  true.  I  talked  to  him  that  day  that 
I  gave  you  the  letter  and  he  understands,  and  we  all  agree,  that  if 
that  money  is  used,  there  will  be  more  money. 

Now,  I  do  not  understand  the  exact  wording  of  that  thing,  but 
there  is  more  money  there  if  the  need  is  there.  I  hope  the  banking 
institutions  go  in  and  make  it  work  because  we  want  it  to  work. 

Senator  Boren.  I  have  to  only  say  I  assume  it  was  there  to  imply 
to  the  American  people  there  was  more  cost  to  these  bills  than 
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there  really  was  because  he  had  already  agreed  to  remove  the  $650 
million  cap. 

Let  me  ask  this  question:  In  a  briefing  which  we  had  in  a  break- 
fast meeting,  many  members  of  the  House  and  Senate  agriculture 
committees,  at  the  Department  several  days  ago,  as  I  understand  it 
the  estimate  was  given — and  I  believe  you  were  the  person  who 
gave  the  estimate — that  under  the  administration's  farm  bill,  the 
Department  estimates  that  net  farm  income  will  fall  during  the 
coming  year  by  approximately  20  to  30  percent.  Is  that  correct? 

We  have  heard  some  figures  on  gross  income,  but  the  problem  is 
farmers  cannot  pay  off  their  debt  with  gross  income  if  they  do  not 
have  a  profit.  So  we  are  a  little  interested  in  that. 

Secretary  Block.  Were  we  talking  about  1986,  Senator? 

Senator  Boren.  Yes. 

Secretary  Block.  That  is  about  right,  but  if  you  look  at  our 
charts,  it  is  probably  going  to  be  close  to  that  even  if  we  went  with 
a  mandatory  program. 

Senator  Boren.  So  you  assume  under  the  program  that  you  have 
outlined  that  there  will  be  approximately  a  20-percent  reduction  in 
net  income.  Then  we  have  the  figure  given  in  your  report,  in  your 
Bulletin  490,  that  indicates  that  for  us  to  have  positive  cash-flow 
for  family  farms,  commodity  prices  need  to  go  up  by  32  percent. 

We  already  have,  as  I  said,  46  percent  of  the  debt  in  the  hands  of 
those  that  are  experiencing  severe  problems.  Mr.  Secretary,  to  be 
very  blunt  about  it,  you  are  proposing  something  that  you  yourself 
think  will  result  in  another  20  percent  decline  in  net  income.  We 
were  told  in  my  home  State  90  percent  of  the  farmers  lost  money 
last  year.  We  need  a  32-percent  increase  to  have  a  positive  cash- 
flow. 

Do  you  think  that  given  the  amount  of  production  that  we  now 
have  in  this  country  and  the  world  market  conditions,  that  really 
what  is  behind  this  program  is  a  feeling  on  the  part  of  the  Depart- 
ment that  there  are  too  many  farmers  in  this  country  and  that 
there  should  be  some  program  adopted  to  phase  those  people  into 
other  kinds  of  occupations? 

Secretary  Block.  Senator,  you  know  that  I  do  not  believe  that. 
You  know  that  I  would  like  to  see  all  of  the  farmers  that  are  on 
the  land  stay.  We  have,  however,  in  the  last  SOvears  seen  an  evo- 
lutionary process  of  farmers  leaving  the  land.  They  leave  for  a  lot 
of  different  reasons. 

I  believe  the  main  reason  they  have  left  is  advancing  technology 
which  has  effectively  seen  man  displaced  by  machines.  That  is 
going  to  continue,  probably,  to  some  degree.  I  hope  it  does  not  ac- 
celerate. 

I  know  that  we  are  in  a  period  right  now  with  tough  times  in 
rural  America.  It  could  not  be  any  tougher,  probably;  I  guess  it 
could,  but  it  is  pretty  rough.  And  we  are  probably  going  to  see 
more  casualties  now  than  we  would  see  under  normal  conditions. 

For  the  whole  committee  and  anyone  listening,  you  know  we  can 
provide  more  income  to  agriculture,  I  guess,  in  only  one  way  that  I 
know  of  right  now,  and  that  is  if  the  Government  spends  more.  It 
is  going  to  be  depending  on  how  much  this  committee  and  the  Con- 
gress and  the  administration  and  the  people  of  the  country  are 
willing  to  spend  on  farmers. 
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If  we  decide  that  x  amount  is  the  right  amount,  the  same 
amount  we  spent  last  year,  more  money  or  less  money,  that  is 
going  to  be  the  decision.  But  moving  to  a  market-oriented  policv 
versus  moving  to  a  mandatory  or  heavy  control  policy — the  truth 
really  is  in  the  long  run  farmers  are  going  to  make  more  money 
with  market-orienteid  agriculture  than  they  are  with  mandatory 
controls. 

Mandatory  controls  are  not  going  to  put  more  money  in  the 
farmer's  pocket,  and  I  think  that  is  just  the  simple  fact  and  that  is 
what  we  are  trjdng  to  point  out  today.  We  have  a  tough  choice  to 
make,  but  we  ought  to  make  a  choice  that  is  going  to  be  in  the  best 
longnm  interest  of  agriculture. 

"nie  Chairbian.  The  next  three  Senators  are  Senator  Hawkins, 
Senator  Pryor,  and  Senator  Harkin,  and  following  them  Senator 
Boschwitz  and  Senator  Cochran. 

Senator  Hawkins. 

Senator  Hawkins.  I  have  several  questions  to  ask  you.  Secretary 
Block.  You  have  been  answering  them  for  many  days  now  and  I 
appreciate  your  tolerant  attitude  and  your  willing  spirit  to  get  the 
farmers  farming  again. 

I  would  like  to  associate  myself  with  the  remarks  that  Senator 
Leahy  made.  He  said  that  we  are  the  only  country  with  military 
power  that  feeds  itself  We  feed  ourselves  and  our  enemies.  Now, 
that  makes  a  big  difference  when  you  look  at  it  that  way. 

I  am  concerned  about  exports.  You  and  I  have  sat  in  many  a 
meeting.  We  have  filed  chaises  against  the  Japanese  with  their  at- 
titude toward  citrus,  and  it  caused  such  a  stir,  that  it  almost 
became  an  international  incident.  But  we  are  serious  and  our  ef- 
forts are  working,  however  slowly. 

But  to  follow  up  on  all  the  questions  that  the  Senators  have  said, 
what  tools  do  you  have?  What  tools  can  we  give  you  on  the  Agricul- 
ture Committee,  or  does  it  take  another  committee  to  meet  on  this 
to  give  you  the  proper  tools  to  make  sure  that  we  have  fair  compe- 
tition? 

Secretary  Block.  Senator,  I  believe  that  basically  the  tools  are 
there  today,  but  the  backing  and  support  and  encouragement  of 
Congress  by  passing  legislation  that  requires  that  certain  things 
occur  if  we  do  not  see  some  progress  made — I  think  that  can  be 
helpful. 

I  do  not  know  that  you  would  call  that  a  tool  because  it  is  not  a 
tool,  but  it  certainly  is  a  kind  of  encouragement  that  can  be  useful 
to  us  in  approaching  the  problems  of  unfair  competition  in  agricul- 
tural trade. 

Senator  Hawkins.  Well,  I  would  like  to  work  with  you  on  devel- 
oping a  hammer  that  we  could  use  that  would  be  less  expensive 
than  if  the  Defense  Department  bought  it,  but  that  we  could  use  on 
these  countries  because  obviously  we  have  to  get  their  attention. 

We  are  trying  here  today,  as  I  understand  it,  to  work  on  an  agri- 
cultural bill.  It  is  not  only  a  farm  bill,  but  an  agriculture  bill,  and 
we  are  here  to  work  on  developing  a  working  agricultural  bill. 

It  looks  to  me  like  the  money  is  there  under  your  debt  reduction 
plan  for  the  credit  emergencies  that  many  farmers  are  experienc- 
ing. Is  there  anvthing  in  the  future  we  can  do  to  get  the  banks  to 
go  along  with  it? 
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I  mean,  you  have  said  several  times  in  your  testimony  that  this 
will  work  if  the  banks  allow  it — that  is  a  pretty  big  predicate. 

Secretary  Block.  Well,  the  agricultural  bill  will  not  become  law 
in  time  to  be  helpful.  Really,  we  are  not  going  to  pass  an3rthing  to 
change  the  situation.  I  believe  that  the  adjustments  that  we  have 
made  in  the  regulations,  which  were,  in  fact,  requested  by  the 
banking  institutions — we  will  open  the  door  for  the  program  to 
work  and  I  am  very  optimistic. 

I  predict,  indeed,  that  they  will  use  the  money.  They  are  going  to 
go  ahead  and  make  it  work.  They  have  been  standing  back  watch- 
ing to  see  what  was  going  to  develop  in  the  Congress,  and  it  is  time 
we  said  this  is  it;  go  make  it  work.  The  planters  are  going  to  be 
running  very  soon  and  we  need  to  get  the  money  out  in  the  farm- 
ers hands. 

Senator  Hawkins.  I  may  have  several  other  questions  for  you  re- 
garding the  marketing  practices  of  other  countries. 

I  appreciate  so  much  your  being  here  today.  Thank  you. 

Secretary  Block.  Thank  you.  Senator. 

The  Chairman.  Thank  you,  Senator. 

Senator  Pryor. 

Senator  Pryor.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  one  of  the  areas  we  have  discussed  is  this  so-called 
strong  export  section  in  your  legislation.  Would  not  a  different 
treatment  of  cargo  preference  on  agricultural  commodities,  shipped 
overseas,  be  a  possible  tool? 

Secretary  Block.  Senator,  you  are  absolutely  right,  and  I  believe 
it  is  time  we  took  a  new  look  at  cargo  preference  and  how  it  is  ap- 
plied because  of  the  fact  that  cargo  preference  has  now  been  ex- 
tended to  blended  credit. 

I  believe  that  is  excessive,  but  the  court  ruled  accordingly  and  it 
is  time  we  figured  out  a  way  to  let  someone  else  pay  the  cost  of 
cargo  preference  and  not  charge  the  American  farmer. 

Senator  Pryor.  Now,  Mr.  Secretary,  Senator  Leahy  just  a  few 
moments  ago  asked  you  a  question  something  like  this:  Is  there 
any  farm  group  that  supports  the  section  on  dairy? 

Let  me  ask  a  broader  question.  Is  there  any  farm  group  in  Amer- 
ica, thus  far,  that  has  come  out  in  support  of  your  agriculture  pro- 
gram? Is  there  any  farmer  in  America  who  has  come  out  for  your 
agriculture  program? 

Secretary  Block.  No,  sir,  and  I  do  not  think  that  it  can  be  ex- 
pected. The  program  is  very  broad  in  scope;  it  covers  all  commod- 
ities— basically,  all  the  commodities  that  are  up  for  renewal  this 
year. 

Certainly  not;  there  is  no  farm  organization  or  group  that  sup- 
ports the  whole  package.  I  will  say — and  I  am  firmly  convinced  of 
this  and  I  believe  that  the  direction  we  are  talking  about  is  the 
right  direction,  and  the  vast  mcgority  of  farmers  do  believe  in.  No. 
1,  some  kind  of  finite  budget  control  as  we  address  farm  programs; 
and,  No.  2,  farm  policy  that  provides  for  less  Government  and  not 
more. 

If  we  can  succeed  in  moving  in  those  two  principal  directions,  we 
will  have  made  some  progress  in  agricultural  policy,  and  that  has 
broad  support. 
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Senator  Prtor.  Mr.  Secretary,  do  you  agree  or  do  you  disagree 
with  Uie  statements  made  in  the  last  several  weeks  by  the  Dir^tor 
of  the  Office  of  Management  and  Budget,  Mr.  Stoclunan,  relating 
to  the  agriculture  policy  of  our  country? 

Secretary  Block.  I  did  not  appreciate  the  way  Mr.  Stockman 
characterized  the  American  farmer.  I  believe  that  the  problems  the 
American  farmer  faces  today  have  been  certainly,  in  part,  the 
farmers'  fault,  but  I  believe  in  l£u*ge  part  to  circumstances  beyond 
the  farmers  control. 

Many  of  those  circumstances — powerful  international  forces  of 
collapse  in  the  world  economy  and  a  strong  dollar  and  high  inter- 
est rates — the  farmers  have  been  trying  to  hold  back  the  storm  and 
I  look  upon  the  American  farmer  as  a  hero  in  the  eyes  of  the 
world. 

Senator  Pryor.  Mr.  Secretary,  many  farmers  across  America  say 
that  all  the  export  subsidies,  all  of  the  tools  that  we  have  in  inter- 
national trade,  and  all  the  other  things  that  we  discuss  do  not  have 
the  bearing  as  much  as  if  there  were  something  in  this  legislation 
or  some  other  piece  of  legislation  that  relates  to  price,  p-r-i-c-e,  for 
those  commodities  the  farmer  produces. 

What  is  there  in  this  piece  of  legislation  that  would  give  a 
farmer  in  this  room  or  anywhere  in  America  at  least  the  faintest 
hope  that  the  price  of  the  product  he  produces  might  go  up  so  that 
he  can  ultimately  have  a  positive  net  income? 

Secretary  Block.  Well,  Senator,  one  thing  the  legislation  does 
not  do  is  it  really  does  not  guarantee  a  price,  this  Agricultural  Ad- 
justment Act.  I  know  that  there  are  those  that  think  there  should 
be  a  guaranteed  price,  and  I  appreciate  their  point  of  view. 

But  I  believe  that  if  you  guarantee  a  price,  in  the  final  analysis 
you  are  going  to  have  more  and  more  people  shooting  for  that  price 
and  producing  more  in  the  United  States  and  other  countries,  and 
this  will  precipitate  severe  controls  on  production.  We  will  have  to 
look  at  this  mandatory  production  control  program  of  some  sort 
that  I  pointed  out  here  earlier. 

So  that  is  one  way  to  get  a  price,  but  I  do  not  think  it  is  in  the 
long-range  best  interests  of  agriculture. 

Senator  Pryor.  As  to  competing  with  our  trading  allies,  Mr.  Sec- 
retary, could  you  furnish  this  committee  any  proof  that  if  we 
adopted  this  section  of  your  proposal  that  the  Department  of  State 
would  be  in  support  of  and  that  they  would  amply  come  forward 
with  the  sanctions  or  the  leverage  we  need  to  force  some  changes 
in  our  trading  policy? 

Secretary  Block.  Senator,  this  Agricultural  Adijustment  Act,  in- 
cluding the  tough  trade  policy  in  the  trade  title,  was  approved  by 
the  State  Department  and  is  the  President's  policy,  and  we  are  pre- 
pared to  go  forward  with  it  if  it  is  passed. 

Senator  Pryor.  But  what  proof  can  you  show  us  that  the  State 
Department  will  stand  behind  the  farmers  of  this  country  and  help 
regain  some  of  those  markets? 

Secretary  Block.  Well,  the  proof  is  that  it  is  the  President's  farm 
bill.  It  is  not  the  State  Diepartment's  farm  bill,  and  the  President  is 
in  charge. 

Senator  Pryor.  Does  anyone  at  the  State  Department  have  any 
interest  in  American  farmers? 
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Secretary  Block.  I  believe  that  Secretary  Shultz  is  interested  in 
the  American  farmers,  not  to  the  extent  that  he  knows  farms  in 
Kansas  or  Illinois.  He  does  have  a  farm  in  Vermont. 

However,  his  interest  in  agriculture  is  because  he  is  interested  in 
the  country.  He  is  an  economist.  He  knows  how  important  agricul- 
ture is  to  this  country,  and  consequently  he  does  have  an  interest 
in  agriculture. 

I  will  report  to  this  committee  that  Secretary  Shultz  has  been 
very  helpful  in  working  on  trade  issues,  and  I  have  not  found  the 
Secretary  to  be  anything  but  very  accommodating  to  agriculture's 
needs.  We  will  continue  to  push  ahead. 

Senator  Pryor.  Thank  you,  Mr.  Secretary. 

The  Chairman.  The  Chair  would  note  that  Senator  Harkin  will 
be  next.  Senator  Boschwitz,  if  he  returns,  will  be  next,  and  then 
Senator  Cochran. 

If  I  may  interpose  a  question  here,  you  had  to  respond  no,  Mr. 
Secretary,  when  you  were  asked  if  there  was  any  farm  organization 
or  any  farmer  who  supported  your  bill,  your  proposal. 

Let  us  put  it  the  other  way.  Do  you  know  of  any  farmer  or  any 
farm  organization  supporting  the  continuation  of  the  present 
policy? 

Secretary  Block.  No,  and  I  do  not  know  of  any  farm  organization 
that  ever  supported  any  farm  bill  that  has  come  forward  in  total. 

The  Chairman.  Senator  Harkin. 

Senator  Harkin.  Thank  you  very  much,  Mr.  Chairman. 

I  just  want  to  follow  up  on  one  question  and  I  want  to  read  the 
quote  directly  as  it  was  taken  from  the  wires  yesterday  when  the 
President  vetoed  the  legislation. 

The  truth  of  the  matter  is  that  those  in  need  of  immediate  help  are  less  than  4 
percent,  or  about  4  percent,  at  best,  of  all  the  farmers  in  the  United  States;  96  per- 
cent do  not  have  liquidity  problems. 

That  is  a  direct  quote  from  the  President. 

Now,  did  you  say  that  that  was  wrong? 

Secretary  Block.  Yes,  sir,  that  is  wrong  and  it  is  misstated. 

Senator  Harkin.  Well,  who  gave  him  those  figures? 

Secretary  Block.  He  misspoke  because  he  has  said  before,  and  he 
understands,  that  about  4  to  5  percent  of  the  farmers  are  going  to 
fail.  That  is  what  he  is  really  talking  about.  The  4  percent  have 
liquidity  problems  to  the  extent  that  they  are  going  to  fail.  He 
knows  quite  well  that  there  are  many  more  than  that  that  are  in 
very  severe  financial  condition. 

Senator  Harkin.  Well,  I  hope  that  you  will  correct  him,  but  I 
hope  you  will  also  take  your  most  recent  document  coming  out  of 
the  Department  of  Agriculture  which  says  that  30,000  farms  were 
insolvent,  having  debt-to-asset  ratios  over  100  percent,  and  these 
owed  6.5  percent  of  all  farm  debt. 

When  you  add  those  up  with  the  34,000  that  have  debt-to-asset 
ratios  between  70  and  100  percent,  actually  you  have  almost  10 
percent  of  the  family-size  farms.  So  even  if  he  was  saying  4  per- 
cent, he  is  not  right,  of  those  that  are  going  to  go  under. 

What  you  are  saying  is  about  10  percent  from  your  own  data. 
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Secretary  Block.  I  do  not  think  those  will  all  go  under.  Some  of 
those  with  debt-to-asset  ratios  beyond  70  to  100  percent  will  not 
fail.  They  may  eventually,  but  I  do  not  believe  they  will  fail  this 
year.  Senator.  [Laughter.] 

Senator  Harkin.  Oh,  I  see.  So  it  is  this  year,  then,  not  next  year, 
all  right.  I  just  hope  that  you  would  correct  the  President  on  that 
because  it  has  been  my  feeling  for  a  long  time  that  he  really  is  not 
understanding  the  severity  of  this  problem  that  confronts  us. 

As  I  said  the  other  day,  you  know,  you  can  look  at  these  averages 
and  you  can  say  that  an  average  of  maybe  6  percent  or  4  percent, 
or  whatever  you  want  to  say,  in  the  country  are  in  problems,  but  in 
Iowa  it  is  much  greater  than  that.  Iowa  State  University  said  that 
28  percent  of  our  farmers  are  slipping  into  insolvency. 

And  last  time  I  checked,  Iowa  was  still  part  of  our  great  Nation 
of  ours,  you  know.  We  are  still  part  of  the  Federal  Union.  Telling 
our  farmers  this  average  business  is  like  telling  a  20-year-ola 
person  that  is  dying  of  cancer  that  the  average  life  expectancy  in 
the  United  States  is  72.  It  really  does  not  mean  much. 

That  is  what  is  happening  in  Iowa.  We  are  dying  and  we  do  not 
care  about  these  averages.  We  know  what  is  happening  in  Iowa 
and  we  think  that  it  is  time  for  this  Nation  to  do  something  about 
helping  these  farmers  not  only  in  Iowa,  but  in  other  States. 

Now,  let  me  ask  you,  under  your  program  that  you  have  asked  to 
consider  and  to  pass,  what  is  going  to  happen  to  the  net  income  of 
our  family-size  farmers  over  the  next  3  to  5  years?  What  will  the 
net  income  be  to  those  farmers?  Will  it  go  up  or  will  it  go  down? 

Secretary  Block.  The  first  2  years,  the  net  income  will  be  down 
and  then  it  will  be  higher  than  it  would  have  been  before  as  it  goes 
up  the  last  of  the  5  years.  The  only  way  to  keep  it  from  going  down 
in  the  early  years  is  to  have  more  government  payments.  You 
cannot  keep  it  from  going  down  by  mandatory  controls. 

Senator  Harkin.  Well,  Mr.  Secretary,  let  me  read  from  your  pub- 
lication that  just  came  out  comparing  permanent  legislation  and  no 
farm  program  at  all.  Average  net  income  per  farm  in  1984  aver- 
aged $14,400,  $11,400  in  1985,  and  now  starting  in  1986  under  your 
proposed  bill  it  would  drop  to  $6,850,  $7,100  in  1987,  $8,750  in  1988, 
$7,850  in  1989,  and  $8,400  m  1990. 

That  is  what  you  are  estimating  will  happen  to  net  farm  income. 
Is  that  what  you  want? 

Mr.  Russell.  Senator  Harkin,  that  publication  that  you  are  read- 
ing from  is  a  comparison  of  going  back  to  permanent  law,  to 
1938— 

Senator  Harkin.  I  did  not  read  permanent  law.  I  read  what  you 
said  would  be  the  net  farm  income.  I  will  give  it  to  you;  it  is  on 
page  41. 

Mr.  Russell.  You  did  not  let  me  finish.  That  is  a  comparison  of 
permanent  law  to  having  no  farm  legislation  whatsoever.  It  is  the 
two  extremes  that  we  studied. 

Senator  Harkin.  But  that  is  your  bill,  under  no  supports.  If  you 
look  at  the  front  of  your  book,  the  listing  you  have  under  no  sup- 
ports is  your  legislation  that  you  have  proposed  to  us. 

Mr.  Russell.  No.  Our  legislation  is  not  no  supports.  We  have  a 
series  of  target  prices  and  price  supports  that  are  phased  down  to 
marketH>riented  levels  over  a  period  of  5  years. 
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Senator  Harkin.  Do  you  have  any  economic  data  that  will  show 
us  what  net  farm  income  is  projected  to  be  for  these  outyears 
under  your  legislation? 

Mr.  KussELL.  I  can  give  you  some  figures  on  net  cash  income.  I 
do  not  have  the  figures  for  net  farm  income,  but  I  do  for  net  cash 
income. 

Senator  Harkin.  Well,  I  would  like  to  have  those  sometime.  If 
you  do  not  have  them  now,  you  can  send  them  up  sometime.  I 
would  like  to  take  a  look  at  them.  I  would  like  to  have  Iowa  State 
take  a  look  at  them,  too. 

Mr.  Russell.  That  publication  you  are  reading  from  is  not  a  com- 
parison of  our  bill  to  permanent  legislation.  It  is  having  no  farm 
programs  to  permanent  legislation. 

Senator  Harkin.  Well,  why  would  you  have  a  whole  publication 
in  which  you  examine  no  supports  at  all  when  no  one  is  even  talk- 
ing about  that. 

Mr.  Russell.  Because  we  thought  it  was  important  to  compare 
what  the  two  extremes  would  be  from  the  debate  standpoint.  In 
other  words,  the  debate  is 

Senator  Harkin.  But  no  one  is  proposing  either  one  of  those  ex- 
tremes. I  mean,  why  waste  all  the  time  and  energy  of  the  Eoonomic 
Research  Service?  Let  us  take  a  look  at  what  you  are  proposing 
compared  to  some  of  the  alternatives  that  others  have. 

Mr.  Russell.  Well,  we  do  have  the  analysis  done  relative  to  our 
bill. 

Senator  Harkin.  I  beg  your  pardon? 

Mr.  Russell.  We  do  have  analysis  done  relative  to  our  bill. 

Senator  Harkin.  Well,  I  have  not  seen  it.  You  have  not  sent  it 
up;  you  have  not  sent  it  up  to  us  to  take  a  look  at. 

Mr.  Russell.  No,  we  have  not. 

Senator  Harkin.  Well,  I  would  sure  like  to  take  a  look  at  it 
before  we  start  doing  it.  You  will  send  up  the  economic  data  to  sup- 
port your  legislation? 

Mr.  Russell.  Yes,  sir,  we  will. 

Senator  Harkin.  I  would  appreciate  that. 

Just  a  last  thing,  Mr.  Secretary.  We  always  hear  this  t£dk  about 
world  market-clearing  prices,  just  to  follow  up  when  I  talked  to  you 
the  other  day  when  you  appeared  before  the  Appropriations  Com- 
mittee. 

Can  you  tell  me  what  the  world  market  price  is  of  a  bushel  of 
com?  I  checked  the  other  day.  In  Iowa,  it  was  $2.43,  in  central 
Iowa.  It  was  about  $2.73  in  Chicago.  It  was  $3.75  in  Rotterdam,  and 
about  $5.60  in  the  European  Community. 

Could  you  tell  us  what  is  the  world  market  price  for  a  bushel  of 
com? 

Secretary  Block.  The  price  of  that  bushel  of  com  varies  in  differ- 
ent parts  of  the  world  depending  on,  No.  1,  transportation.  It  is  not 
worth  as  much  out  in  the  heartland  of  Iowa  or  Minnesota  as  it  is 
on  the  river  someplace,  so  the  transportation  ch£u*ge  is  different. 

It  is  worth  a  different  price  in  the  European  Economic  Communi- 
ty because  of  their  levy  svstem.  So,  depending  on  where  you  are 
looking,  there  is  going  to  be  a  different  price,  but  the  countries  of 
the  world  are  idl  competing  for  the  markets  wherever  they  are,  so 
there  is  a  world  market  price. 
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When  a  country  is  looking  to  buy  a  bushel  of  com,  they  will  shop 
around  to  see  where  they  can  get  that  bushel  of  com,  equal  quality, 
at  the  best  price.  And  if  we  are  unprepared  to  compete  in  that 
world  market,  it  will  be  bought  someplace  else. 

Senator  Haiikin.  Well,  my  time  is  up,  but  I  would  like  to  pursue 
this  with  you  further.  Thank  you. 

The  CHAiRBfAN.  Senator  Cochran. 

Senator  Cochran.  Thank  you,  Mr.  Chairman. 

This  morning,  Mr.  Secretary,  we  had  an  opportunity  to  hear  a 
presentation  of  a  proposal  by  the  National  Council  of  Farmer  Coop- 
eratives for  a  support  program  that  would  be  different  in  some  in- 
teresting aspects  from  the  program  that  we  have  now  under  cur- 
rent law. 

Specifically,  it  would  take  the  Commodity  Credit  Corporation  out 
of  the  business  of  marketing  commodities  that  end  up  being  forfeit- 
ed under  the  loan  program,  and  it  would  permit  farmers  to  actual- 
ly be  in  the  business  of  doing  their  own  selling. 

Have  you  had  a  chance  to  take  a  look  at  that  proposal  at  this 
point? 

Secretary  Block.  I  have  looked  at  it.  Senator,  and  I  would  ask 
Randy  Russell  to  comment  on  it.  He  is  veiy,  very  familiar  with  it. 

Senator  Cochran.  Well,  let  me  ask  you  this:  As  I  understand  the 
proposal,  one  thing  that  would  be  changed  immediately  would  be 
the  provision  of  the  law  now  that  prohibits  the  sale  of  commodities 
by  the  Commodity  Credit  Corporation  for  any  amount  less  than  115 
percent  of  the  loan  rate. 

Is  that  your  understanding,  that  this  is  the  same  proposal  we  are 
talking  about? 

Mr.  Russell.  Yes,  sir. 

Senator  Cochran.  What  is  wrong  with  making  that  change  in 
the  law? 

Mr.  Russell.  Well,  Senator  Cochran,  I  think  it  has  to  be  viewed 
in  terms  of  what  else  you  are  going  to  put  with  that  program.  In 
and  of  itself,  what  the  loan  rate  effectively  becomes  is  a  target 
price  under  that  system.  When  you  make  the  loan  after  harvest, 
under  the  plan  proposed  by  the  National  Council  of  Farmer  Co-ops, 
the  producer  would  pay  it  back  at  the  monthly  price  whenever  ne 
chose  to  repay  it. 

So  if  you  took  a  loan  out  at  $2.50  for  corn  and  the  monthly  price 
in  February  was  $2.30,  you  would  only  repay  it  at  $2.30.  So,  in 
effect,  it  is  a  deficiency  pa3rment  program.  Now,  if  you  threw  a 
target  price  on  top  of  that,  let  us  say,  at  $3.03,  where  the  com 
target  price  is  today,  then,  in  effect,  the  producer  is  facing  is 
double  deficiency  pa3rment,  and  that  could  be  a  very  costly  program 
if  a  target  price  is  put  on  top  of  that. 

Senator  Cochran.  That  is  assuming  that  the  market  price  is 
going  to  be  forced  downward  very  sharply.  It  could  be  an  expensive 
program,  but  it  does  not  necessarily  have  to  be  an  expensive  pro- 
gram. 

Mr.  Russell.  That  is  correct.  Under  the  assumption  I  made,  it 
would  be.  Depending  on  where  the  market  price  was,  it  could  be  no 
cost. 

Senator  Cochran.  Under  that  program,  too,  there  would  be,  as  I 
understand  it,  no  limitation  of  payment  to  any  individual  farmer. 
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Mr.  Russell.  That  is  correct. 

Senator  Cochran.  Comparing  that  with  your  proposal,  you  are 
suggesting  a  $20,000  pa3rment  limitation,  are  you  not? 

Mr.  Russell.  Yes,  sir. 

Senator  Cochran.  I  have  some  questions  that  I  have  prepared 
which  I  want  to  submit  in  writing  relating  to  the  donation  of  some 
ultra-high-temperature  milk  through  private  humanitarian  organi- 
zations. 

There  was  a  provision  of  the  1984  act  that  has  some  guidance  for 
that  program,  and  I  hope  you  will  be  able  to  respond  to  these  ques- 
tions in  due  course. 

Secretary  Block.  Yes,  sir. 

Senator  Cochran.  Mr.  Chairman,  I  do  not  have  any  other  ques- 
tions, except  to  say  that  I  appreciate  the  Secretary  being  here 
before  the  committee  today.  We  had  an  Appropriations  Committee 
hearing  at  which  he  testified  this  week.  He  is  spending  a  lot  of 
time  up  here  on  the  Hill. 

We  appreciate  your  being  here  and  helping  the  committee  with 
your  testimony. 

Senator  Block.  Thank  you.  Senator. 

The  Chairman.  Let  us  see  what  our  time  situation  is.  You  have 
been  here  over  two  hours,  Mr.  Secretary,  and  someone  told  me  you 
had  a  commitment  at  4:30  at  your  office.  Is  that  correct? 

Secretary  Block.  Yes,  4:30. 

The  Chairman.  All  right.  I  know  that  at  least  two  Senators  have 
indicated  they  wanted  to  have  at  you  one  more  time.  Senator  Mel- 
cher  was  the  first. 

Senator  Melcher.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  is  it  true  that  this  market  orientation  as  you  use 
it  in  effect,  is  lowering  the  price  to  sell  more  abroad  and  would 
result  in  2  or  3  years  of  lower  prices?  Is  that  correct? 

Secretary  Block.  Prices  would  be  lower  for  2  or  3  years. 

Senator  Melcher.  Let  me  make  an  observation.  Probably,  the 
total  supply  of  food  in  the  world  is  about  what  we  need.  It  is  the 
distribution  of  food  that  has  interfered  with  getting  it  where  it  is 
needed. 

We  have  had  study  after  study.  One  of  the  more  recent  was,  I 
think,  released  just  10  days  ago  a  physician  study  on  hunger  in 
America.  They  have  stated  that  their  findings  are  that  20  million 
people  in  America  are  hungry  to  the  point  of  needing  more  nour- 
ishment. They  are  malnourished  to  some  extent. 

Just  few  days  more  than  a  year  ago,  a  study  released  by  the  Uni- 
versity of  Mexico  showed  that  35  percent  of  their  entire  population 
was  malnourished.  I  only  mention  those  two  studies.  There  are 
many  others,  all  of  which  indicate  that  the  supply  of  food  in  the 
world  is  probably  not  overly  abundant  for  the  needs. 

You  mentioned  wheat.  In  fact,  you  give  it  quite  a  little  mention 
here  in  your  examples.  You  are  talking  about  wheat  as  if  there  is  a 
huge  surplus,  and  there  is  more  surplus  than  I  think  is  necessary 
and  I  think  it  does  drag  down  the  price. 

But  you  testify  that  on  one  hand,  we  want  to  get  this  surplus  of 
wheat  down,  but  then  on  the  other  hand  your  testimony  does  not 
mention  the  fact  that  not  all  of  the  opportunities  for  using  surplus 
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wheat  in  our  food  programs  have  been  utilized.  I  want  to  mention 
one  in  particular  and  that  is  section  416. 

I  do  not  think  there  has  been  one  single  bushel  of  wheat  utilized 
under  section  416  to  date,  has  there? 

Secretary  Block.  I  think,  Senator,  you  are  talking  about  export 
movement  of  wheat  through  416  to  hungry  people? 

Senator  Melcher.  That  is  correct. 

Secretary  Block.  We  are  working  with  AID  right  now  and  we 
should  very  soon  be  coming  up  with  some  movement  of  wheat 
under  this  very  section  that  you  are  talking  about. 

Senator  Melcher.  That  is  the  point.  It  has  been  in  the  law  since 
last  April,  almost  a  year.  It  is  not  very  difficult  to  try  to  utilize  a 
tool  that  you  have.  You  have  been  responding  that  you  have  tools 
and  you  have  been  using  them,  but  this  is  one  you  have  not  used. 

As  to  the  cost  of  the  programs,  I  do  not  believe  that  we  should 
spend  extra  money  out  of  the  Treasury.  In  fact,  your  charts  demon- 
strated that  you  have  presided  as  Secretary  of  Agriculture,  pa3dng 
out  Treasury  dollars  to  get  farmers  in  the  second  worse  shape  they 
have  been  in  all  the  history  of  this  country.  The  early  thirties  was 
the  worst. 

Those  figures  that  you  show  totaling  up  to  $62  billion  projected 
out  for  the  next  4  years  are  costs  accumulated  during  the  time  you 
have  been  Secretary.  Some  of  us  think  this  reflects  mismanage- 
ment of  the  programs  that  are  available  by  not  utilizing  those  op- 
portunities to  dispose  of  the  surplus  commodities. 

On  one  hand,  you  talk  about  market  orientation,  which  is  lower 
prices;  and  then,  on  the  other  hand,  you  suggest  45-percent  manda- 
tory retirement  of  cropland  is  the  only  alternative. 

Mr.  Secretary,  that  is  more  than  Ezra  Taft  Benson  ever  dreamed 
of  putting  in  a  misbegotten  soil  bank  program.  You  have  contrast- 
ed your  program  to  a  massive  set-aside  of  land  into  a  soil  bank  or 
whatever  you  want  to  call  it. 

There  is  an  in-between,  and  that  in-between  does  not  require  a 
great  deal  of  mandatory  retirement  of  land. 

The  land  that  is  set  aside  should  be  set  aside  for  conservation, 
and  that  has  always  been  proposed  to  be  10  to^  20  percent,  or  some- 
thing like  that.  That  is  plenty,  just  so  they  are  getting  it  in  good 
rotation. 

I  think,  Mr.  Secretary,  your  program  of  wringing  out  all  these 
excess  farmers,  as  if  you  know  how  many  excess  farmers  there  are, 
or  going  to  that  45-percent  set-aside,  is  contrasting  two  outrageous 
ideas  that  we  could  not  possibly  accept.  We  will  find  something  in- 
between  that  big,  huge,  massive  set-aside  and  the  idea  of  forgetting 
about  price  and  going  to  no  price.  I  hope  you  can  shift,  I  hope  the 
Department  can  shift,  I  hope  the  administration  can  shift  some- 
what so  we  can  really  say  we  are  working  in  a  bipartisan  manner. 

We  will  be  bipartisan  on  this  committee  with  an  in-between  bill. 

The  Chairman.  The  Secretary  may  respond,  then  he  has  got  to 
go. 

Secretary  Block.  Senator,  the  in-between  of  what  you  are  sa3dng 
is  right.  I  mean,  we  would  not  have  to  be  one  place  or  the  other, 
but  these  two  programs  cost,  in  our  economic  analysis,  the  same 
amount  of  money.  If  we  move  in  between  the  two,  we  will  have  to 
spend  more  money. 
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I  am  not  sa3dng  that  We  will  not  agree  to  it  in  the  final  analysis, 
but  we  have  to  realize  that  that  is  a  conscious  decision  that  the 
Congress  and  the  administration  will  make. 

Senator  Melcher.  I  disagree  with  that.  There  are  other  econo- 
mists in  the  world,  and  we  talked  to  some  of  them.  You  simply 
can't  just  take  a  whole  bunch  of  economic  data  and  conclude  the 
only  option  is  to  spend  x  number  of  dollars. 

There  are  ways  to  go  where  we  can  spend  less  money  by  far  than 
what  you  have  been  spending  on  farm  programs  that  have  not 
worked,  and  we  think  we  can  make  them  work,  Mr.  Secretary. 

The  Chairman.  Well,  I  had  hoped  we  would  get  to  two  Senators. 
Can  you  take  one  more  question  from  another  Senator,  if  there  is 
one? 

Senator  Hefun.  Well,  I  have  several.  Is  the  Secretary  going  to 
return  to  where  we  can  finish? 

The  Chairman.  Pardon? 

Senator  Hefun.  Is  he  going  to  return  to  where  we  can  finish?  I 
mean,  we  scheduled  the  Secretary  to  come  on  this  farm  bill.  I  sup- 
pose it  is  important.  Are  you  going  to  schedule  him  to  return  so  we 
can  finish  questioning  or  are  we  going  to  cut  it  short? 

The  Chairman.  Well,  I  do  not  think  it  has  been  very  short.  Sena- 
tor. 

Senator  Hefun.  Well,  I  do  not  expect 

Secretary  Block.  Senator,  I  will  try  to  stay  longer  if  you  want  to 
pursue  this. 

The  Chairman.  All  right. 

Senator  Hefun.  Am  I  next,  Mr.  Chairman? 

The  Chairman.  Whoever  gets  the  ball  goes  down  the  court. 

Senator  Hefun.  Well,  all  right,  sir. 

Mr.  Secretary,  I  will  not  be  very  long,  but  I  do  want  to  follow 
through  on  some  line  of  questioning  that  I  was  asking  you.  We 
were  talking  about  the  market-oriented  program  and  you  testified, 
in  effect,  and  answered  to  questions  I  had  that.  No.  1,  the  program 
is  dependent  on  increased  markets;  No.  2,  that  the  increased  mar- 
kets will  have  to  come  from  export  sales;  No.  3,  that  you  do  not 
need  any  new  tools  to  help  you  acquire  export  sales;  that  your 
present  tools  are  adequate. 

I  was  asking  you  how  you  had  used  your  tools  and  you  were  an- 
swering that.  Now,  I  would  like  to  refer  you  to  this  year's  legisla- 
tion which  is  in  effect  this  year,  in  which  the  Commodity  Credit 
Corporation  is  authorized  to  carry  out  the  GSM-102  Program,  the 
Export  Credit  Guarantee  Program,  of  not  less  than  $5  billion  in 
short-term  credit  extended  to  finance  export  sales  of  U.S.  agricul- 
tural commodities. 

In  that,  there  was  an  additional  $2  million  which  was  added  pri- 
marily for  the  export  sale  of  cotton  and  soybeans.  Can  you  tell  us 
how  much  of  that  has  been  used? 

Mr.  RussEU..  Senator,  of  the  $5  billion  in  GSM-102,  about  half  of 
it  has  already  been  programmed.  I  do  not  have  the  figures  with  me 
in  terms  of  what  the  allocations  are. 

Senator  Hefun.  Well,  if  it  is  for  programs  between  now  and  the 
end  of  the  fiscal  year,  then  it  will  not  be  spent? 
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Mr.  Russell.  I  think  it  is  our  indication  that  we  will  use  virtual- 
ly all  that  $5  billion  for  this  fiscal  year,  just  like  we  did  last  year; 
we  had  $5  billion. 

Senator  Hefun.  Well,  according  to  the  information  I  have,  you 
have  used  very  little  of  it.  And  in  the  amount  that  has  been  allo- 
cated for  cotton  and  soybeans  under  the  language  here,  very  little 
of  that  has  been  used.  I  would  like  if  you  would  give  us  answers  in 
r^£ux[  to  this  as  to  how  much  has  been  programmed. 

Of  course,  after  something  is  programmed,  in  order  for  it  to  be 
spent  there  is  a  considerable  lapse  of  time.  You  almost  have  to 
have  something  like  4,  5,  6  months  between  prc^amming  and  ex- 
penditure— or  paperwork;  it  is  not  expenditure  of  money  because  it 
is  a  guarantee  program.  So  I  would  like  to  have  information  on 
that. 

Mr.  Russell.  We  will  provide  that  both  on  cotton  and  soybeans. 

Secretary  Block.  We  assure  you.  Senator,  that  we  are  going  to 
use  that  money.  It  is  our  intention  to  use  it,  but  we  will  get  the 
information  for  you. 

Senator  Hefun.  All  right.  Well,  I  was  also  looking  at  vour  charts 
and  was  rather  astounded  to  learn  that  from  1981  and  1982,  where 
the  United  States  had — I  believe  your  figures  were  at  that  time  48 
percent  of  the  wheat  market  of  the  world,  according  to  your  charts. 

Now,  that  is  after  the  Afghanistan  embargo,  I  believe  it  would 
have  been  in  1981  and  1982,  when  we  entered  into  a  trade  agree- 
ment with  Russia  on  wheat.  Yet,  in  1984  and  1985,  in  accordance 
with  that  chart,  we  had  dropped  to  36  percent,  or  a  12-percent  loss 
in  the  world  wheat  market.  We  have  not  had  any  other  emb£u*goes 
since  that  time. 

It  would  appear  that  we  are  on  the  reverse  side  and  losing 
ground  with  the  tools  that  we  presently  have  relative  to  the  wheat 
market  and  trying  to  obtain  export  sales.  How  do  you  account  for 
this  12-percent  loss? 

Secretary  Block.  Well,  we  have  gained  back  substantially  in  the 
Soviet  Union  as  a  market  there  since  we  have  lifted  the  emb£u*go 
and  written  a  new  agreement  there.  We  are  looking  at  selling  a 
record  amount  of  grain  to  the  Soviet  Union  this  year,  so  we  have 
come  back  there. 

However,  worldwide,  you  are  absolutely  right;  we  have  lost  a  per- 
cent of  that  market,  and  we  have  lost  it  for  two  reasons,  in  my 
judgment.  We  have  lost  it  because  we  have  had  inflexible  price  sup- 
ports that  have  tended  to  price  the  United  States  out  of  the 
market.  We  have  lost  it  because  of  the  strong  dollar,  and  I  guess  a 
third  reason  would  have  to  be  unfair  competition  from  some  coun- 
tries. 

The  Chairman.  Senator  Boren. 

Senator  Boren.  Mr.  Secretary,  a  while  ago  you  were  talking 
about  the  fact  that  all  eligible  farmers  under  the  Loan  Guarantee 
Program  and  the  Farmers  Home  Direct  Loan  Program  would  have 
funds  available.  No  farmer  would  be  turned  away  because  of  a 
shortage  of  funds. 

I  thmk  we  realize  that  many  of  the  farmers  who  are  most  caught 
in  the  trap  right  now  are  those  farmers  who  have  had  their  loans 
previously  at  Banks  and  the  farm  credit  system.  And  now,  through 
no  fault  of  their  own — they  are  not  even  behind  on  pa3ring  their 
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loan — land  value  in  the  area  has  dropped  25  or  30  percent.  The 
bank  or  the  PCA  says,  come  up  with  more  collateral,  and  they  do 
not  have  an3rthing  but  that  farm. 

Now,  those  people,  then,  are  left  with  no  place  to  go  unless  they 
can  come  back  as  new  customers  for  the  first  time  to  the  Farmers 
Home  Administration  under  the  Direct  Ownership  Program. 

I  want  to  ask  specifically,  did  your  comments  in  r^ard  to  funds 
being  available  and  no  eligible  farmer  would  be  turned  away— did 
that  also  apply  to  farmers  who,  for  the  first  time,  are  asking  for 
participation  in  the  Direct  Ownership  Loan  Program? 

Secretary  Block.  We  are  taking  new  customers  for  operating 
loans,  but  we  are 

Senator  Boren.  No.  We  are  talking  about  people  losing  their 
farms.  Is  it  true  or  is  it  not  true  that  whatever  funds  are  necesscu-y 
to  serve  all  eligible  under  the  Direct  Ownership  Loan  Program  will 
be  made  available?  Do  we  have  that  commitment? 

Secretary  Block.  You  are  not  talking  operating,  though.  You  are 
talking 

Senator  Boren.  I  am  not  talking  about  operating.  I  am  talking 
about  direct  ownership  because  in  many  cases  these  farmers  have 
no  place  else  to  go. 

Secretary  Block.  We  have  a  limited  amount  of  money  in  owner- 
ship loans  and  we  are  concentrating  our  money  to  help  in  the  area 
of  operating  loans  to  put  farmers  in  the  fields. 

Senator  Boren.  So  the  answer  is 

Secretary  Block.  We  may  not  have  enough  to  satisfy  everyone; 
in  fact,  we  will  not. 

Senator  Boren.  So  the  answer  is  no,  there  may  not  be  enough 
money  available  for  all  those  farmers  who  are  eligible  who  are 
coming  in  trying  to  save  their  farms  and  apply  for  direct  ownership 
money;  is  that  correct? 

Mr.  Naylor.  Senator,  the  term  ''available"  under  the  operating 
loan  provides  terms  up  to  15  years,  and  for  restructuring  or  meet- 
ing operating  needs 

Senator  Boren.  No,  I  do  not  want  operating.  I  want  to  stay  with 
ownership. 

Mr.  Naylor.  I  understand  what  you  are  sasdng  on  ownership. 
Senator,  but  by  no  means  is  the  Federal  Land  Bank,  which  is  the 
principal  lender — it  has  over  half  of  the  market  share — not  in  a  po- 
sition to  be  able  to  continue  to  offer  real  estate  credit  to  its  borrow- 
ers. There  are  adequate  funds  available.  They  have  over  $13  billion 
worth  of  reserves  available  to  them. 

Senator  Boren.  Even  to  those  where  the  value  of  the  land  be- 
cause of  a  reduction  in  land  values  is  below  their  minimum  re- 
quirements? 

Mr.  Naylor.  The  Land  Bank  Associations  have  continued  to 
work  there  and  exercise  a  good  deal  of  forebearance.  What  you  are 
talking  about  is  dealing  with  current  operating  credit  needs  for  the 
current  year? 

Senator  Boren.  No.  My  question. 

Mr.  Naylor.  Senator,  if  you  are  talking  about  busdng  new 
land 
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Senator  Boren.  Mr.  Chairman,  could  I  have  a  right  to  ask  my 
own  question  and  have  it  answered  rather  than  the  question  they 
want  to  answer? 

The  Chairman.  Well,  if  the  Senator  would  just 

Senator  Boren.  We  have  waited  for  2  months  without  a  hearing 
in  this  committee  and  I  would  like  to  have  the  right  to  ask  my  own 
question. 

The  Chairman.  Well,  I  am  just  asking  that  one  person  talk  at  a 
time. 

Senator  Boren.  Well,  I  know  the  answer  on  the  operating  loans 
and  I  want  a  yes  or  no.  Are  we  assured  that  there  will  be  adequate 
money  in  the  direct  ownership-^that  is  the  word,  '^ownership*' — 
program  to  serve  all  eligible  farmers  that  come  to  the  Farmers 
Home  Administration  asking  for  it,  yes  or  no?  That  should  be  very 
simple. 

Secretary  Block.  No,  sir,  there  will  not  be  in  ownership  loans. 

Senator  Boren.  OK.  Now,  my  second  question  is'on  the  five-point 
origination  fee.  As  you  propose  to  phase  out  the  direct  loans  under 
your  program,  the  direct  farm  home  loans  will  be  phased  out  and 
brought  down  to  $400  million  over  a  3-  or  4-year  period. 

You  propose  that  we  finance  a  new  fund  by  having  a  five-point 
origination  fee,  which  means  five  extra  interest  points;  if  a  farmer 
is  paying  13,  it  will  go  to  18.  You  also  propose  a  five-point  origina- 
tion fee  on  export  credit. 

My  question  is  how  would  those  five-point  origination  fees  help 
the  farmer  or  help  the  export  sector  by  raising  the  cost  of  credit? 

Secretary  Block.  The  five-point  origination  fee  does  what  you 
say  in  the  second  process.  It  does  raise  the  cost  of  credit;  it  does 
provide  for  a  means  of  paying  for  the  origination.  It  is  an  across- 
the-board  consideration  in  every  loan  program  in  Government,  and 
if  it  does  not  stay  in  all  of  them — it  is  not  in  the  Farm  Lending 
Program,  but  right  now  it  is  everywhere  and  everyone  pays  it. 

Senator  Boren.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Secretary,  I  think  you  are  going  to  be  late 
for  your  appointment,  but  thank  you  and  Mr.  Amstutz  and  to  ev- 
eryone else  for  coming. 

Secretary  Block.  Thank  you,  Mr.  Chairman. 

The  Chairman.  We  stand  in  recess. 

[Whereupon,  at  4:26  p.m.,  the  committee  recessed  to  reconvene  at 
9:30  a.m.,  Thursday,  March  21,  1985,  in  room  328-A,  Russell  Senate 
Office  Building.] 
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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 

Livestock  and  Poultry  Issues 


THURSDAY,  MARCH  21,  1985 

U.S.  Senate, 

CJOMMITTEE  ON  AGRICULTURE,  NUTRITION,  AND  FORESTRY, 

-^^  Washington,  DC, 

The  committee  met,  pursuant  to  notice,  at  9:37  a.m.,  in  room  SR- 
328-A,  Russell  Senate  Office  Building,  Hon.  Thad  Cochran  presid- 
ing. 

Present:  Senators  Cochran,  Andrews,  McConnell,  Zorinsky, 
Leahy,  Melcher,  Dixon,  Heflin,  and  Harkin. 

STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM 

MISSISSIPPI 

Senator  Cochran.  The  committee  will  please  come  to  order. 

This  morning,  we  continue  hearings  relating  to  the  1985  farm 
bill. 

U.S.  agriculture  has  effectively  handled  many  complex  and  im- 
portant challenges  in  the  past,  and  this  year  we  are  faced  with 
some  very  important  decisions  that  have  to  be  made.  These  deci- 
sions are  going  to  affect  not  only  those  who  are  involved  in  the 
commodities  that  are  directly  supported  by  the  farm  legislation 
passed  by  Congress,  but  also  those  who  are  indirectly  affected  by 
the  provisions  of  the  farm  bill. 

This  morning,  we  will  be  hearing  from  witnesses  who  probably 
fall  into  the  latter  category. 

Farmers  generally  are  faced  with  a  very  serious  problem  of  inad- 
equate return  on  their  investment,  especially  considering  the  level 
of  risk  associated  with  the  agriculture  business. 

I  believe  the  issue  of  profit  to  producers  must  be  the  central 
theme  this  year,  as  Congress  writes  new  legislation.  We  have  to 
find  a  way  to  create  better  opportunities  for  farmers  to  operate 
profitably. 

It  is  easy  to  conclude,  looking  at  the  current  state  of  the  econom- 
ics of  agriculture,  that  action  is  necessary.  Agriculture  is  far  too 
important  to  our  economic  health  and  well-being  as  a  nation  for 
necessary  improvements  not  to  be  made. 

I  hope  this  series  of  hearings  will  help  the  committee  identify 
some  of  the  changes  and  actions  that  should  be  taken. 
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We  will  be  hearing  today  specifically  from  the  livestock  and  poul- 
try industry. 

I  am  glad  we  have  Senator  Howell  Heflin,  my  friend  from  Ala- 
bama, here  with  us  this  morning.  Senator  Heflin,  do  you  have  any 
opening  comments  or  observations  to  make?  If  so,  you  are  certainly 
recognized  to  do  that  at  this  time. 

Senator  Hefun.  The  purpose  of  the  hearing  is  to  hear,  so  I  am 
here  to  hear. 

Senator  Cochran.  That  is  a  welcome  change  from  what  we  some- 
times have  at  our  hearings. 

Our  witnesses  this  morning  will,  I  hope,  be  able  to  restrict  the 
duration  of  their  presentations  to  the  committee  in  accordance 
with  previous  correspondence  that  I  understand  was  directed  to 
them.  This  will  help  all  of  us. 

We  have  a  long  list  of  witnesses  to  testify,  and  we  would  like  to 
be  able  to  conclude  the  hearing  at  an  appropriate  time  and  still 
give  us  an  opportunity  for  questions  and  discussion  of  issues  that 
may  be  raised. 

If  we  could  limit  the  presentations  to  5  minutes,  that  would  be 
helpful. 

Our  first  witness  is  Jo  Ann  Smith,  who  is  president  of  the  Na- 
tional Cattlemen's  Association.  She  is  accompanied  by  Don  Butler, 
president-elect  and  chairman  of  the  Farm  Bill  Task  Force  of  the 
National  Cattlemen's  Association.  / 

If  you  would  both  come  forward,  please. 

STATEMENT  OF  JO  ANN  SMITH,  PRESIDENT,  NATIONAL  CATTLE- 
MEN'S  ASSOCIATION,  ACCOMPANIED  BY  DON  BUTLER,  PRESI- 
DENT-ELECT AND  CHAIRMAN,  FARM  BILL  TASK  FORCE 

Ms.  Smfth.  Mr.  Chairman,  I  want  to  thank  you  for  this  opportu- 
nity to  appear  before  this  committee  on  behalf  of  the  National 
Cattlemen's  Association.^  I  am  Jo  Ann  Smith,  and  I  currently 
serve  as  president  of  the  National  Cattlemen's  Association.  With 
me  is  Don  Butler,  president-elect. 

The  members  of  NCA  have  a  strong  interest  in  the  farm  bill  that 
you  will  be  considering  over  the  next  few  months.  Prior  to  1982, 
cattlemen  stayed  at  arm's  length  of  the  whole  process. 

However,  the  Pa3rment-in-Kind  Program  and  the  Dairy  Diversion 
Program  demonstrated  to  us  that  we  cannot  afford  to  stand  by. 
Our  industry  is  dramatically  affected  by  the  provisions  of  this  bill. 

I  want  to  thank  you  for  recognizing  the  importance  of  the  live- 
stock sector  in  scheduling  this  hearing  for  livestock  and  poultry 
input  to  the  committee. 

Cattle  account  for  almost  20  percent  of  all  income  for  agricul- 
ture, and  are  the  largest  single  agricultural  commodity.  Further, 
livestock,  poultry,  and  dairy  producers  use  over  half  of  U.S.  feed 
grain  production.  As  the  largest  customers  for  the  U.S.  feed  grain 

!)roducers,  we  expect  that  our  input  into  the  development  of  the 
eed  grain  programs  will-given  due  consideration. 

It  is  incumbent  upon  the  Congress  to  define  the  goals  of  the  1985 
farm  bill  before  a  new  bill  is  enacted.  Is  it  the  purpose  of  a  farm 


'  See  p.  411  for  the  prepared  statement  of  Ms.  Smith. 
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bill  to  assure  income  stability  for  agricultural  producers  through 
income  transfers  like  deficiency  payments?  If  it  is,  then  why  are  1 
million  beef  cattle  producers  in  this  country  not  included  in  the 
program. 

Is  it  the  purpose  of  the  farm  bill  to  assure  commodity  price  sta- 
bility? If  so,  why  are  beef,  pork,  and  poultry  not  included? 

Is  it  the  purpose  of  the  farm  bill  to  supply  an  abundant  supply  of 
food  to  U.S.  consumers  at  a  cheap  price?  If  so,  how  much  will  the 
Government  spend  in  supporting  agriculture  to  assure  that  supply 
of  food? 

Is  the  purpose  of  the  farm  bill  to  utilize  agricultural  products  as 
strategic  bargaining  chips  in  international  affairs?  If  so,  will  the 
Government  ease  the  cost  to  producers  for  such  strategic  actions? 

Congress  must  determine  the  goals,  taking  into  account  the 
views  of  all  groups  with  a  stake  in  the  food  and  agricultural  sec- 
tors. Only  Congress  can  rise  above  the  individual  interests  of  spe- 
cial interest  groups  to  develop  a  policy  of  change  for  American  ag- 
riculture. 

We  hope  that  the  Members  of  the  Senate  and  House  will  recog- 
nize this  opportunity  and  set  a  new  course  for  agriculture.  You 
have  outlined  in  S.  616,  in  introducing  the  farm  bill,  and  we  agree, 
that  a  "public  utility"  agricultural  policy  cannot  possibly  work.  We 
must  recognize  agriculture  as  part  of  a  very  l£u*ge  international 
economy.  A  public  utility  policy  for  agriculture  would  kill  the  en- 
trepreneurial spirit  that  has  made  American  agriculture  the  most 
productive  in  the  world. 

We  further  agree  with  you  that  change  must  begin  now.  There 
will  be  no  right  time  to  start  moving  toward  a  marketoriented  ag- 
riculture, and  we  no  longer  can  delay  that  move,  or  else  we  prolong 
the  problems  we  currently  face.  The  precarious  financial  condition 
of  many  agricultural  producers  should  influence  how  rapidly  we 
make  this  transition,  but  should  not  deter  us  from  moving  in  that 
direction  that  we  must  go — toward  allowing  the  market  to  deter- 
mine not  only  the  prices,  but  production  decisions. 

At  our  recent  convention,  NCA  adopted  a  policy  of  four  mcgor 
points:  No.  1,  to  achieve  a  reduction  in  Federal  spending  objectives. 
Our  members  say  that  Government  could  do  more  for  agriculture 
by  reducing  Federal  spending  than  through  any  commodity  or 
farm  program.  In  order  for  agriculture  to  get  back  on  the  track, 
the  Federal  Government  must  reduce  spending. 

No.  2  was  to  minimize  direct  Federal  involvement  in  agriculture 
and  begin  a  phaseout  of  commodity  programs.  Government  pro- 
grams influence,  change,  and  distort  the  price  and  supply  of  beef 
cattle.  We  want  those  adverse  effects  eliminated,  and  the  best  way 
to  do  it  is  to  phase  out  the  program  over  time  and  let  the  markets 
determine  the  price  and  supply  of  agricultural  commodities. 

No.  3  is  to  reserve  the  right  of  individual  choice  in  the  manage- 
ment of  land,  water,  and  ottier  resources.  A  very  deeply  held  prin- 
ciple for  cattle  producers  is  that  the  right  of  choice  in  the  use  of 
resources  must  be  preeminent.  The  market  will  exercise  sufficient 
control  over  the  use  of  these  resources,  while  Government  pro- 
grams may  encourage  inappropriate  use  of  resources. 

No.  4  is  to  provide  an  opportunity  to  compete  in  foreign  markets. 
We  must  continue  to  develop  a  strong  export  market  for  all  agri- 
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cultural  products,  including  value-added  products  such  as  beef.  U.S. 
trade  policy  must  be  int^rated  with  domestic  policy,  and  must  also 
be  strong  enough  to  overcome  barriers  to  exports  of  our  products. 

There  are  areas  of  the  present  policnr  we  totally  disagree  with, 
and  some  suggest  we  may  see  some  of  this  again — one  being  the 
Dairy  Diversion  Program.  This  is  certainly  an  example  of  how  one 
conmoiodity  can  adversely  affect  other  conmoiodities.  Pajdng  dairy 
farmers  to  reduce  production  effectively  amounts  to  a  subsidy  to 
slaughter  cattle. 

We  applaud  the  introduction  of  S.  616,  and  we  intend  to  have  a 
statement  before  this  group  by  April  10  of  our  assessment.  We 
have  asked  the  Secretary  of  Agriculture  for  an  economic  impact 
analysis  of  the  effect  of  the  administration's  farm  bill.  We  would 
ask  that  the  same  type  of  analysis  be  done  of  S.  616,  particularly  as 
it  affects  the  cattle  industry.  We  would  also  ask  tins  committee  to 
consider  including  language  in  the  farm  bill  that  would  give  bor- 
rowers of  agricultural  conmoiodities  clear  title. 

Mr.  Chairman,  we  urge  you  and  the  members  of  this  committee 
to  proceed  carefiilly,  but  as  expeditiously  as  possible,  to  achieve  a 
new  direction  for  American  agriculture.  The  time  for  beginning 
this  change  for  agriculture  is  now.  We  applaud  the  leadership  of 
this  conmiittee  that  has  shown  us  the  direction  that  you  would 
choose  to  go,  and  we  thank  you  for  the  opportunity  to  present  our 
views. 

Senator  Cochran.  Thank  you  very  much,  Ms.  Smith,  for  your 
testimony. 

I  have  been  asked  by  the  chairman  of  the  committee.  Senator 
Helms,  to  ask  for  him  a  few  questions  of  each  witness  who  testifies 
this  morning. 

The  first  question  is:  Given  current  livestock  and  poultry  num- 
bers and  the  capacity  to  expand  production,  do  you  have  any  esti- 
mates as  to  what  feed  price  level  would  be  likely  to  expand  live- 
stock and  poultry  production  significantly? 

Mr.  Butler.  I  do  not  think,  really,  on  the  dollar  amount,  we 
would  have.  It  has  been  our  feeling  that  cheap  feed  produces  cheap 
cattle. 

Senator  Cochran.  Do  high  interest  rates  make  it  less  likely  that 
livestock  production  would  expand  under  lower  feed  prices? 

Mr.  Butler.  Not  necessarily.  Again,  we  would  have  overproduc- 
tion, and  the  interest  rate  related  to  the  deficit  has  been  our  big- 
gest problem. 

Senator  Cochran.  The  other  question  is:  It  appears  that  we  have 
three  basic  policy  options — first,  continue  current  programs,  which 
means  spending  $15  billion  per  year,  accumulating  surpluses,  and 
probably  instituting  a  PIK  Program  every  third  or  fourth  year; 
second,  move  to  mandatory  production  controls  and  high  price  sup- 
ports, which  means  abandoning  the  export  market  and  idling  30  to 
40  percent  of  our  agricultursd  capacity;  or  third,  move  toward 
export-oriented  policies  that  will  allow  our  producers  to  gain  back 
lost  markets  and  increase  export  earnings  through  competitive 
commodity  pricing  and  strong  Government  export  programs.  Of 
these  three  general  options,  which  do  you  prefer,  and  why? 

Mr.  Butler.  We  would  prefer  the  third  option. 
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Senator  Cochran.  It  sounds  a  lot  like  my  questionnaire  that  I 
used  to  send  out  as  a  C!ongressman;  the  answer  is  obvious.  [Laugh- 
ter.] 

I  wonder,  in  your  work,  whether  or  not  you  have  come  to  any 
conclusion  about  whether  you  will  support  the  administration's 
bill,  or  do  you  at  this  point  prefer  the  S.  616  that  has  been  intro- 
duced by  Senator  Helms — or,  do  you  think  you  will  have  a  separate 
proposal  to  make  for  the  committee's  consideration,  as  far  as  an 
overall  farm  bill  is  concerned? 

Ms.  SMin^^At  this  particular  time,  NCA  would  like  to  review  all 
of  the  bills  that  are  presented,  and  particularly  those  two,  and  we 
will  definite^i\ave  a  position. 

Senator  CocHk^.  As  I  understand  your  testimony,  you  support 
generally  the  concept  and  theories  underlying  those  two  pieces  of 
legislation. 

Ms.  Smpth.  That  is  correct.  There  are  areas  in  there  that  we  do 
not  concur  with,  and  we  would  like  to  see  some  redirection. 

Senator  Cochran.  Could  you  give  us  any  indication  what  those 
are  at  this  point? 

Ms.  Smith.  Yes.  We  are  concerned — we  feel  that  all  Federal  pro- 
grams should  be  cut;  we  think  that  is  absolutely  necessary.  Some  of 
the  cuts  that  are  proposed,  particularly  in  the  administration's  bill, 
as  relative  to  some  things  in  USDA,  we  would  particularly  like  to 
make  some  suggesti^ons  as  to  redirection  of  those  cuts. 

Senator  Cochran.  Senator  Heflin. 

STATEMENT  OF  HON.  HOWELL  HEFLIN,  A  U.S.  SENATOR  FROM 

ALABAMA 

Senator  Hefun.  From  testimony  of  a  number  of  different  wit- 
nesses, I  am  led  to  feel  that  a  substantial,  if  not  one  of  the  most 
important,  aspects  of  a  farm  bill  will  be  the  efforts  to  try  to  reduce 
foreign  competition,  illegal  foreign  competition,  and  to  give  cattle 
producers  and  other  commodities  a  chance  to  compete  fairly  in  a 
foreign  market  or  otherwise  to  compete  in  a  foreign  market.  I 
know  that  the  beef  industry  has  had  its  problems,  particularly  in 
Japan  €uid  other  places. 

I  wonder  maybe  if  you  might  want  to  direct  some  testimony 
here — of  course,  we  do  not  have  a  great  deal  of  time  with  a  lot  of 
witnesses — perhaps  to  follow  it  up  with  a  letter  to  us,  in  which  you 
would  outline  the  details  of  a  section  of  the  farm  bill  dealing  with 
foreign  competition,  and  €uiy  mechanisms  you  might  suggest,  to 
correlate  activities  between  the  Department  of  Agriculture,  the 
Trade  Ambassador,  or  other  agencies  in  the  future,  as  trade  agree- 
ments are  negotiated— any  aspect  of  foreign  competition.  To  me, 
this  goes  across  the  board.  If  we  are  going  to  move — and  I  do  not 
think  €uiyone  on  the  full  committee  or  in  the  Senate  would  object 
at  all — toward  a  market-oriented  farm  policy,  we  must  increase  ex- 
ports, I  think  it  is  rather  clear  from  the  Secretary  of  Agriculture's 
testimony  that  if  we  move  toward  a  market  oriented,  the  increased 
market  is  going  to  have  to  come  from  export.  There  are,  of  course, 
some  exceptions  to  that.  We  can  promote  domestic  usage  of  many 
farm  products,  including  beef  and  other  commodities. 


Digitized  by 


Google 


92 

But  to  me,  we  have  got  to  look  at  this  area  of  foreign  competi- 
tion. We  find  imports  subsidies  by  foreign  countries  illegal.  We 
have  seen  new  rivals  emerging  on  the  scene.  I  do  not  know  wheth- 
er China  has  started  raising  cattle  for  export;  in  another  year  or 
two,  they  are  going  to  be  raising  everything  else  for  export. 

I  would  just  like  for  you  to  maybe  generally  address  this  subject, 
and  later  follow  it  up  with  a  copy  to  me,  and  to  the  chairm€m,  of 
your  thoughts,  I  think  it  ought  to  be  in  some  detail  as  to  what  we 
can  do  relative  to  the  issue  of  competition  designed  to  try  to  in- 
crease markets. 

Mr.  Butler.  Thank  you  very  much,  Mr.  Chairman,  €uid  Senator. 

We  would  be  more  than  happy  to  present  to  you — and  we  will  do 
it  as  rapidly  as  possible — to  present  a  statement  and  perhaps,  de- 
t€dls,  as  to  how  we  think  we  can  open  up  the  foreign  market  and 
what  steps  would  need  to  be  taken  to  phase  into  the  market-orient- 
ed situation  that  we  are  requesting,  and  still  to  move  products  into 
the  foreign  areas.  Yes,  we  do  have  a  tremendous  amount  of  compe- 
tition, and  I  can't,  right  off  the  top  of  my  head,  tell  you  in  detail,  I 
think,  what  you  are  requesting.  We  would  appreciate  a  little  time 
to  prepare  that  document,  and  we  would  be  more  than  happy  to  do 
so. 

Senator  Cochran.  Thank  you  for  that.  We  hope  you  can  respond. 
That  would  be  helpful. 

Any  other  questions.  Senator  Heflin? 

Senator  Hefun.  That  is  all!  have. 

Senator  Cochran.  Senator  Andrews. 

STATEMENT  OF  HON.  MARK  ANDREWS,  A  U.S.  SENATOR  FROM 

NORTH  DAKOTA 

Senator  Andrews.  Thank  you,  Mr.  Chairman. 

I  would  like  to  follow  up  a  bit  on  the  question  raised  by  the 
Chairman.  Ms.  Smith,  I  am  probably  one  of  the  few  members  of  the 
Senate  who  has  600  head  of  my  own  four-legged  losers  back  home.  I 
am  constantly  concerned  about  the  export  opportunities  that  we 
are  losing.  We  get  to  be  more  and  more  like  a  ''banana  republic." 
We  do  not  ship  flour.  We  do  not  ship,  in  the  case  of  our  sunflowers, 
the  sunflower  oil.  We  are  only  able  to  ship  the  raw  sunflowers. 
Mexico  insists  on  processing  them  themselves.  But  it  would  be  a  lot 
more  cost-effective  if  we  shipped  our  beef  to  some  of  these  markets 
in  the  world. 

What  suggestions  do  you  have  to  penetrate  export  market  that  is 
out  there?  Granted,  we  have  to  do  away  with  trade  barriers  other 
countries  put  in  our  face.  That  is  problem  No.  1.  But  I  cannot  help 
remembering  12  or  14  years  ago,  when  we  had  what  were  called 
export  enhancement  policies — export  subsidies  would  probably  be 
an  uglier  but  more  descriptive  word — in  place.  Those  subsidies 
were  about  30  cents  a  bushel  on  wheat,  I  remember,  and  facilitated 
the  greatest  export  movement  we  have  ever  had  in  the  history  of 
this  country.  And  it  was  dollar  effective.  It  cost  us,  as  I  recall  from 
the  GAO  Report,  some  $270  million;  yet,  we  made  an  income,  the 
Federal  Government  made  an  income  of  $700  and  some-odd  million 
for  a  net  profit  of  $500  million. 
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Could  we  do  that  with  beef?  C!ould  we  do  that  with  pork?  Should 
we  do  that  with  poultry? 

But  do  you  think  we  have  support  for  that  kind  of  old  fashioned, 
yankee,  ''Let's  go  do  it,  let's  compete  with  them,  and  let's  scrap  like 
heck,"  in  the  market  under  the  terms  we  need  to  use  to  do  it,  even 
though  it  might  not  be  nice? 

Ms.  Smith.  Certainly,  the  National  Cattlemen's  Association 
would  like  to  see — we  want  to  be  in  that  market.  You  said  trade 
barriers  are  the  thing;  the  policies  are  what  is  preventing  this. 

The  beef  product  that  we  have  today,  certainly,  we  would  like  to 
be  in  that  market,  and  if  we  did  not  have  restriptions,  we  could  be 
there. 

Senator  Andrews.  Could  you  support,  or  would  you  support  even 
some  t3rpe  of,  export  subsidy  in  order  to  allow  us  to  compete  and 
penetrate  those  artificial  barriers  put  by  other  governments? 

You  know,  American  ranchers,  American  farmers  can  compete 
with  farmers  and  ranchers  anywhere  in  this  world.  We  cannot 
compete  against  other  governments.  Now,  we  play  by  the  rules,  un- 
fortunately if  we  fight  fire  with  fire,  then  we  are  going  to  have  to 
put  in  place  some  kind  of  Government  subsidy  to  overcome  the  gov- 
ernment fence  that  is  put  in  front  of  our  products  by  other  coun- 
tries. 

Would  the  National  Cattlemen's  Association  favor  that  kind  of 
approach? 

Ms.  Smith.  Yes. 

Mr.  Andrews.  Thank  you,  Mr.  Chairman. 

[The  following  was  subsequently  received  by  the  committee  in  re- 
sponse to  written  questions  from  Senator  Helms:] 

National  CATTLEAfEN's  Association, 

Washington,  DC,  May  6,  1985, 
Hon.  Jesse  Helms, 

Chairman,  Committee  on  Agriculture,  Nutrition  and  Forestry, 
U.S.  Senate,  Washington,  DC 

Dear  Senator  Helms:  NCA  President,  Jo  Ann  Smith,  asked  me  to  respond  to 
your  questions  on  the  "cheap  com/cheap  livestock"  concept.  Underlying  our  use  of 
this  concept  is  our  belief  that  for  any  sector  of  agriculture  to  be  financially  healthy 
we  must  have  a  healthy  agricultural  economy  in  general.  One  sector  cannot  remain 
consistently  profitable  when  other  sectors  are  facing  financial  trouble. 

In  answer  to  your  questions,  let  me  offer  the  following: 

Question  1.  Is  the  old  "cheap  feed — cheap  livestock"  saying  still  true  today  given 
what  appear  to  be  new  livestock  cycles  and  high  real  interest  rates? 

Answer.  Feed  costs  have  been  relatively  less  important  in  the  last  5  yecuv  than 
previously,  because  other  factors  that  influence  livestock  production  have  been  vola- 
tile. For  example,  interest  rates,  energy  costs,  inflation,  structural  changes  in  the 
banking  industry,  etc.,  all  have  been  very  important  factors  in  livestock  production 
decisionmaking  the  past  few  years.  Further,  changing  consumer  demand  for  protein 
has  affected  livestock  production  and  price  relationships  considerably. 

If  these  other  factors  are  stable  over  an  extended  period  of  time,  then  cheap  feed 
can  eventually  lead  to  increased  livestock  production  and  lower  livestock  prices.  The 
increase  may  come  from  other  meat  and  poultry  products,  with  the  resulting  larger 
supplies  leading  to  lower  meat  prices  across  the  board,  including  beef. 

Question  2,  If  the  sa3ring  is  true,  at  what  feed  price  or  feed/livestock  price  ratio 
does  the  "cheap  feed — cheap  livestock"  syndrome  occur? 

Answer.  An  approximate  price  or  ratio  of  prices  where  cheap  feed  will  lead  to 
cheap  livestock  is  difficult  to  predict.  If  we  can  predict  interest,  energy  costs,  credit, 
demand,  etc.,  and  if  these  factors  are  expected  to  remain  stable  over  an  extended 
period  of  time,  then  we  might  be  able  to  predict  the  level  of  feedgrain  prices  that 
will  lead  to  increased  livestock  and  poultry  production,  and  to  lower  livestock  prices. 
However,  these  factors  are  still  unsettled. 
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Further,  this  can  happen  at  aknost  any  feedgrain  price,  depending  on  prices  of 
other  factors.  If  interest  costs  are  low,  credit  is  readily  available,  consumer  demand 
for  meat  is  strong  and  energy  costs  are  low,  stable  com  prices  of  $3.00  or  more  may 
eventuaUy  lead  to  cheaper  livestock  prices. 

I  thank  you  for  this  opportunity  to  expand  upon  these  points  on  President  Smith's 
behalf. 

Sincerely, 

John  W.  Ross, 
Director,  Tcuc,  Finance  and  Farm  Policy. 

Senator  Cochran.  Senator  Dixon,  we  are  glad  you  are  here.  We 
just  had  a  presentation  from  the  National  Cattlemen's  Association 
president.  Do  you  have  any  comments  or  questions  of  them?  If  so, 
you  are  recognized. 

STATEMENT  OF  HON.  ALAN  J.  DIXON,  A  U.S.  SENATOR  FROM 

ILLINOIS 

Mr.  Chairman,  I  am  pleased  to  be  here  today  at  the  start  of  the 
Senate  Agriculture  Committee's  series  of  hearings  on  the  1985 
farm  bill. 

The  issues  surrounding  the  livestock  and  poultry  industries 
affect  not  only  our  farmers,  but  also  every  consumer  in  this 
Nation. 

I  am  looking  forward  to  the  testimony  to  be  presented  this  morn- 
ing. I  am  confident  the  witnesses  will  provide  the  committee  with 
recommendations  which  will  be  of  great  assistance  as  we  craft  the 
1985  farm  bill. 

Thank  you,  Mr.  Chairman. 

Senator  Cochran.  We  thank  you  very  much  for  being  here  and 
contributing  to  our  hearing.  Thank  you  very  much. 

Our  next  witness  is  Robert  D.  Josserand,  president,  Texas  Cattle 
Feeders  Association,  from  Amarillo,  TX. 

Mr.  Josserand. 

STATEMENT  OF  ROBERT  D.  JOSSERAND,  PRESIDENT,  TEXAS 
CATTLE  FEEDERS  ASSOCIATION,  AMARILLO,  TX 

Mr.  Josserand.  Mr.  Chairman,  my  name  is  Robert  Josserand, 
and  I  am  president  of  the  Texas  Cattle  Feeders  Association,  and  a 
cattle  feeder  from  Hereford,  TX. 

The  Texas  Cattle  Feeders  Association  represents  most  of  the 
cattle  feeders  in  Texas,  Oklahoma,  and  New  Mexico,  an  area  that 
feeds  approximately  25  percent  of  all  the  fed  cattle  marketed  in  the 
United  States. 

As  you  are  probably  aware,  the  beef  cattle  sector  is  the  largest 
sector  of  the  agricultural  industry,  accounting  for  over  20  percent 
of  the  total  cash  receipts  to  agricultural  producers.  Through  the 
years,  cattlemen  have  generally  opposed  direct  production  controls 
and  subsidies  on  beef  and  beef  cattle.  And  it  appears  to  us  that 
cattlemen  have  fared  better  through  the  years  than  commodity 
producers  that  had  more  government  involvement  in  their  busi- 
ness. 

In  1934,  cattle  were  added  to  the  list  of  commodities  which  were 
designate  as  ''basic"  in  the  Agricultural  Adjustment  Act  of  1933. 
This  brief  period  of  direct  Federal  intervention  to  support  cattle 
prices  and  cattle  producers'  income  ended  in  1936. 
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The  influence  of  the  Federal  Government  on  livestock  prices  and 
producers'  income  has  mostly  been  indirect  in  nature,  through  pro- 
grams that  affect  the  supply  and  prices  of  crops.  Most  economic 
studies  agree  that  grain  programs  have  raised  the  price  of  livestock 
feed,  restricted  total  livestock  production,  and  raised  overall  live- 
stock prices. 

Economists  agree  in  general,  but  not  in  detail,  on  how  higher 
feed  prices  have  affected  levels  of  production,  prices  and  incomes  in 
the  livestock  sector.  In  general,  most  studies  of  the  grain  programs 
show  that  such  programs  have  tended  to  raise  grain  prices  any- 
where from  5  to  100  percent,  depending  upon  the  particular  crop 
and  time  period. 

Higher  grain  prices  affect  the  livestock  feeding  sector  in  several 
ways.  The  most  direct  way,  of  course,  is  by  raising  the  cost  of 
animal  feed.  Since  the  cost  of  feed  comprises  approximately  75  per- 
cent of  the  variable  costs  of  feeding,  higher  grain  prices  will  have  a 
significant  impact  on  the  profits  of  cattlemen. 

The  Texas  Cattle  Feeders  Association  supports  the  transition  of 
American  agriculture  to  a  competitive  market-oriented  system 
where  market  prices  for  all  commodities  determine  producers  deci- 
sions. 

Before  implementing  any  farm  programs,  C!ongress  should  be  ex- 
tremely careful  that  a  program  for  one  commodity  does  not  ad- 
versely affect  other  agricultural  commodities. 

Two  short-term,  stopgap  farm  programs  implemented  in  1983 
had  an  adverse  effect  on  the  beef  industry.  These  were  the  Pay- 
ment-in-Kind  Program  and  the  Paid  Dairy  Diversion  Program.  Fol- 
lowing the  announcement  of  PIK  in  January  1983,  com  prices 
jumped  from  $2.95  per  bushel  to  $3.31  per  bushel  in  April— a  16- 
percent  increase. 

The  Dairy  Diversion  Program  is  the  best  example  of  a  govern- 
ment program  which  directly  affects  the  cattle  industry.  The  pro- 
jection that  up  to  1  million  dairy  cows  would  come  to  slaughter  in 
a  3-month  period — even  though  it  never  happened — help^  drive 
beef  cow  prices  in  the  fall  of  1983  to  their  lowest  levels  since  1978. 
Also,  in  September  1983,  fed  cattle  prices  dropped  to  $59.68,  a  16- 
percent  decline  from  spring  prices;  partially  in  response  to  antici- 
pated heavy  slaughter  of  dairy  cows.  In  essence,  the  program  did 
not  work  every  well.  Only  12  percent  of  the  Nation's  milk  produc- 
ers signed  up  for  the  Dairy  Diversion  Program.  During  1984,  the 
nation's  dairy  herd  decreased  2  percent  while  dairy  replacement 
heifers  increased  5  percent,  suggesting  future  increases. 

We  believe  that  American  agriculture  needs  to  become  more 
market-oriented,  with  market  signals — ^not  Government  programs — 
determining  the  t3rpes  and  amounts  of  commodities  that  are  pro- 
duced. We  urge  and  support  the  gradual  transition  of  American  ag- 
riculture to  a  market-oriented  system  where  market  prices  for  all 
commodities  determine  producer  decisions. 

As  a  side  issue,  I  would  like  to  mention  that  one  credit-related 
issue  that  I  think  is  important  to  American  agriculture  and  par- 
ticularly important  to  the  livestock  industry  is  the  clear  and  free 
title  for  the  buyer  of  mortgaged  agricultural  commodities.  House 
bill  1591  was  recently  introduced  in  the  House  to  eliminate  the 
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double  pa}nn^nt  problem.  We  would  like  to  urge  the  Senate  to  also 
initiate  a  similar  bill. 

I  thank  you,  Mr.  Chairman. 

Senator  C!ochran.  Thank  you  very  much,  Mr.  Jossej*and. 

The  beef  cattle  industry,  while  not  supported  directly  by  a  farm 
program  that  would  have  an  effect  of  setting  prices,  does  depend  to 
some  extent  on  Federal  support  for  research,  animal  health  re- 
search, and  forage  research  that  we  have  tried  to  get  the  Depart- 
ment of  Agriculture  to  emphasize  in  recent  years. 

I  am  assuming  that  your  Association  would  continue  to  support 
the  efforts  of  this  Congress  to  allocate  resources  for  those  purposes. 
I  am  assuming  that  you  would  support  that  effort  by  the  Federal 
Government  in  the  future? 

Mr.  JossERAND.  Yes,  sir;  we  certainly  would. 

Senator  Cochran.  To  what  extent  do  you  think  the  government 
should  provide  income  protection  for  any  farmer?  Is  it  your  testi- 
mony that  there  should  not  be  any  support  structure  that  would 
provide  direct  payments  to  agricultural  producers  in  case  of  mar- 
keting disasters? 

Mr.  JossERAND.  I  think  our  association  position  would  be.  Sena- 
tor, that  ultimately,  we  would  like  to  see  government  completely 
out  of  the  agricultural  support  business.  I  think  we  also  realize 
that,  realistically,  that  cannot  be  ddne  overnight,  and  will  t€ike  a 
transition  period.  So  I  assume  from  our  association  position  that  we 
would  recommend  to  the  Senate  and  to  the  Government  that  this 
be  a  gradual  transition  period,  but  ultimately,  to  get  out  of  the 
business. 

Senator  Cochran.  Senator  Heflin. 

Senator  Hefun.  You  mentioned  this  credit  bill.  Give  me  a  little 
more  information  on  that. 

Mr.  JossERAND.  Senator,  agricultural  products  are  the  only  prod- 
ucts at  this  point  in  time  that  do  not  have  the  protection  of  the 
financial  industry  that  gives  us  the  right  to  pay  for  a  product  one 
time  and  own  the  product.  We  at  the  present  time  are  subject  to 
credit  limitations  where  we  could  buy  grain,  silage,  cattle,  and  so 
forth,  and  pay  for  those,  and  if  the  person  that  we  purchased  those 
from  did  not  in  turn  pay  off  the  mortgage  at  his  bank  or  PCA,  or 
Farmers  Home  Administration,  if  he  did  not  do  so,  we  in  turn 
could  be  subject  to  paying  for  the  same  products  again. 

Senator  Hefun.  You  are  talking  about  the  Uniform  Commercial 
Code? 

Mr.  Josserand.  Yes,  sir;  we  are  the  only  people  who  do  not  have 
that  protection  at  this  point  in  time,  and  we  simply  say  to  everyone 
that  that  is  unfair,  that  we  should  be  the  only  people  subjected  to  a 
double  payment  situation. 

Senator  Hefun.  I  have  nothing  further. 

Senator  Cochran.  Senator  Harkin. 

Senator  Harkin.  Thank  you,  Mr.  Chairman. 

Mr.  Josserand,  you  have  said  that  you  want  to  go  to  a  competi- 
tive market-oriented  system  where  market  prices  for  all  commod- 
ities determine  producers'  decisions.  About  3  weeks  ago,  I  checked 
the  price  of  com  in  Iowa.  The  central  Iowa  price  of  com  was  $2.43 
per  bushel.  On  the  Chicago  Board,  it  was  $2.73.  The  price  in  Rotter- 
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zero,  and  the  wind  chill  factor  brought  it  down  to  40  degrees.  So  he 
felt  he  was  arriving  in  the  warm  climate  this  time. 

Senator  Cochran.  It  does  not  take  the  chickens  long  to  grow  up 
and  get  out  of  there. 

Senator  Leahy.  We  eat  them  early.  In  fact,  most  chickens  enjoy 
being  fried  up  in  Vermont.  [Laughter.] 

Senator  Hefun.  I  might  say  that  a  good  Southerner  who  is  a 
Democrat  would  have  more  sense  than  to  go.  [Laughter.] 

Senator  Leahy.  Thank  you,  Mr.  Chairmcm. 

Senator  Cochran.  Thank  you.  Senator. 

Senator  M elcher. 

Senator  M elcher.  I  just  walked  in  as  vou  were  responding  to  the 
questions  of  Senator  Harkin,  so  I  may  be  asking  vou  about  some- 
thing akin  to  what  he  asked  you  earlier,  and  I  will  not  impose  on 
you  to  that  extent  if  it  is  repetition. 

I  have  a  great  deal  of  respect  for  the  organization  you  represent. 
It  represents  25  percent  of  all  fed  cattle. 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  Some  of  these  are  conditioned  cattle,  not  fed 
cattle;  is  that  right? 

Mr.  Josserand.  The  25  percent.  Senator,  applies  to  the  fed  cattle 
that  are  marketed  in  the  United  States. 

Senator  Melcher.  Slaughtered  cattle? 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  Many,  including  myself,  feel  that  cheap  grain 
means  cheap  cattle,  cheap  pork,  cheap  poultry — they  all  go  togeth- 
er. Do  you  subscribe  to  that? 

Mr.  Josserand.  Yes,  sir,  we  certainly  do. 

Senator  Melcher.  Whatever  you  are  saying  in  here  about  higher 
grain  prices  afTect  the  livestock  feeding  sector  in  several  ways,  you 
are  saying,  in  effect,  that  cheap  grain  does  mean  cheap  cattle? 

Mr.  Josserand.  Yes,  sir.  I  think  the  Senator  touched  on  it  a 
minute  ago.  You  know,  basically,  we  in  the  industry  are  simply 
saying  to  you  give  us  a  game  plan,  and  we  will  live  buy  it,  but  we 
need  to  know  what  that  game  plan  is  several  years  down  the  road. 

Senator  Melcher.  In  effect,  what  you  really  need  is  stable  grain 
prices. 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  Why  did  this  market  drop  off  so  quickly  on 
the  fed  cattle?  I  was  not  even  aware  of  it  until  somebody  pointed  it 
out  to  me  last  night.  What  about  the  last  $4  or  $5  drop? 

Mr.  Josserand.  Yes,  sir.  We  have  seen  that  kind  of  a  drop,  and  I 
think  we  have  basically  seen  it  because  of  an  oversupply  of  our 
product.  We  knew  it  was  coming. 

Senator  Melcher.  You  anticipated  it? 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  The  cattle  packers  did  not? 

Mr.  Josserand.  Yes,  sir,  they  did  to  a  certain  extent. 

Senator  Melcher.  They  will  have  to  read  it  more  carefully.  I  did 
not  expect  it. 

Mr.  Josserand.  I  do  not  know  that  I  did  personally,  but  I  think 
the  industry  expected  it,  sir. 

Senator  IVIelcher.  Thank  you. 

Senator  Hefun.  Mr.  Chairman. 
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Even  if  the  price  is  high,  they  could  still  make  certain  choices 
about  what  they  are  going  to  do.  So  it  seems  to  me  that  the  biggest 
problem  for  cattle  feeders  is  the  uncertainty  of  what  that  price  is 
going  to  be.  Look  what  happened  to  the  PIK  Program:  The  price  of 
grain  in  the  cellar  one  year,  then,  high  the  next. 

I  just  wonder  if  you  have  any  response  to  that  observation? 

Mr.  JossERAND.  Senator,  I  certainly  agree  with  you,  and  I  would 
probably  be  out  of  line  to  comment  to  you  on  Iowa,  but  I  think 
truly  that  the  cattle  feeding  industry  in  your  State  has  declined, 
and  one  of  the  primary  reasons  has  been  the  uncertainty  of  the 
farm  program,  and  I  certainly  would  concur  with  that.  ' 

Senator  HAiuaN.  That  is  right.  I  think,  tax  policy,  too,  but  I 
think  this  whole  uncertainty  of  what  tfie  policy  is  going  to  be  the 
next  year  or  2  years. 

Well,  that  is  basically  it.  I  just  wanted  to  engage  you  in  a  little 
conversation  on  that. 

Mr.  JossERAND.  You  know,  we  in  the  cattle  feeding  business  are 
basically  a  service  industry,  and  we  are  not  saying  to  the  American 
agriculture  producer  or  to  you  or  to  anyone  else  that  we  need  par- 
ticularly cheap  grain,  because  cheap  grain  does  mean  cheap  cow 
prices.  We  are  simply  saying  to  you  let's  let  the  market  dictate 
what  that  grain  price  is.  And  whatever  it  is,  we  are  willing  to  pay, 
because  we  are  basically  passing  those  costs  along. 

Senator  Harkin.  And — I  am  sorry  to  keep  going  on;  excijise  me, 
Mr.  Chairman — ^but  what  is  that  market  price?  You  see,  thfcit  is  it. 
You  say,  let  the  market  determine  it,  but  I  do  not  know  that 
anyone  can  tell  me  what  that  market  is  out  there. 

Mr.  JossERAND.  And  I  certainly  cannot,  sir. 

Senator  Harkin.  No,  I  cannot,  either. 

Thank  you. 

Thank  you,  Mr.  Chairman. 

Senator  Cochran.  Senator  Leahy. 

Senator  Leahy.  Mr.  Chairman,  I  have  a  prepared  statement  that 
I  ask  be  made  a  part  of  the  record.^  I  was  struck  by  the  same  thing 
you  were,  however,  that  the  testimony  here  today  is  somewhat  dif- 
ferent than  the  things  we  hear  from  agricultural  groups  looking  for 
support  prices  and  other  things — and  you  are  not. 

Mr.  JossERAND.  No,  sir,  we  are  not. 

Senator  Leahy.  I  find  it  interesting.  The  State  of  Vermont  is  not 
a  msgor  beef-producing  State,  but  we  grow  a  lot  of  poultry.  I  was 
interested  in  hearing  about  poultiy  production,  but  I  will  not  inter- 
fere with  others  here  who  have  a  far  greater  interest  in  these  areas 
for  their  own  States.  So,  I  will  leave  my  time  for  you,  Mr.  Chair- 
man, and  the  others. 

Senator  Cochran.  Those  chickens  have  pretty  thick  feathers,  I 
bet. 

Senator  Leahy.  They  do.  I  should  note  for  the  record  that  the 
chairman  was  kind  enough  to  come  up  and  hold  a  hearing  in  Ver- 
mont earlier  this  week.  It  was  20  degrees  above  zero  when  he  ar- 
rived. Now,  that  may  sound  bad,  but  the  last  time,  he  was  there  to 
chair  a  hearing,  it  was  50  degrees  colder;  it  was  30  degrees  below 


>  See  p.  410  for  the  prepared  statement  of  Senator  Leahy. 
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zero»  and  the  wind  chill  factor  brought  it  down  to  40  degrees.  So  he 
felt  he  was  arriving  in  the  warm  climate  this  time. 

Senator  Cochran.  It  does  not  take  the  chickens  long  to  grow  up 
and  get  out  of  there. 

Senator  Leahy.  We  eat  them  early.  In  fact,  most  chickens  enjoy 
being  fried  up  in  Vermont.  [Laughter.] 

Senator  Hefun.  I  might  say  that  a  good  Southerner  who  is  a 
Democrat  would  have  more  sense  than  to  go.  [Laughter.] 

Senator  Leahy.  Thank  you,  Mr.  Chairman. 

Senator  Cochran.  Thank  you,  Senator. 

Senator  M elcher. 

Senator  M elcher.  I  just  walked  in  as  vou  were  responding  to  the 
questions  of  Senator  Harkin,  so  I  may  be  asking  vou  about  some- 
thing akin  to  what  he  asked  you  earlier,  and  I  will  not  impose  on 
you  to  that  extent  if  it  is  repetition. 

I  have  a  great  deal  of  respect  for  the  organization  you  represent. 
It  represents  25  percent  of  all  fed  cattle. 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  Some  of  these  are  conditioned  cattle,  not  fed 
cattle;  is  that  right? 

Mr.  Josserand.  The  25  percent.  Senator,  applies  to  the  fed  cattle 
that  are  marketed  in  the  United  States. 

Senator  Melcher.  Slaughtered  cattle? 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  Many,  including  myself,  feel  that  cheap  grain 
means  cheap  cattle,  cheap  pork,  cheap  poultry — they  all  go  togeth- 
er. Do  you  subscribe  to  that? 

Mr.  Josserand.  Yes,  sir,  we  certainly  do. 

Senator  Melcher.  Whatever  you  are  saying  in  here  about  higher 
grain  prices  affect  the  livestock  feeding  sector  in  several  ways,  you 
are  saying,  in  effect,  that  cheap  grain  does  mean  cheap  cattle? 

Mr.  Josserand.  Yes,  sir.  I  think  the  Senator  touched  on  it  a 
minute  ago.  You  know,  basically,  we  in  the  industry  are  simply 
saying  to  you  give  us  a  game  plan,  and  we  will  live  buy  it,  but  we 
need  to  know  what  that  game  plan  is  several  years  down  the  road. 

Senator  Melcher.  In  effect,  what  you  really  need  is  stable  grain 
prices. 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  Why  did  this  market  drop  off  so  quickly  on 
the  fed  cattle?  I  was  not  even  aware  of  it  until  somebody  pointed  it 
out  to  me  last  night.  What  about  the  last  $4  or  $5  drop? 

Mr.  Josserand.  Yes,  sir.  We  have  seen  that  kind  of  a  drop,  and  I 
think  we  have  basically  seen  it  because  of  an  oversupply  of  our 
product.  We  knew  it  was  coming. 

Senator  Melcher.  You  anticipated  it? 

Mr.  Josserand.  Yes,  sir. 

Senator  Melcher.  The  cattle  packers  did  not? 

Mr.  Josserand.  Yes,  sir,  they  did  to  a  certain  extent. 

Senator  Melcher.  They  will  have  to  read  it  more  carefully.  I  did 
not  expect  it. 

Mr.  Josserand.  I  do  not  know  that  I  did  personally,  but  I  think 
the  industry  expected  it,  sir. 

Senator  Melcher.  Thank  you. 

Senator  Hefun.  Mr.  Chairman. 
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Senator  Cochran.  Senator  Heflin. 

Senator  Hefun.  Mr.  Chairman,  let  me  put  a  question  to  Ms. 
Smith  of  the  National  Cattlemen's  Association  and  also  to  you,  Mr. 
Josserand,  and  your  association.  Perhaps  it  might  be  wise  to  any  of 
the  livestock,  poultry,  and  other  groups,  too.  'fiiere  are  proposed  a 
number  of  tax- simplification  biUs — and  this,  of  course,  is  not  a 
taxwriting  committee — but  in  my  judgment,  that  could  have  a  tre- 
mendous effect  on  farming,  and  in  particular,  cattlemen  and  other 
t3rpes  of  producers  of  livestock.  I  think  we  ought  to  have  the  Na- 
tional Cattlemen's  Association,  and  other  livestock  association, 
present  an  evaluation  of  what  the  tax  simplification  proposals 
might  do  to  your  industry — whether  it  helps,  hurts,  or  what  it 
might  do.  There  are  questions  of  losses  of  deductions;  there  is  also 
the  question  of  loss  in  some  instances  of  capital  gains  treatment, 
which  could  put  a  different  posture  over  the  overall  financial 
future  of  various  agriculture  and  agriculture-related  businesses  and 
industries. 

I  just  think  maybe  as  we  look  at  this  farm  bill  that  it  might  be 
helpful  if  we  have  in  mind  some  of  the  possible  changes  and  what 
their  effects  might  be. 

I  made  a  speech  to  a  cattle  group.  I  was  tr3dng  to  make  an  eval- 
uation of  how  the  various  Treasury  report,  the  Kemp-Kasten,  the 
Bradley-Gephardt  bills  would  affejCT  farming  operations,  and  to  my 
amazement,  there  had  not  been  many  farm  organizations  that  had 
done  any  studies  of  the  effects  of  the  proposed  tax  simplification  on 
them. 

I  think  maybe  as  an  Agriculture  Committee,  it  would  be  helpful 
to  us  to  know  the  consequences,  and  to  bear  those  somewhat  in 
mind  as  we  approach  it.  I  really  anticipate — I  may  be  wrong — but  I 
anticipate  that  there  will  be  adopted  a  tax  simplification  bill.  The 
movement  is  for  it.  It  is  attractive,  but  at  the  same  time,  there  are 
certain  aspects  of  it  that  could  cause  some  real  problems.  I  think 
that  this  committee  ought  to  be  alerted  as  well  as  the  taxwriting 
committees  of  Congress.  So,  if  you  and  your  associations  could  look 
at  that  and  give  us  something  in  writing  relative  to  it,  I  would  ap- 
preciate it. 

Mr.  Josserand.  Senator,  I  think  we  would  be  very  happy  to,  and 
I  am  sure  that  Jo  Ann  and  the  NCA  staff  would,  also,  because  it  is 
a  concern  to  us.  I  think  one  of  the  concerns  that  we  have  as  an 
association  is  the  fact  that  we  are  not  sure  that  Treasury  is  hear- 
ing from  agriculture  these  days  as  far  as  tax  simplification  goes.  So 
we  would  be  very  happy  to  furnish  you  that  information. 

Senator  Cochran.  Maybe  it  is  because  most  farmers  do  not  have 
any  income,  so  they  don  t  pay  much  tax. 

Mr.  Josserand.  Senator,  I  think  two  things.  I  think  we  are  all  in 
disarray  as  to  really  what  we  need,  and  so  I  think  agriculture  in 
general  is  not  focusing  on  that. 

Senator  Cochran.  That  is  a  good  point. 

Senator  Harkin. 

Senator  Harkin.  Thank  you,  Mr.  Chairman. 

I  just  want  to  underscore  what  my  colleague.  Senator  Heflin,  just 
said — and  I  apologize  for  having  to  leave  early,  but  other  commodi- 
ty groups  that  will  be  testifying  are  here,  I  think  what  Senator 
Heflin  said  is  wise  counsel.  We  really  ought  to  have  from  all  of  you 
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your  best  thinking  and  analysis  on  these  tax  programs  coming  up, 
this  tax  simplification,  because  a  lot  of  times — we  do  things,  in  an 
agricultural  bill,  and  we  find  out  that  the  Ways  and  Means  or  the 
Finance  Committee  has  done  something  else  that  maybe  negates 
what  we  have  done.  That  is  one  point. 

The  second  thing  is  that  when  you  do  this  analysis,  of  the  tax 
simplifications,  think  about  it  in  terms  of  the  broader  context,  too. 
In  other  words,  there  ought  to  be  a  portion  of  the  tax  bill  that,  if 
you  look  upon  it  just  in  terms  of  your  own  industry,  you  might  say, 
"Well,  this  will  have  an  adverse  effect."  But  if  you  think  about 
what  effect  it  has  overall,  that  may  not  be  so  adverse.  I  speak  specifi- 
cally of  the  investment  tax  credit.  If  you  look  at  it  from  an  individ- 
ual farmer's  standpoint,  you  might  say,  "Well,  it  is  not  too  good  to 
give  up  the  investment  tax  credit."  But  if  you  look  at  it  perhaps 
from  a  different  angle,  it  might  not  be  so  onerous.  That  is  why  I 
am  saying,  look  at  it  not  only  in  terms  of  specifically  how  it  might 
afifect  a  cattle  feeder  or  pork  producer  or  whatever  commodity,  but 
how  it  might  affect  agriculture  overall.  That  is  the  only  thing  I 
would  add,  Mr.  Chairman. 

Senator  Cochran.  Thank  you.  Senator. 

Thank  you,  Mr.  Josserand,  for  your  testimony.  We  appreciate 
your  being  here. 

Mr.  Josserand.  Thank  you.  Senator. 

[The  following  written  questions  from  Senator  Jesse  Helms  and 
the  responses  of  Robert  Josserand,  president,  Texas  Cattle  Feeders 
Association,  follow:] 

Question  1.  Is  the  old  "cheap  feed — cheap  livestock"  saying  still  true  today  given 
what  appears  to  be  the  new  livestock  cycles  and  high  real  interest  rates? 

Answer.  The  old  adage  that  cheap  feed  eventually  results  in  cheap  livestock  is  not 
as  applicable  today  as  it  once  was.  The  theory  would  not  hold  true  in  the  short-run, 
although  it  might  be  more  applicable  in  the  long-run. 

Under  current  economic  situations,  other  factors  such  as  high  real  interest  rates 
have  become  more  important  than  they  once  were  in  considering  the  economics  of 
feeding  cattle. 

Cheap  feed  results  from  excessive  supplies,  low  demand  or  some  combination  of 
the  two.  Prior  to  the  advent  of  commercial  cattle  feeding,  most  cattle  were  fattened 
by  farmer-feeders  who  grew  their  own  feed.  When  excessive  supplies  and  low  prices 
occurred,  the  grain  had  to  be  fed  up,  which  ultimately  resulted  in  an  over-supply  of 
beef,  eventually  leading  to  cheaper  cattle  prices. 

Today,  81.2%  of  cattle  fed  for  slaugther  are  fed  in  large  feedlots  (over  1,000  head 
capacity)  which  are  not  pressured  to  market  cheap  grain  through  livestock,  as 
farmer-feeders  sometimes  were. 

Obviously,  cheap  grain  will  reduce  the  cost  of  gain  and  tend  to  attract  additional 
cattle  feeders.  However,  as  I  mentioned  previously,  other  factors  such  as  the  cost  of 
the  feeder  steer,  high  interest  rates,  etc.  will  have  impact  on  the  profitability  of 
feeding  cattle. 

Question  2.  If  the  old  saying  is  true,  at  what  feed  price  or  feed/livestock  price 
ratio  does  the  "cheap  feed — cheap  livestock"  syndrome  occur? 

Answer.  In  light  of  changing  economic  conditions  and  the  structure  of  the  indus- 
try, I  cannot  quote  a  specific  feed /livestock  price  ratio.  As  previously  discussed,  it 
would  not  be  as  applicable  as  in  the  past. 

Question  3.  You  made  the  statement  that  the  cattle  feeding  business  is  basically  a 
service  industry  and  that  you  pass  feed  costs  along.  Would  you  elaborate  on  diis 
point  and  explain  how  the  cattle  feeder  is  able  to  pass  along  costs? 

Answer.  My  statement  about  the  "service  industry"  was  in  reference  to  custom 
feedyards,  which  feed  cattle  on  a  cost-plus  basis  for  customers. 

Typically,  the  feedyard  will  charge  the  customer  the  actual  cost  of  grain,  plus  a 
markup  for  processing,  feeding,  overhead  and  profit. 
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The  customers  of  our  custom  feedyards  are  basically  in  the  same  position  as 
farmer-feeders  in  the  Midwest — they  are  basically  price  takers  and  cannot  pass  on 
the  cost  of  feed  to  the  packer,  the  retailer  or  the  consumer. 

Question  4-  Are  you  talking  about  custom  feedyards  or  traditional  sole  proprietor 
operations? 

Answer.  As  I  mentioned  above,  my  comments  were  pertaining  to  custom  feed- 
yards. 

Senator  Cochran.  Our  next  witness  is  James  Wright  Jackson, 
who  is  a  member  of  the  board  of  the  National  Pork  Producers 
Council.  He  is  from  Dunn,  NC. 

Mr.  Jackson,  welcome  to  the  Agriculture  Committee. 

STATEMENT  OF  JAMES  WRIGHT  JACKSON,  MEMBER,  BOARD  OF 
DIRECTORS,  NATIONAL  PORK  PRODUCERS  COUNCIL,  DUNN,  NC 

Mr.  Jackson.  Thank  you,  Mr.  Chairman.^ 

Mr.  Chairman  and  members  of  the  committee,  we  appreciate  this 
opportunity  to  share  with  you  our  position  on  the  1985  farm  bill. 

My  name  is  James  Wright  Jackson.  I  am  a  member  of  that  Na- 
tional Pork  Producers,  and  the  State  from  which  I  come  is  North 
Carolina. 

We  operate  a  family  farm,  my  three  sons  and  I,  and  we  feed 
mostly  pigs,  swine,  a  few  cattle;  we  raise  cotton,  tobacco. 

The  National  Pork  Producers  Council,  which  I  represent  today, 
has  the  l£u*gest  commodity  organization  in  the  Nation,  with  an 
identified  membership  of  315,000  farm  families. 

Our  organization  wants  to  focus  your  attention  upon  the  econom- 
ic hardships  now  being  suffered  by  the  family  farm  system  and  to 
emphasize  to  you  the  importance  of  maintaining  that  system. 
American  agriculture  has  a  major  problem  facing  it  today  that  far 
transcends  the  immediate,  but  serious,  cash  flow  difficulties  many 
producers  are  experiencing.  It  is  the  loss  of  confidence  in  agricul- 
ture's future. 

The  long-range  consequences  of  that,  represented  by  steadily  de- 
teriorating farmland  values,  is  threatening  to  slide  into  a  full-scale 
farm  depression — which  I  have  heard  my  dad  talk  about  many 
times.  If  that  occurs,  no  segment  of  this  Nation's  economy  will 
escape  the  resulting  economic  fallout  of  such  a  depression. 

The  National  Pork  Producers  Council's  farm  policy  recommenda- 
tions are  outlined  in  detail  in  the  written  portion  of  our  testimony 
which,  with  your  permission,  we  will  submit  for  the  official  com- 
mittee record.  Our  recommendations  focus  on  the  needs  of  the 
315,000  farm  families  and  pork  producers  that  maintain  hog  oper- 
ations in  the  face  of  hi^h  interest  rates,  unfairly  subsidized  foreign 
competition,  and,  sometimes,  conflicting  governmental  advice  to 
consumers  on  diet  and  nutrition. 

We  have  always  believe  and  continue  to  believe  that,  despite  50 
years  of  farm  legislation  that  has  injected  the  Federal  Government 
into  the  farm  marketplace  as  its  chief  regulator,  farmers  are  likely 
to  be  more  effective,  more  productive,  more  competitive,  and  ulti- 
mately more  profitable  when  we  can  just  be  left  alone,  without  ar- 
tificial price  floors  or  artificial  production  controls. 


>  Sec  p.  414  for  the  prepared  statement  of  Mr.  Jackson. 
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The  National  Pork  Producers  CJouncil  does  not  come  before  this 
committee  today  to  promote  any  new  or  revised  commodity  pro- 
grams that  would  call  on  the  Government  to  help  enhance  the 
income  of  pork  producers.  We  have  not  done  that  for  the  past  50 
years,  and  neither  shall  we  do  it  today. 

The  National  Pork  Producers  C!ouncil  is  not  an  advocate  of  in- 
creased Government  intervention  or  regulation  in  agriculture.  We 
are  concerned  with  minimizing  the  adverse  impact  of  Government 
policies  on  our  industry  and  all  of  agriculture,  and  of  encouraging 
the  unfettered  interplay  of  supply  and  demand  as  the  factors  that 
should  ultimately  determine  profit  and  loss. 

To  put  it  simply,  Mr.  Chairman,  the  Government  that  governs 
best  on  belmlf  of  pork  producers  and  our  fellow  producers  and  their 
profitability  is  the  Government  that  governs  least,  and  above  all, 
spends  less. 

Our  organization  supports  the  most  free  farm  marketplace  possi- 
ble, but  we  recognize  that  it  is  unrealistic  to  expect  today  or  this 
year  that  these  support  programs  will  just  vanish  overnight.  We 
think  that  would  be  wrong.  We  support  a  reasonable  transition 
that  will  move  the  present  programs  steadily  in  the  direction  of  the 
competitive  marketplace. 

In  our  detailed  testimony,  as  we  discuss  the  merits  of  a  free 
market  system,  the  ultimate  withdrawal  of  Government  farm  sup- 
ports, we  are  aware  that  timing  becomes  the  most  critical  factor 
for  our  fellow  producers,  many  of  whom  have  become  financially 
dependent  on  some  of  these  Federal  programs. 

Mr.  Chairman,  the  National  Pork  Producers  Council  is  pleased  to 
see  that  the  farm  bill  Senator  Helms  has  recently  proposed  in- 
cludes timing  and  implementation  provisions  that  would  moderate 
any  precipitous  changes  in  farm  programs.  He  recognizes,  as  does 
the  National  Pork  Producers  Council,  that  agriculture  must  have 
sufRcient  time  to  adjust  and  adapt  to  the  new  competitive  world 
economy  in  which  we  find  ourselves. 

There  is  another  important  element  that  must  be  addressed  si- 
multaneously. Our  Government  must  face  up  to  the  reality  of  the 
world  marketplace  as  well,  and  begin  insisting  that  its  trading 
partners  recognize  that  free  trade  is  not  just  a  one-way  street,  and 
if  it  is  going  to  be  free,  it  has  got  to  be  fair. 

It  will  take  some  time  and  patience,  but  with  the  careful  delib- 
eration and  encouragement  of  this  committee  and  your  counter- 
parts in  the  House,  we  are  confident  that  a  reasonable  solution  to 
the  present  dilemma  will  be  found  that  will  help  reestablish  Amer- 
ican agriculture  as  a  real  competitor  in  world  markets. 

Mr.  Chairman,  we  thank  you  for  the  opportunity  to  be  heard  on 
behalf  of  the  Nation's  pork  producers  and  to  permit  us  to  submit 
for  the  committee  record  our  thoughts  on  the  1985  farm  bill. 

Senator  Cochran.  Thank  you,  Mr.  Jackson.  That  is  an  excellent 
statement,  and  we  will  include  in  the  record  of  the  hearing  the 
entire  written  statment  which  you  had  prepared  for  this  hearing. 
We  th€mk  you  for  summarizing  your  comments;  I  think  you  did  it 
in  an  excellent  manner. 

I  gather  from  your  presentation  that  the  National  Pork  Produc- 
ers Council  would  prefer  either  the  administration's  proposed  farm 
bill  or  Senator  Helms'  proposed  farm  bill  instead  of  a  continuation 
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of  the  kind  of  farm  support  program  that  we  have  now.  Is  that  cor- 
rect? 

Mr.  Jackson.  Yes,  sir. 

Senator  Cochrai^.  As  a  cotton  producer,  how  do  you  think  that 
would  sit  with  your  fellow  cotton  utrmers  back  home? 

Mr.  Jackson.  The  cotton  program,  Mr.  Chairman,  is  probably 
one  of  the  better  programs.  But,  you  know,  we  C€uinot  help  but  in- 
fringe on  some  of  our  fellow  producers  because  we  are  affected  in 
so  many  ways  when  the  overlap  comes.  We  grow  some  cotton,  we 
grow  some  tobacco,  we  grow  some  hogs,  and  when  we  affect  the 
price  of  grain,  we  affect  the  price  of  the  hogs.  But  feeding  or  main- 
taining about  3,000  head  of  hogs  from  feed  on  our  farm,  most 
times,  we  have  found  that,  really,  the  selling  price  is  not  the  deal. 
The  thing  we  are  talking  about  is  price.  And  we  can  care  less 
whether  hogs  are  36  cents  or  whether  they  are  56  cents,  as  long  as 
there  is  a  profit  margin.  So  the  price  of  ingredient  and  the  ability 
to  sell,  the  ability  to  market,  is  the  question. 

Senator  Cochran.  That  is  an  excellent  point. 

I  think  one  of  the  key  challenges  we  face  this  year  is  doing  some- 
thing effective  to  control  the  Federal  deficit.  I  heard  that  a  panel  of 
economists  testified  before  our  Budget  Committee  and  the  Finance 
Committee  early  in  this  session  of  Congress,  that  if  we  could  put  in 
place  a  plan  for  deficit  reduction  that  would  bring  us  down  to  a 
point  where  we  did  have  a  balanced  budget  by  1990,  that  interest 
rates  would  immediately  drop  by  3  percentage  points.  What 
impact,  as  a  practical  matter,  would  a  drop  in  interest  rates  do  in 
terms  of  improving  profitability  in  your  operation  or  in  the  oper- 
ation of  those  member  families  that  are  represented  by  the  Nation- 
al Pork  Producers  Council? 

Mr.  Jackson.  Well,  Mr.  Chairman,  if  we  could  have  a  lower  in- 
terest rate,  and  at  the  S€tme  time  maintain  land  values,  the  collat- 
eral that  is  used  by  the  farmers  in  our  part  of  the  country  is  chang- 
ing, depending  when  you  go  and  ask  for  a  loan,  because  they  are 
adjusting  the  value  of  the  property  and  the  real  estate  all  the  time. 
And  we  have  a  few  people  who  cannot  get  a  loan  because  of  tJiat. 

Surely,  we  could  operate  more  efficiently  with  cheaper  interest 
rates.  Probaby  the  thing  that  would  help  us  more  than  anything 
else  is  increasing  our  exports.  We  really  need  to  work  on  that. 

Senator  Cochran.  Senator  Heflin. 

Senator  Hefun.  Mr.  Jackson,  I  tried  to  review  your  statement, 
and  it  is  a  very  fine  statement.  I  am  rather  surprised  to  see  this 
statement  that  says,  ''While  overseas  market  for  pork  appears  to 
be  limited  at  present  to  an  amount  that  fluctuates  between  2  and  3 
percent  of  our  annual  production."  In  other  words,  is  only  2  to  3 
percent  of  annual  production  of  pork  sold  in  export  markets? 

Mr.  Jackson.  That  is  about  the  net,  sir. 

Senator  Hefun.  Compared  to  other  agricultural  commodities, 
pork  is  really  much  lower  than  much  of  the  rest  of  it.  How  do  we 
account  for  this  low  export  sale  of  pork? 

Mr.  Jackson.  Sir,  we  have  a  couple  of  things.  One  of  them  is  the 
vsdue  of  the  dollar.  People  in  other  parts  of  the  world 

Senator  Hefun.  Well,  all  the  other  commodities  have  that,  too. 

Mr.  Jackson.  Yes,  sir.  But  some  of  our  competitors  have  process- 
es they  use  so  they  can  guarantee  that  pork  is  trichina  free,  other 
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problems  with  duties.  So  this  is  an  area  that  we  really  need  to  ex- 
plore. 

Now,  all  the  reasons  why  we  havesjiot  sold  more  pork  to  the 
world,  I  cannot  answer,  but  I  think  I  can  probably  get  the  answer 
for  you. 

Senator  Heflin.  Well,  this  would  be  an  interesting  aspect  to  me. 
I  think  one  of  the  things  that,  as  we  hope  to  move  toward  a  market 
orientation — and  there  are  problems  of  transition,  but  I  think  we 
all  agree  we  ought  to  move — it  has  got  to  be  done  in  export  sales. 
That  is  clear,  I  think,  from  even  the  Secretary  of  Agriculture's 
comments.  I  think  we  are  going  to  have  to  spend  some  time  on 
export  problems,  unfair  competition,  illegal  barriers,  and  other 
things  involved.  Of  course,  in  addition  to  this,  you  have  the  prob- 
lem of  foreign  pork  coming  into  this  country.  I  know,  I  joined  with 
a  number  of  other  Senators  in  trying  to  get  the  President  in  his 
recent  visit  to  Canada  to  bring  up  the  subject  of  pork  coming  into 
this  country,  which  causes  a  lot  of  problem  to  our  domestic  market. 

Would  you  care  to  comment  on  these  problems? 

Mr.  Jackson.  Do  you  mean  on  the  import  of  pork? 

Senator  Hefun.  Yes,  particularly  the  Canadian  pork  that  is 
coming  in. 

Mr.  Jackson.  Yes,  sir,  it  is  a  problem.  We  are  importing  more 
than  we  are  exporting.  Our  office  in  Des  Moines  has  pork  produc- 
ers that  file  with  the  Commerce  Department  for  duties,  and  we  are 
looking  for  a  ruling  now  at  any  time,  for  duties  to  be  put  on  this 
incoming  pork.  What  that  will  be,  we  do  not  know,  but  we  know 
that  we  can  produce  pork  as  efficiently  as  anyone  in  the  world  can, 
or  maybe  more  than  most.  But  when  you  have  a  country  that  is 
subsidizing,  whatever,  at  5  or  6  cents  a  pound,  and  then  you  have 
provinces  within  that  same  nation  that  are  subsidizing  up  to  $18 
per  head,  and  this,  the  American  farmers,  whether  he  is  in  Iowa  or 
whether  he  is  in  North  Carolina,  C£uinot  compete  with.  I  think  we 
have  a  statement  in  there  that  addresses  that,  that  we  believe  in 
free  trade,  but  it  has  got  to  be  fair,  and  this  is  not  fair. 

Senator  Hefun.  I  £dso  noted  in  your  testimony  that  you  say  that: 

We  feel  it  is  imperative  that  Congress  establish  a  mechanism  for  the  coordination 
of  messages  the  government  sends  to  the  consuming  public  about  the  nutritional 
contribution  of  animal-based  products  and  ensure  that  such  advice  is  derived  from 
sound  scientific  research.  Government  messages  to  consumers  must  not  pit  one  gov- 
ernment agency  against  another. 

In  other  words,  I  suppose  you  have  matters  in  which  there  have 
been  some  questions  relative  to  bacon,  nitrites,  and  other  tjrpes  of 
things  in  this  r^ard,  as  to  whether  it  is  based  upon  sound  scientif- 
ic research  or  not.  Could  you  elaborate  a  little  bit  on  what  tjrpe  of 
mechanism  you  propose? 

Mr.  Jackson.  Well,  it  will  probably  be.  Senator,  very  little  elabo- 
ration, but  we  just  want  to  be  treated  fairly.  We  do  not  want  to  be 
spelled  out  as  a  bad  product  with  a  bad  image,  when  there  are 
other  processed  products  that  have  the  same  ingredients  in  them 
as  in  processed  meat. 

We  would  just  hope  the  different  agencies  would  get  together 
before  they  come  out  with  these  recommendations,  and  that  they 
would  treat  the  commodities  fairly  and  treat  us  alike. 
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Senator  Hefun.  I  also  note  that  you  raise  the  issue  of  the  gov- 
ernment purchases  of  commodities  on  the  specific  programs  for 
needy  families,  elderly,  schoolchildren,  charitable  institutions,  and 
daycare  programs,  as  to  the  fact  that  you  contend  that  pork  has 
been  unfairly  treated  and  in  effect  discriminated  in  that  relation- 
ship. 

Do  you  have  any  suggestions  as  to  what  could  be  done  relative  to 
improvements  relative  to  those  programs,  to  that  purchasing 
policy? 

Mr.  Jackson.  Well,  Senator,  here  again,  we  are  addressing  dis- 
crimination. We  would  hope  that  we  could  have  a  more  equal  and 
fair  share  of  the  market.  I  am  sure  that  our  fellow  producers  who 
produce  beef  are  probably  pleased  with  the  percentage  of  the 
market  they  receive — and  chicken,  too — and  our  State  is  very 
much  involved  in  poultry,  and  probably  if  not  No.  1,  almost  No.  1, 
in  turkey  production  and  we  have  a  very  vital  part  of  the  meat  in- 
dustry there.  But  we  would  just  hope  that  we  could  get  maybe  a 
more  fair  share.  We  just  want  a  little  fair  shake,  and  do  not  want 
to  take  all  the  market  away  from  our  fellow  producers,  because  we 
have  neighbors  who  grow  the  other  commodities. 

Senator  Hefun.  I  have  only  one  more  question.  How  do  North 
Carolina  chittlins  compare  to  Alabama  chittlins? 

Mr.  Jackson.  They  are  mighty  good,  sir.  [Laughter.] 

Senator  C!ochran.  I  don't  know  why  you  all  brought  that  up. 

Senator  Melcher. 

Senator  Melcher.  Mr.  Jackson,  you  say  that  you  do  not  care  if 
the  hogs  are  selling  at  $36  or  $56,  just  so  there  is  a  margin  of 
profit.  What  are  they  selling  at  now? 

Mr.  Jackson.  It  was  43  cents  this  morning,  sir. 

Senator  Melcher.  That  is  the  average? 

Mr.  Jackson.  Yes,  sir — about  5  percent  below  what  we  feel  we 
can  break  even  at. 

Senator  Melcher.  You  need  about  45  cents  to  56  cents  to  break 
even? 

Mr.  Jackson.  Yes,  sir. 

Senator  Melcher.  I  see  you  devoted  about  a  fourth  of  your  state- 
ment, two  pages  out  of  the  eight,  to  the  dairy  program.  You  evi- 
dently feel  quite  strong  about  the  Dairy  Program.  I  assume  that 
the  rest  of  the  pork  producers  do  as  well? 

Mr.  Jackson.  Well,  Senator,  this  statement  comes  out  of  our 
Governmental  Subcommittee  Task  Force  of  the  National  Pork  Pro- 
ducers, which  is  represented  by  38  States. 

Senator  Melcher.  We  do  have  pork  producers  in  Montana,  and 
we  are  rather  pleased  that  perhaps  they  are  on  a  little  bit  of  an 
increase. 

Mr.  Jackson.  I  am  sure  you  do.  I  know  the  director  from  Mon- 
tana. 

Senator  Melcher.  I  my  case  we  have  grain,  a  little  bit  of  d£dry, 
pork,  a  whole  lot  of  cattle — I  find  myself  wondering  when  we  are 
ever  going  to  be  all  together  so  we  get  enough  recognition  for  what 
agriculture  truly  needs  in  an  American  agriculture  farm  bill.  I  can 
sympathize  with  every  point  you  make. 
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But  I  know  in  the  final  analysis,  that  if  we  are  going  to  get  any- 
thing that  really  moves  in  the  right  direction  and  does  something 
for  American  agriculture,  we  are  going  to  have  to  be  together  on  it. 

Perhaps  we  have  not  gotten  what  we  should  have  had  over  the 
past  25  years  simply  because  we  really  have  not  been  able  to  cinch 
up  a  good,  solid  agriculture  coalition  that  holds  together. 

I  have  long  learned  that  if  I  want  to  find  out  something  about 
what  it  takes  to  raise  pigs,  I  had  better  go  to  somebody  who  does  it, 
and  the  same  goes  for  grain,  and  the  same  goes  to  dairy  and  cattle 
and  all  the  rest. 

What  would  grain  have  to  cost  if  you  were  going  to  make  a  profit 
at  $36? 

Mr.  Jackson.  Well,  grain  in  our  country  would  be  probably  50 
cents  over  Chicago,  so  $2.30 — I  am  guessing  now — per  bushel. 

Senator  Melcher.  Then  your  profit  at  $36  would  be  adequate? 

Mr.  Jackson.  Not  at  $36,  sir.  I  misunderstood  your  question.  I 
would  have  to  compute  that. 

Senator  Melcher.  Would  it  be  fair  to  say  that  it  would  probably 
be  profitable  with  grain  about  $1.25? 

Mr.  Jackson.  It  could  well  be.  It  would  depend  on  the  price  of 
protein. 

Senator  Melcher.  I  dare  say  everybody  that  would  be  growing 
com  at  $1.75  is  going  to  be  broke. 

Mr.  Jackson.  I  thmk  so. 

Senator  Melcher.  All  right.  So  we  do  not  want  it  down  there. 

Mr.  Jackson.  That  is  right. 

Senator  Melcher.  Therefore,  we  should  not  set  the  loan  rate 
there,  or  should  we  just  disr^ard  the  loan  rate? 

Mr.  Jackson.  Well,  as  in  the  statement,  I  think  it  has  got  to  be  a 
phased  thing.  I  think  we  have  got  to  slow  it  down  slowly  and  let  it 
take  it  easy.  I  think  the  point  that  is  probably  trying  to  be  made  is 
that  we  are  going  to  lose  some  farmers,  and  this  is  bad.  We  do  not 
want  to  lose  any  of  our  neighbors.  We  like  them,  we  go  to  church 
with  them,  we  love  them.  But  we  lost  service  stations  when  the  gas 
war  came  along,  when  it  went  up,  we  lost  auto  dealers  when  some- 
thing bad  happened  to  them.  I  do  not  think  that  this  Government, 
this  administration,  C£ui  save  all  the  farmers. 

I  do  not  think  that  the  break-even  point  on  hogs  is  the  same  on 
our  farms  as  it  would  be  in  Iowa,  and  I  am  sure  that  the  grain 
farmers  are  the  same  way. 

Senator  Melcher.  If  we  could  get  the  interest  rate  down  4  per- 
cent, the  average  com  farmers  would  save  $2,000.  But  if  we  lower 
the  price  75  cents,  that  would  cost  them  $9,000.  That  would  still  be 
a  net  loss  of  $7,000.  We  have  done  one  thing  right  for  them;  we  got 
the  interest  rates  down,  but  they  are  going  to  be  $7,000  more  in  the 
whole  than  when  we  started. 

If  we  are  going  to  have  cheap  grain,  we  are  going  to  have  cheap 
pork,  cheap  beef,  and  cheap  poultry. 

Do  you  agree  with  that? 

Mr.  Jackson.  Yes,  sir. 

Senator  Cochran.  Senator  McConnell,  do  you  have  any  questions 
of  the  witness? 
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Senator  McConnell.  Of  your  315,000  members,  how  many  or 
what  percentage  grow  their  own  feed?^ 

Mr.  Jackson.  That  would  be  a  guess,  but  I  would  say  probably  80 
percent  of  them. 

Senator  McConnell.  The  cattle  group,  which  I  missed,  but  I  un- 
derstand they  said  that  the  Government  needs  to  get  out  of  the 
commodity  pricing  business.  Is  that  essentially  your  position  as 
well? 

Mr.  Jackson.  I  am  sorry.  Senator,  I  did  not  hear  the  question. 

Senator  McConnell.  The  cattle  group — I  did  not  hear  them,  but 
I  understand  they  said  that  the  Government  needs  to  get  out  of  the 
commodity  pricing  business.  Given  the  fact  that  so  many  of  your 
members  grow  their  own  feed,  do  you  agree  with  the  cattle  people? 
If  so,  why;  and  if  not,  why  not? 

Mr.  Jackson.  Yes,  sir;  we  do  agree  with  it. 

Senator  McConnell.  How  do  you  all  deal  with  two  of  your  n^a- 
tive  image  factors.  One  is  the  commonly  held  notion  that  pork 
causes  heart  disease  and  problems  of  that  sort,  and  the  other  n^a- 
tive  rap  that  you  get  occasionally  is  that  confinement  operations 
are  inhumane. 

How  do  you  posture  yourselves  and  what  do  you  say  to  those 
kinds  of  claims? 

Mr.  Jackson.  Well,  Senator,  it  is  a  constant  fight,  day  by  day. 
We  do  not  believe  that — when  we  look  at  the  nutritional  figures  on 
diet  and  so  on  that  have  been  run,  we  know  that  a  lot  of  the  fig- 
ures on  cholesterol  and  the  different  parts  of  pork  are  really  un- 
founded. 

As  far  as  the  animal  rights  people  are  concerned,  we  know  as 
producers,  as  feeders,  that  our  pigs,  as  we  call  them,  are  more  com- 
fortable and  more  efficient  and  do  a  better  job  like  they  are  now 
than  when  they  were  out  in  the  field  and  out  in  the  woods.  If  any- 
body has  ever  fed  much  livestock,  they  know  that  then  they  are  in 
modified  facilities  and  semienclosed  facilities  that  their  livelihood- 
they  are  more  comfortable  at  night  when  it  is  cold,  they  are  more 
comfortable  when  it  is  hot;  they  get  a  better  feed  conversion,  and 
therefore,  they  get  a  cheaper  product  for  the  consumer,  and  this  is 
the  ultimate  goal  of  the  pork  producers,  we  are  a  service  group  for 
the  consumers  of  the  Nation  and  the  world. 

Senator  McConnell.  There  used  to  be,  I  am  told,  what  is  com- 
monly referred  to  in  agriculture  as  a  "hog  cycle;"  in  other  words, 
the  number  of  hogs  varied  considerably.  But  in  the  last  3  or  4 
years,  there  has  not  been  a  "hog  cycle.''  What  happened,  and  is 
that  good  or  bad  that  the  total  number  on  the  market  has  not 
varied  much. 

Mr.  Jackson.  Well,  this  could  be  very  good  for  the  producers  and 
feeders,  if  we  could  find  out  where  we  could  get  a  more  constant 
price  of  grain,  and  it  does  not  go  from  $1  to  $1.50  a  bushel  in  12 
months.  If  we  knew,  when  we  bred  these  sows  and  put  these  feed- 
ers in,  what  the  price  of  grain  was  going  to  be— of  course,  we  can 
play  the  futures  market  and  play  with  it  if  we  want  to,  but  most  of 
the  farm  people  do  not  do  that;  most  of  them  have  the  grain  and 


'  See  p.  410  for  the  prepared  statement  of  Senator  McConnell. 
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feed  it,  or  toward  the  end  of  the  year,  they  will  have  to  buy  some. 
But  it  would  help  if  we  knew  what  are  costs  were  going  to  be. 

Senator  McConnell.  So  are  you  glad  or  not  glad  that  the  cycle 
appears  not  to  have  been  there  the  last  3  or  4  years? 

Mr.  Jackson.  Well,  I  do  not  know  if  I  am  glad  or  not,  sir.  We 
have  broken  even  or  lost  money  for  3V2  out  of  the  last  5  years  as 
far  as  feed  and  hogs  are  concerned. 

-Senator  Melcher.  Do  you  have  insurance? 

Mr.  Jackson.  Yes,  sir. 

Senator  CkxniRAN.  Senator  Zorinsky. 

Senator  ZoniNSKY.  Thank  you,  Mr.  Chairman. 

I  have  an  opening  statement,  that  I  would  like  placed  the 
record.^ 

Senator  CkxniRAN.  Without  objection,  it  is  so  ordered. 

Senator  Zorinsky.  Mr.  Jackson,  evidently,  from  the  comments 
you  have  made  and  from  your  statement,  I  would  assume  that  you 
are  supportive  of  a  market-oriented  approach. 

Mr.  Jackson.  Yes,  sir. 

Senator  Zorinsky.  Do  you  feel  there  should  be  a  period  of  transi- 
tion? 

Mr.  Jackson.  Senator,  it  is  my  personal  opinion  that  it  should  be 
gradual  over  4,  5,  6  years.  I  do  not  think  if  we  took  any  part  of  a 
program  and  cut  if  off  like  July  1,  it  is  going  to  hurt  lots  of  people, 
whether  it  is  poultry,  dairy,  or  whatever,  or  commodities  and  grain. 
I  think  it  has  to  be  a  gradual  thing,  and  let  the  people  producing 
have  time  to  mcike  adjustments. 

Senator  Zorinsky.  Adjustments  to  the  marketplace? 

Mr.  Jackson.  Yes,  sir. 

Senator  Zorinsky.  In  your  opinion,  how  can  we  get  the  con- 
sumer, to  assume  more  of  the  responsibility  that  currently  the  tax- 
payer is  obligated  to  perform? 

Mr.  Jackson.  Well,  I  do  not  know,  sir,  if  I  can  answer  that.  It  is 
probably  the  old,  old  story  of  each  administration  has  wanted 
cheap  food,  and  we  try  to  sell  this  all  the  time,  and  it  is  going  to 
take  an  education  and  telling  a  story.  I  do  not  think  our  consumers 
really  realize  how  well  off  we  are  in  this  Nation  where  such  a 
small  percentage  of  our  take-home  dollar  is  spent  at  the  grocery 
store.  Even  then,  lots  of  it  is  not  groceries;  it  is  pantyhose,  hair 
tonic,  and  whatever. 

Senator  Zorinsky.  Do  you  think  we  have  a  two-tier  situation?  I 
see  in  your  statement  that  you  feel  there  definitely  is  a  place  for 
Government  involvement  in  the  international  marketplace. 

Mr.  Jackson.  Sir,  I  personally  think  that  this  is  the  place  that 
the  Government  should  be  protecting  agriculture.  In  other  words, 
as  long  as  the  trade  is  free  and  fair,  we  can  compete.  But  you  and  I 
know  we  cannot  compete  with  the  Bank  of  Argentina,  or  we  spend 
all  the  money  we  spend  in  foreign  countries  on  one  thing  or  an- 
other, and  then  they  buy  their  grain  from  Argentina,  and  wheat 
down  there,  at  $14  or  $16  per  bushel,  but  they  will  sell  it  to  people 
up  here  for  $3.45  delivered,  or  $3.54,  whatever  it  is. 


*  See  p.  410  for  the  prepared  statement  of  Senator  Zorinsky. 
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The  American  farmer,  as  efficient  as  we  can  be,  cannot  compete 
with  that.  You  know,  we  call  it  different  things — and  I  €un  taking 
too  much  time,  Mr.  Chairman — ^but  we  call  it  different  things.  We 
want  to  call  part  of  it  subsidy,  we  want  to  call  part  of  it  something 
else.  But  the  difference  in  the  price  that  a  Toyota  costs  in  Japan 
and  what  it  costs  in  Washington,  DC,  is  subsidy,  in  my  opinion. 

Senator  Zorinsky.  Would  you  say  that  the  problem  we  are 
having  with  Canada  right  now  on  the  importation  of  hogs  is  an  ex- 
ample of  why  the  Federal  Government  should  intervene? 

Mr.  Jackson.  Yes,  sir. 

Senator  Zorinsky.  How  do  you  produce  cheap  commodities  so 
you  can  compete  in  the  world  marketplace,  and  who  do  you  get  to 
produce  at  below  the  cost  of  production  in  order  to  compete  in  the 
world  marketplace?  This  is  what  the  proposal  that  we  have  before 
us  indicates,  that  we  have  got  to  have  some  $2  com,  so  we  can  go 
out  there  and  really  compete  in  this  free  world  marketplace. 

I  think  it  overlooks  the  fact  that,  after  a  while,  there  is  not  going 
to  be  anybody  left  to  produce  that  $2  com. 

Mr.  Jackson.  Well,  that  could  well  be  a  problem.  I,  personally, 
do  not  think  that  corn  is  going  to  have  to  come  to  $2.  There  could 
be  a  mechanism  in  here,  with  some  things  built  in,  with  foreign 
trade,  if  it  is  going  to  be  fair — if  we  are  going  to  buy  your  stuff,  you 
are  going  to  have  to  buy  ours.  I  know  that  is  slapping  somebody  on 
the  hand.  But  I  think  I  have  got  enough  faith  in  our  people  in 
Washington,  I  think  they  are  strong  enough  to  get  these  things 
done.  Of  course,  if  you  want  to  know  who  is  going  to  produce  it,  we 
farmers  have  been  doing  a  pretty  good  job  of  producing  it  and 
losing  money,  so  we  will  probably  try  to  keep  right  on  doing  it. 
[Laughter.] 

Senator  Zorinsky.  It  reminds  me  of  the  farmer  who  went  into 
farming  and  made  $1  million,  but  forgot  to  tell  people  he  started 
with  $2  million. 

Mr.  Jackson.  Yes,  sir. 

Senator  Zorinsky.  I  think  you  are  really  going  to  be  thrilled 
with  my  farm  bill. 

Mr.  Jackson.  It  will  be  interesting  to  read  it,  sir.  Thank  you. 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

Senator  Cochran.  Thank  you.  Senator. 

Thank  you,  Mr.  Jackson.  You  have  been  an  excellent  witness, 
and  we  appreciate  your  being  here. 

Mr.  Jackson.  Thank  you. 

[The  following  written  questions  from  Senator  Jesse  Helms  and 
the  responses  of  James  Wright  Jackson,  National  Pork  Producers 
Council,  follow:] 

Question  1.  Is  the  old  "cheap  feed — cheap  livestock"  saying  still  true  today  given 
what  appear  to  be  new  livestock  cycles  and  high  real  interest  rates? 

Answer.  Price  levels  at  which  we  operate  today  are  different  than  in  the  past 
However,  expansion  in  hog  production,  causing  cheap  hog  prices,  is  a  certainty 
when  com  and  soybean  oU  meal  are  at  low  prices.  Thus,  the  "cheap  feed — cheap 
livestock''  concept  \a  still  intact. 

Question  2.  If  the  saying  is  true,  at  what  feed  price  or  feed/livestock  price  ratio 
does  the  "cheap  feed— cheap  livestock''  syndrome  occur? 
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Answer.  A  hog/com  ratio  ^  of  17.5  to  1  is  where  equilibrium  is  reached.  If  we  drop 
below  that  ratio,  hog  production  will  be  reduced,  and  conversely  when  we  exceed 
that  ratio,  hog  numbers  will  expand. 

Senator  Cochran.  Our  next  witness  is  Ralph  Rohner,  who  is  pro- 
fessor of  law  at  Catholic  University  of  America,  representing  the 
American  Meat  Institute.  He  is  accompanied  by  Manly  Molpus, 
who  is  president  of  the  Americ£m  Meat  Institute. 

We  welcome  you  to  the  committee.  You  may  proceed. 

STATEMENT  OF  C.  MANLY  MOLPUS,  PRESIDENT,  AMERICAN 
MEAT  INSTITUTE,  ACCOMPANIED  BY  RALPH  J.  ROHNER,  PRO- 
FESSOR OF  LAW,  CATHOLIC  UNIVERSITY  OF  AMERICA 

Mr.  MoLPUS.  Thank  you,  Mr.  Chairman. 

The  American  Meat  Institute  appreciates  the  opportunity  to  tes- 
tify before  the  committee.  We  have  a  policy  statement  on  the  1985 
farm  bill,  and  we  have  furnished  that  to  each  member  of  the  com- 
mittee. 

Today,  however,  we  appear  to  call  your  attention  to  a  special 
problem  that  affects  agriculture  and  those  who  purchase  agricul- 
tural commodities.  Our  industry  last  year  purchased  approximately 
$37  billion  worth  of  livestock  from  Americ£m  livestock  producers. 

Six  months  ago,  this  committee  received  testimony  from  a  di- 
verse group  of  food  and  agricultural  organizations  in  support  of 
congressional  action  to  remedv  the  growing  problem  confronting 
all  buyers  of  agricultural  products.  'Die  American  Meat  Institute 
and  other  organizations,  several  of  whom  appear  before  you  today, 
seek  redress  in  correcting  an  inequity  in  current  law  that  results  in 
double  payment  for  agricultural  commodities.  Purchasers  of  agri- 
cultural commodities  face  a  most  unique  situation  when  they  are 
placed  in  double  jeopardy  by  current  laws.  No  other  segment  of 
American  business  has  such  an  unfair  burden.  There  simply  is  no 
justification  for  a  purchaser  to  pay  twice. 

Earlier  this  week,  H.R.  1591  was  introduced  in  the  House  to 
remove  the  current  exemption  from  agricultural  commodities  as 
provided  in  the  Uniform  Commercial  Code.  In  the  last  session  of 
Congr^,  S.  2190  dealt  constructively  with  this  issue.  The  1985 
farm  bill,  we  believe,  provides  an  opportunity  to  cure  this  inequity. 

I  would  like  at  this  time  to  introduce  Prof  Ralph  Rohner,  who 
will  give  some  brief  statements  to  substantiate  the  arguments  that 
we  believe  are  pertinent  to  this  issue.  Professor  Rohner  is  serving 
as  a  special  expert  counsel  to  the  American  Meat  Institute  on  this 
issue.  He  is  a  commercial  law  professor  at  the  Catholic  University 
Law  School. 

Senator  Cochran.  Professor  Rohner,  you  may  proceed. 

Professor  Rohner.  Thank  you,  Mr.  Chairman. 

We  have  a  prepared  statement,  but  I  will  submit  that  for  the 
record  and  summarize,  in  order  to  stay  within  your  time  restric- 
tions. ^ 

Senator  Cochran.  We  appreciate  your  doing  that,  and  we  will  in- 
clude your  entire  statement  in  full  in  the  transcript  of  the  hearing. 


>  Hog/com  ratio  equals  Cwt  price  of  hogs/per  bushel  price  of  corn,  (i.e.)— $48  cwt  hogs/$3 
com  equals  16/1  hog/com  ratio. 
^  See  p.  418  for  the  prepared  statement  of  Professor  Rohner. 
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Professor  Rohner.  We  are  here  this  morning  to  register  AMI's 
explicit  and  strong  support  for  the  Stenholm-Gunderson  clear  title 
bill  Mr.  Molpus  just  referred  to  that  was  introduced  in  the  House 
of  Representatives  earlier  this  week.  It  would  €unend  the  farm  bill 
to  remedy  a  situation  that  is  simply  fundamentally  unfair  to  pur- 
chasers of  agricultural  products. 

I  would  note  that  a  broad-based  coalition  of  other  organizations, 
including,  I  believe,  all  the  organizations  testifying  this  morning, 
also  support  that  House  bill. 

The  problem  arises  from  provisions  of  the  Uniform  Commercial 
Code  in  all  States  save  California.  When  a  purchaser  buys  farm 
products  from  the  producer  under  that  commercial  law  doctrine, 
the  security  interest  or  lien  of  the  producer's  bank  or  other  lender 
survives  the  sale,  with  the  result  that  when  the  producer  fails  to 
account  for  the  sale  proceeds  or  otherwise  defaults  on  the  bank 
loan,  the  bank  is  able  to  pursue  a  claim  against  that  buyer,  and  as 
Mr.  Molpus  suggested,  produce  the  double-jeopardy  phenomenon  of 
the  purchaser  being  required  to  pay  twice. 

ami's  position,  of  course,  is  that  this  is  simply  a  fundamentally 
unfair  rule,  operating  as  a  matter  of  State  law,  and  that  an  appro- 
priate response  would  come  from  the  Congress  in  the  form  of  the 
House  bill. 

Earlier  hearings  in  both  the  House  and  Senate  are  replete  with 
firsthand  testimony  of  the  hardship  and  inequity .  caused  by  this 
Uniform  Commercial  Code  provision.  Indeed,  the  testimony  of  the 
witnesses  in  those  several  hearings  suggests  that  at  least  millions 
of  dollars  of  losses  have  been  generated  by  application  of  that  so- 
called  farm  products  exception  in  the  Uniform  Commercial  Code. 

The  Stenholm-Gunderson  bill,  in  our  estimation,  is  an  appropri- 
ate response,  and  we  would  like  to  suggest  why  and  then  indicate 
how  that  bill  would  respond  to  the  problem. 

The  Uniform  Commercial  Code  rule  is,  first  and  foremost,  a  his- 
torically anomalous  provision  in  the  Uniform  Commercial  Code,  as 
several  of  the  witnesses  this  morning  have  indicated.  Buyers  of  ag- 
ricultural products  uniquely,  among  buyers  of  all  forms  or  commer- 
cial inventory,  are  subject  to  the  continuing  lien  of  the  producer's 
lender.  There  is  nothing  that  emerges  from  the  prior  hearings  on 
this  issue  in  the  Congress  to  justify  the  continuation  of  such  an 
anomalous  rule. 

In  particular,  purchasers  of  farm  products  are  in  an  impossible 
position  when  it  comes  to  determining  how  to  protect  themselves. 
They  have  no  effective,  practical  way  to  determine  at  the  point  of 
sale  whether  there  are  outstanding  security  interests,  who  holds 
them,  or  what  steps  are  appropriate  to  take  to  satisfy  those  securi- 
ty interests. 

The  effect  of  the  rule,  in  short,  is  to  make  all  buyers  of  farm 
products  involuntary  guarantors  of  the  loans  held  by  their  produc- 
ers. 

In  fact,  in  law  school,  we  would  say  that  the  case  against  con- 
tinuation of  the  UCC  farm  products  exception  is  so  strong,  so 
prima  facie,  that  Congress'  failure  to  act  on  it  itself  must  be  based 
on  some  compelling  grounds.  We  have  listened  to  the  testimony  of- 
fered by  the  lendmg  industry  in  prior  hearings  and  submit  that 
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they  simply  failed  to  make  any  persuasive  case  for  continuation  of 
the  farm  products  exception  in  the  Uniform  Commercial  Code. 

One  of  the  lenders  arguments  is  that  farm  products  are  so 
unique  as  contrasted  with  all  other  forms  of  commercial  inventory, 
that  the  continuation  of  this  special  protective  rule  for  farm  prod- 
ucts lenders  is  necessair.  I  thmk  any  assessment  of  the  nature  of 
farm  products  collateral  and  its  various  forms  disproves  that  sug- 
gestion. 

The  lenders  argue  that  buyers  of  agricultural  products  have  in- 
herent advantages — their  phrase — to  protect  against  the  risk  of  the 
producers  default  in  handling  the  proceeds  of  sale.  What  that  ig- 
nores, of  course,  is  that  the  lenders  are  the  professional  risktakers 
in  this  context  and  are  in  a  position  to  maintain  various  monitor- 
ing and  policing  systems  to  protect  their  collateral  and  its  proceeds, 
while  the  buyers  have  no  equivalent  opportunity. 

The  suggestion  is  always  made  that  repeal  or  nullification  of  the 
farm  products  exception  would  somehow  substantially  increase  the 
losses  of  farm  products  lenders  and  thus  increase  the  cost  of  credit. 
The  best  counter  to  that,  we  submit,  is  the  experience  in  California 
which,  since  1976  has  abolished  the  farm  products  exception  and 
has  shown  unusual  growth  in  farm  credit,  without  any  evidence 
that  we  are  aware  of  shortages  or  undue  increases  in  cost. 

Finally,  Mr.  Chairman,  the  lenders  suggest  that  since  the  prob- 
lem here  arises  as  a  matter  of  State  law  from  the  Uniform  Com- 
mercial Code,  the  appropriate  response,  if  any,  should  come  from 
the  States,  and  that  States  in  fact  are  acting  to  deal  with  the 
matter.  We  submit  this  ignores  the  realities  of  what  is  occurring. 
The  problem  arises  from  a  uniform  provision  of  the  Uniform  Com- 
mercial Code,  applicable  in  all  States,  again,  except  California.  The 
State  law  responses  that  are  emerging  are  anything  but  uniform. 
Of  the  numerous  States  that  have  acted,  so  far  as  we  can  tell,  no 
two  State  laws  that  adjust  or  tinker  with  the  farm  products  excep- 
tion have  dealt  with  it  in  exactly  the  same  way.  That  disparity  of 
treatment  in  the  Stetes  simply  compounds  the  problems,  especially 
in  multi-Stete  markets.  Indeed,  some  Federal  rule  is,  therefore,  not 
only  appropriate  but,  we  submit,  necessary. 

Lastly,  to  refer  again  to  the  Stenholm-Gunderson  bill  now  pend- 
ing in  the  House,  we  submit  that  it  is  in  fact  a  temperate  and 
workable  solution  to  the  problem  which  would  allocate  some  por- 
tion of  the  burden  of  dealing  with  these  difficulties  both  to  the 
lenders  and  to  the  buyers.  Under  the  principle  embodied  in  that 
bill,  the  buyers  of  farm  products  in  the  ordinary  course  of  business, 

i'ust  as  buyers  of  commercial  inventory  in  the  ordinary  course  of 
>usiness,  would  be  protected  from  prior  liens  or  security  interests. 
But  a  buyer  would  not  qualify  for  this  protection  if  the  buyer  had 
received  explicit  notice  of  the  existence  of  the  outstanding  security 
interest  or  lien  and  if  the  buyer  had  then  failed  to  respond  in  some 
appropriate  manner,  as  by  issuing  a  joint-payee  check. 

We  submit,  Mr.  Chairman,  that  this  is  an  approach  that  involves 
no  hardship  on  either  side  and  that  all  parties  ought  to  be  able  to 
Uve  with. 

Mr.  Chairman,  we  thank  you  again  for  the  opportunity  to 
present  AMI's  views,  and  we  will  be  happy  to  answer  any  ques- 
tions. 
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Senator  Cochran.  It  has  been  some  time  since  I  have  been  in 
law  school  or  practiced  law,  and  I  am  wondering  whether  or  not, 
under  the  Uniform  Conmiercial  Code,  does  actuaJ  notice  of  a  lien 
or  an  encumberance  make  a  buyer's  title  subject  to  that  lien  or  en- 
cimiberance? 

Professor  Rohner.  It  may.  The  rule  gets  a  bit  more  precise  than 
that,  I  think,  Mr.  Chairman.  There  must  not  only  be  knowledge  of 
the  existence  of  the  lien,  but  knowledge  that  the  sale  is  in  violation 
of  the  lien.  The  mere  awareness  of  the  existence  of  the  security  in- 
terest for  commercial  inventory — as  opposed  to  farm  products — 
mere  knowledge  of  the  existence  of  the  security  interest  would  not 
prevent  the  buyer  becoming  a  buyer  in  the  ordinary  course  of  busi- 


Senator  Cochran.  Under  the  Uniform  Commercial  Code  now,  in 
the  case  of  farm  products,  in  order  to  protect  your  lien,  what  does 
the  lienholder  do — file  a  notice  of  that  lien  in  the  local  registry, 
like  the  courthouse,  and  that  protects  his  lien  against  the  title  of 
future  buyers? 

Professor  Rohner.  Yes,  sir;  the  filing  of  a  financing  statement 
under  the  Uniform  Commercial  Code  is  the  typical  technique 
under  State  law  to  protect  the  security  interest.  The  effect,  with 
the  farm  products  exception  in  the  UCC,  is  that  it  absolutely  pro- 
tects the  lender's  security  interest  against  all  subsequent  buyers, 
regardless  of  actual  constructive  or  other  kind  of  notice  that  they 
may  have,  regardless  of  their  utter  ignorance  of  that  security  inter- 
est, and  regardless  in  particular  of  the  fact  that  practically,  the 
buyers  have  no  opportunity  to  check  these  public  filings,  or  at 
least,  little  opportunity  to  check  those  public  filings  within  the 
timeframes  that  those  transactions  occur. 

Senator  Cochran.  Farm  credit  is  a  problem  right  now.  We  are 
confronted  with  suggestions  to  make  more  credit  available  to  farm- 
ers. Would  the  adoption  by  the  Congress  of  this  suggested  change 
make  a  serious  matter  even  worse  by  making  it  less  likely  that 
lenders  would  advance  credit  to  farmers? 

Professor  Rohner.  We  certainly  do  not  believe  so,  Mr.  Chairman. 
Again,  the  experience  in  California  may  be  the  best  guide.  The 
farm  products  exception  language  was  repealed  there  in  1976,  and 
there  has  been  no  suggestion  that  we  are  aware  of  that  farm  credit 
has  suffered  or  that  farm  production  has  suffered  on  that  account. 

Senator  Cochran.  That  is  a  very  interesting  suggestion. 

Senator  Heflin. 

Senator  Hefun.  Of  course,  the  Uniform  Conmiercial  Code  is 
probably  the  example  of  uniformity  by  States,  with  a  lot  of  excep- 
tions to  each  one.  It  is  pointed  out  as  being  a  prime  ex€maple  of  the 
Federal  Government  not  getting  involved  with  the  States  through 
a  movement  bringing  about  uniformity.  Probably,  one  of  the  shm- 
ing  examples  are  uniform  commissioners  or  uniform  laws,  and  the 
American  Law  Institute,  and  all  this  sort  of  stuff.  But  it  was  pri- 
marily a  bankers'  bill  that  was  written,  and  I  think  the  exemption 
given  was  primarily  for  the  banking  interest  at  the  particular  time, 
and  it  has  worked  to  their  advantage. 

I  am  tr3ring  to  visualize  what  will  happen.  I  would  assume  that 

f)ractically  every  security  instrument  that  is  executed  today  by  a 
ender  includes  the  crops,  the  produce  of  the  farmer.  If  you  have  a 
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federalized,  nationwide  change  in  this  law,  what  will  be  the  effects 
on  the  farmer,  what  will  be  the  effect  on  the  lending  institutions, 
and  of  course,  obviously,  there  is  an  efiTect  on  the  purchasers;  they 
like  it. 

I  suppose,  though,  that  every  check  that  is  written  by  a  purchas- 
er of  a  farm  commodity,  he  generally  makes  it  payable  to  the 
farmer  himself  and  to  lending  institutions.  I  just  wonder,  though, 
whether  this  is  common  practice,  or  whether  or  not  it  would  cause 
farmers  problems.  I  would  see  that  certainlv,  if  it  is  not  there,  I 
would  imagine  that  everv  purchaser,  anybody  that  buys  cattle,  or 
anybody  that  buys  any  wheat — of  course,  the  problem  of  grains  and 
everything  else — if  tnis  bill  is  passed,  you  will  have  where  the 
check  is  going  to  be  made  payable — I  imagine  from  the  protection 
viewpoint,  to  the  farmer  and  to  any  banking  institution  or  finan- 
cial institution  that  might  have  an  interest  in  it.  I  do  not  know 
how  that  causes  the  problems.  But  you  said  you  have  had  the  expe- 
rience in  California  since  1976.  What  has  been  the  experience 
there?  You  touched  on  it  briefly.  Of  course,  I  assume  that  you  are 
going  to  give  us  an  unbiased  approach  on  this  thing. 

Professor  Rohner.  Obviously,  Senator,  I  too  €un  a  great  fan  of 
the  Uniform  Commercial  Code;  it  is  my  livelihood.  Senator,  I  do 
not  believe  any  purchaser  of  farm  products  would  have  objection  to 
cutting  the  payment  check  in  joint-pavee  form. 

The  difficulty  arises  when  the  purchaser  is  unaware  of  the  exist- 
ence of  that  secured  party  or  the  exact  identity  of  that  secured 
party,  and  particularly  in  a  case  in  which  the  producer  or  the  pro- 
ducer's representatives  at  the  point  of  sale  may  not  be  forthcoming 
with  that  information. 

The  purpose  of  the  pending  Stenholm-Gunderson  bill  is  simply  to 
affirm  that  if  the  lender  alerts  potential  buyers  of  the  existence  of 
that  lender's  security  interest  and  of  a  condition  such  as  joint- 
payee  form  for  the  proceeds  check  that  attaches  to  release  of  that 
security  interest,  those  buyers  are  then  obligated  to  respond  ac- 
cordingly, to  issue  the  check  in  joint-payee  form,  or  otherwise  ac- 
count for  those  proceeds.  And  only  if  they  did  that  would  the 
buyers  earn  the  protection  of  ordinary  course  status. 

Senator  Hefun.  Well,  now,  what  about  marketing  associations — 
certain  types  of  commodities  are  handled  through  the  marketing 
association  such  as  peanuts.  What  is  the  effect  of  this  going  to  be?  I 
will  ask  you  that,  and  then  I  will  ask  you  this:  Many  people  enter 
into  contracts  for  the  sale  of  their  commodities,  and  they  enter  into 
contracts  for  the  sale  of  those  commodities  in  advance  of,  perhaps, 
maybe  the  operational  loan  from  the  lender. 

Will  there  be  a  problem  relative  to  the  delivery  of  the  contract 
which  is  issued  prior  to  a  security  instrument  being  executed  by 
the  farmer  to  a  lending  institution  and  the  dates  involved? 

Professor  Rohner.  Frankly,  Senator,  I  would  like  to  be  able  to 
submit  something  in  response  to  that  one,  because  I  am  not  sure  I 
feel  comfortable  giving  you  a  fiat  answer  ofiT  the  top  of  my  head. 
There  could  be  a  problem,  but  there  will  always  be  questions,  even 
with  the  pending  House  bill  in  place,  aroimd  the  borders  of  what 
that  phrase,  ''buying  in  the  ordinary  course  of  business"  means;  ex- 
actly what  stage  in  the  transaction  must  be  reached,  exactly  what 
quantum  of  knowledge,  as  the  chairman  pointed  out,  would  be  suf- 
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ficient  to  destroy  that  status.  The  skirmishing  under  that  phrase, 
even  in  the  UCC,  for  other  than  farm  products  commodities,  has 
produced  some  rich  litigation  over  the  years.  I  do  not  think  we 
would  ever  expect  that  that  would  all  go  away,  so  that  there  would 
remain,  I  am  sure,  some  questions  like  that. 

You  asked  about  the  marketing  associations  as  well.  The  present 
version  of  the  Stenholm-Gunderson  bill  deals  explicitly  with  them. 
Since  they  are  not  always  in  the  posture  of  buyers,  they  are  not 
necessarily  buyers  in  the  ordinary  course  of  business,  but  they  de- 
serve some  separate  treatment. 

Senator  Hefun.  That  is  all,  thank  you. 

Senator  Ck)CHRAN.  Senator  Melcher. 

Senator  Melcher.  I  do  have  a  general  question  for  you,  Manly. 
Why  do  you  have  a  problem  with  the  meatpackers?  Can't  you  just 
cut  a  check  from  the  packer  that  says  pay  to  John  Doe  and  whoev- 
er the  lienholder  or  owner  of  the  mortgage  might  be? 

Mr.  MoLPUS.  Well,  one  of  the  problems  is  knowing  who  the 
holder  of  that  mortg£^e  is,  and  having  that  notification.  We  have 
one  member  that  testiRed  in  the  House  last  year  from  south  Geor- 
gia— he  even  buys  some  hpgs  in  Alabcuna — but  in  a  300-mile 
radius,  he  has  about  150  county  courthouses.  And  in  our  case, 
which  I  €un  sure  you  will  recall,  we  are  unique  in  that  we  also  have 
a  prompt  payment  requirement,  and  the  law  requires  us  to  pay  the 
producer  within  24  hours,  so  we  do  not  have  a  lot  of  time. 

Senator  Melcher.  Is  it  easier  out  there?  I  do  not  hear  about  it 
being  a  problem  with  packers  out  there. 

Mr.  MoLPUS.  I  am  not  aware  that  it  is  any  particular  solution  or 
help.  I  just  have  not  heard  about  it  in  that  particular  context. 

Senator  Melcher.  It  seems  like  a  very  reasonable  proposal. 

Mr.  MoLPUS.  We  think  so. 

Senator  Cochran.  Senator  McConnell. 

Senator  McConnell.  No  questions,  Mr.  Chairman. 

Senator  Cochran.  Senator  Zorinsky. 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

Mainly,  the  administration's  budget  request  for  fiscal  year  1986 
assumes  that  the  entire  cost  of  meat  inspection  would,  within  a  3- 
year  period,  be  paid  by  processors  through  user  fees.  Thus,  user 
fees  are  expected  to  fund  one^third  of  processing  and  inspection 
program  costs  in  fiscal  year  1986. 

Do  you  have  any  comments  to  make  concerning  your  support  or 
nonsupport  of  the  administration's  proposal? 

Mr.  MoLPUS.  Well,  first  of  all,  we  hope  that  is  an  assumption 
that  not  everyone  will  a^ee  with.  We  certainly  do  not  agree  with 
it.  We  think  in  the  first  instance  that  our  meat  inspection  system 
has  served  this  country  well.  It  has  done  that  because  it  is  known 
for  its  independence,  its  integrity,  and  its  honesty,  and  I  think  we 
tend  to  dissipate  that  a  bit  when  those  who  are  being  inspected 
start  paying  for  the  inspection. 

Second,  inspection  is  mandated  by  the  Congress  as  a  public  bene- 
fit. Therefore,  it  defies  logic  to  then  run  aroimd  and  assess  the  in- 
dustry for  it.  It  is  also  a  discriminatory  proposal  against  the  red 
meat  industry,  in  that  there  are  no  similar  proposals  made  to 
charge  the  industry  for  inspection  of  other  food  manufacturing. 
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So  fie  aie  doI  real  excited  about  it  except  in  our  <^^position  to  it. 
It  is  a  uniquely  bad  idea.  [Lau^ter.] 

Senator  Zc»inskt.  Thext^  we  can  put  you  down  fw  leaning 
against  that  aae.  [Laa^ter.] 

In  1964,  the  United  States  imported  about  1.8  bUlkm  pounds  of 
beef,  and;  about  the  same  amount  in  1983,  approximately  1.9  bil- 
licm.  What  effect  do  these  imports  have  on  beef  prices  in  this  coun- 
try? Do  you  think  the  countercyclical  beef  import  quota  bUl  should 
be  modiBed,  or  do  you  think  excessive  imports  of  beef  have  de- 
pressed beef  inrices  in  this  country? 

Mr.  MoLFUS.  Senator,  I  think,  so  far,  we  think  the  counterc^li- 
cal  approadi  is  working  reasonably  well.  I  recall  that  at  Uie  time> 
AMI  was  not  that  enthusiastic  about  that  approach,  but  so  for  it 
has  woriLed  pretty  well.  We  have  not  really  pushed  up  to  tiiose 
quotas.  I  think  it  is  good  in  concept,  and  it  seems  to  be  working 
pretty  well  on  a  practical  basis. 

Our  meat  imports  will  be  down  rather  dramatically  this  year. 

Senator  Zorinskt.  Thank  you. 

Senator  Cochran.  Thank  you  for  your  excellent  testimony  and 
assistance  at  the  hearing  this  morning.  We  appreciate  your  being 
here. 

Our  next  witness  is  Keith  Propst,  who  is  president  of  the  Colora- 
do Farm  Bureau  in  Denver.  He  is  representing  this  morning  the 
American  Farm  Bureau  Federation. 

STATEMENT  OF  KEITH  PROPST,  PRESIDENT,  COLORADO  FARM 
BUREAU,  DENVER,  CO,  REPRESENTING  THE  AMERICAN  FARM 
BUREAU  FEDERATION 

Mr.  Propst.  Thank  you,  Mr.  Chairman. 

We  have  copies  of  the  testimony,  and  what  I  have  given  you  is  a 
little  bit  different,  because  we  corrected  a  few  errors  in  the  state- 
ment.^ 

I  represent  the  American  Farm  Bureau,  which  is  the  largest  gen- 
eral farm  organization.  I  am  a  cattle,  grain,  and  sugarbeet  produc- 
er from  Merino,  CO,  and  serve  as  president  of  the  Colorado  Farm 
Bureau,  and  I  am  on  the  board  of  directors  of  the  American  Farm 
Bureau  Federation. 

The  Farm  Bureau  appreciates  the  opportunity  to  appear  before 
the  Agriculture  Committee  regarding  our  position  on  the  impact  of 
farm  programs  on  producers  of  livestock  and  poult^. 

The  1985  farm  bill  is  a  priority  issue  among  the  Farm  Bureau,  as 
you  might  expect.  We  have  had  extensive  discussions  in  our  States, 
at  the  county  and  State  levels,  and  we  represent  producers  from  all 
conunodities.  About  half  our  producers  come  under  the  authority  of 
the  farm  bill,  and  of  course,  over  half  of  the  production  in  this 
country  comes  out  from  under  the  farm  bill,  with  no  direct  subsi- 
dies from  price  supports. 

So,  we  have  a  very  tough  job  in  the  Farm  Bureau,  to  try  to  get 
all  these  interests  together  and  support  farm  legislation  that  is 
good  for  agriculture  as  a  whole. 


*  See  p.  421  for  the  prepared  statement  of  Mr.  Propst. 
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We  believe  that  in  the  long  run,  a  market-oriented  agriculture  is 
the  best  way  to  solve  the  differences  between  commodities.  A 
market-oriented  agriculture  means  that  supply  and  demand,  rather 
than  Government  action,  should  ultimately  determine  production 
and  price.  However,  our  delegates  realize  that  after  50  years  of 
farm  programs,  revisions  must  not  occur  too  abruptly. 

I  am  sure  President  Delano  has  outlined  to  you  we  general  pro- 
gram  that  we  support.  You  will  have  detailed  testimony  from  dif- 
ferent members  of  our  board  and  our  president  as  time  goes  on.  Sk> 
I  would  like  to  address  my  testimony  this  morning  to  point  9  on 
your  sheet,  which  says  that  we  recognize  that  all  commodities  are 
interrelated,  and  any  change  in  supply,  demand  or  price  of  one  af- 
fects the  other. 

The  interrelationship  of  commodities  is  of  critical  importance  to 
those  farmers  and  ranchers  that  produce  commodities  IJiat  are  not 
covered  by  farm  programs.  The  livestock  and  poultry  industries  are 
dependent  upon  the  grain  industry  for  feed,  and  are  sheeted  by 
competition  from  the  dairy  industry  as  dairy  animals  are  sold  in 
livestock  markets  when  herds  are  reduced. 

Changes  in  grain  and  dairy  programs,  therefore,  play  a  very  sig- 
nific£uit  role  in  the  determination  of  cost  of  production,  livestock 
prices,  and  profitability.  Livestock  producers  are  not  requesting  in- 
creased Government  intervention  in  livestock  markets  that  has  oc- 
curred as  a  result  of  farm  policies. 

To  illustrate  this  point,  I  would  like  to  give  the  committee  mem- 
bers some  examples  of  how  grain  and  d£dry  programs  can  affect 
the  cattle  industry. 

I  come  from  a  substantial  cattle  feeding  area  along  the  South 
Platte  River  in  Colorado.  As  a  result  of  the  grain  PIK  Program  in 
the  summer  of  1983,  cattle  feeders  could  hardly  find  com  at  any 
price  because  the  Government  was  buying  up  all  free  stocks  to  ful- 
fill PIK  contracts  made  to  grain  farmers.  This  resulted  in  substan- 
tial losses  to  cattle  feeders  who  in  turn  had  to  pay  less  for  calves. 

Later  in  the  fall,  we  were  just  getting  adjusted  to  that  when  Con- 
gress announced  that  they  would  consider  a  dairy  diversion  pro- 
gram in  response  to  the  moimting  dairy  surplus.  The  very  day  that 
the  program  was  announced  that  they  were  going  to  consider  it, 
the  futures  markets  fell,  cash  prices  fell  $5  to  $10  at  Brush,  CO,  for 
feeder  calves,  and  this  is  the  largest  market  in  Colorado  and  han- 
dles 5,000  to  7,000  head  per  week.  This  action  cost  ranchers  mil- 
lions of  dollars  across  this  country  before  the  bill  was  even  passed, 
and  since  then,  we  have  had  a  continued  depressed  market  as  dairy 
cattle  have  come  onto  the  market. 

I  would  like  to  briefly  address  several  specific  concerns  that  are 
particularly  important  to  livestock  producers — and  of  course,  the 
entire  proposal,  I  cannot  talk  about  because  it  is  too  lengthy.  We 
think  that  there  should  be  a  couple  ofS^eal  significant  changes  in 
the  farm  bill.  We  believe  that  loan  rates  should  be  moved  down- 
ward, and  we  think  it  should  be  set  at  75  percent  of  the  5-year  do- 
mestic price,  excluding  the  high-  and  low-valued  years. 

To  avoid  wide  fluctuation  in  loan  rates,  however,  we  propose  that 
the  rate  of  adjustment  would  be  no  more  than  10  percent  in  any  1 
year,  including  the  first  year  of  the  program. 
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Livestock  producers  will  benefit  from  the  use  of  this  flexible 
method  of  setting  the  loan  rate.  Commodity  loans  would  be  based 
upon  market  signals  and  would  not  be  a  mechanism  to  set  the 
market  price.  Adjustments  in  feed  grains  would  occur  if  dictated  by 
market  conditions. 

However,  we  realize  this  is  a  big  a^justnient  for  grain  farmers,  so 
we  would  favor  the  continuation  of  the  target  price  concept,  only 
we  would  move  it  downward  over  a  period  of  time  and  not  elimi- 
nate it  overnight.  We  think  that  this  would  help  the  grain  farmer 
make  the  adjustment  to  the  new,  market-oriented  agriculture. 

We  recommend  freezing  t€u%et  prices  for  1986  at  1985  levels,  and 
then  we  would  start  down  with  t€u%et  prices,  not  moving  them 
more  than  6  percent  a  year  until  they  got  down  to  110  percent  of  a 
5-year  moving  average  of  the  domestic  market.  By  not  moving 
more  than  5  percent  in  any  1  year  or  so,  as  you  can  see,  this  would 
be  a  very  gradual  adjustment  to  a  market-oriented  agriculture  with 
target  prices.  However,  we  think  that  by  lowering  loan  rates,  we 
would  start  to  move  our  products  in  the  world  markets. 

We  support  acreage  reduction  programs  if  carryover  supplies 
exceed  workable  levels.  But  even  with  these  programs,  we  must  be 
careful  how  they  are  implemented,  or  they  will  have  a  detrimental 
effect  on  the  livestock  industry.  For,  if  set-aside  acres  are  grazed  by 
livestock,  it  means  more  pounds  of  beef  that  must  be  consumed. 

We  favor  the  elimination  of  the  farmer-held  grain  reserve.  Grain 
reserves  are  great  while  you  are  building  the  storage,  but  once  you 
have  them  built,  they  have  a  great  depressing  effect  upon  both  the 
grain  and  livestock  markets,  because  nobody  knows  for  sure  what 
is  going  to  happen  to  these  tremendous  reserves.  We  know  what 
happened  in  1983 — the  Government  had  to  come  out  with  the  PIK 
Program  to  reduce  the  costs. 

We  do  not  favor  a  discontinuation  of  the  dairy  progrcun,  but  we 
think  there  should  be  some  changes  to  make  it  more  oriented  and 
more  responsive  to  Government  storage;  as  the  amount  of  storage 
goes  up,  we  think  the  support  price  should  go  down. 

We  are  strongly  conservation-minded  in  the  Farm  Bureau,  but 
we  also  believe  that  the  Government  farm  programs  have  provided 
incentives  to  plow  up  fragile  lands.  For  instance,  in  Colorado  alone, 
over  660,000  acres  have  been  plowed  in  the  last  5  years.  Our  dele- 
gates take  stronger  action  on  this  every  year.  This  year,  we  said 
that  we  oppose  economic  incentives  to  artificially  stimulate  produc- 
ers to  bring  fragile  lands  under  cultivation.  Any  producer  that 
brings  this  land  under  cultivation  should  not  get  Government  sup- 
port on  any  of  his  farming  operations. 

We  clearly  support  the  issue  that  has  just  been  addressed  by 
many  of  the  previous  speaker  on  the  clear  title  of  agricultural  com- 
modities. We  hope  that  Congress  will  do  something  about  that 
problem. 

And  of  course,  we  believe  in  the  Farm  Bureau  that  the  best  pro- 
gram of  all,  in  fact,  the  only  one  that  will  help  all  of  agriculture  in 
an  equal  way,  is  the  reduction  of  the  Federal  deflcit  so  that  inter- 
est rates  will  come  down,  and  our  products  will  start  moving  in 
world  markets.  Therefore,  we  support  a  freeze  on  all  Government 
programs,  including  agriculture  programs,  at  or  below  1985  levels. 
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Our  policies  are  developed  and  adopted  by  our  membership 
which  includes  producers  of  all  commodities.  We  continue  to  sup- 
port farm  programs,  but  believe  that  they  must  be  tied  to  market 
signals,  and  we  must  not  prop  up  one  segment  of  the  industry  if 
the  effect  will  be  injurious  to  another  segment. 

So,  on  behalf  of  our  livestock  producers  in  the  Farm  Bureau,  I 
believe  that  our  farm  bill  propcxsal  accomplishes  both  objectives.  I 
know  the  Farm  Bureau  would  like  to  work  with  the  committee  in 
the  future,  and  I  would  like  to  try  to  answer  any  questions  that 
you  might  have  this  morning. 

Senator  Cochran.  Thank  you  very  much  for  the  presentation, 
Mr.  Propst,  that  you  have  made  to  the  committee.  I  remember,  and 
probably  others  do,  too,  that  on  the  first  day  of  hearings,  we  heard 
from  Robert  Delano,  who  was  representing  the  American  Farm 
Bureau  Federation.  It  is  interesting  to  me  that,  this  year,  we  do 
have  such  a  great  opportunity  to  help  attract  attention  to  the  prob- 
lems of  agriculture.  That  first  day  of  hearing,  we  had  the  auditori- 
um over  in  the  Dirksen  Building  set  aside  for  the  hearing;  we  had 
a  large  number  of  witnesses,  and  probably  more  media  attention 
than  at  any  other  agriculture  hearing  that  I  can  recall  in  my  12 
years  here  in  Washington. 

So  I  think  it  is  a  good  opportunity  for  us  to  talk  about  how  im- 
portant agriculture  is  to  America.  Our  economic  well-being  de- 
pends upon  a  healthy  agriculture  sector,  and  I  think  this  year  we 
have  a  tremendous  opportunity  to  get  support  throughout  the 
country  for  an  agriculture  bill  that  will  make  it  more  possible, 
more  likely,  that  farmers  can  operate  profitably.  It  is  just  a  matter 
now  of  getting  together  on  what  action  needs  to  be  taken,  what 
provisions  of  legislation  would  enhance  that  profitability.  I  think 
that  is  our  charge  this  year,  that  is  our  goal. 

It  is  interesting  to  me  that  you  support  the  deficiency  payment 
target  price  concept  as  a  way  to  protect  farmers  from  marketing 
disaster,  so  long  as  it  is  tied  to  market  factors  and  not  just  picked 
out. 

Mr.  Propst.  Well,  in  prior  testimony,  our  delegates  say  that  we 
should  provide  target  prices  as  an  income  supplement  for  farmers 
to  help  them  make  the  adjustment  to  a  market-responsive  agricul- 
ture. We  think  that  getting  the  loan  rate  down  so  that  we  can  com- 
pete in  world  markets  with  our  products  is  the  most  essenticd  thing 
at  this  time,  and  this  may  be  a  big  shock  to  the  grain  industry,  and 
so  in  the  short  term,  at  least  over  a  period  of  several  years,  we 
think  we  should  be  very  careftil  about  reducing  target  prices  at  a 
very  fast  rate.  This  would  give  the  grain  farmer  some  protection  to 
help  him  make  the  adjustment  to  a  newer  market-oriented  agricul- 
ture. But  we  do  not  believe  target  prices  should  remain  static.  We 
believe  that  they  should  gradually  move  downward,  and  hopefully, 
someday,  we  could  even  get  out  of  them  complete.  But  at  this  time, 
we  do  not  perceive  that  in  the  next  4  or  5  years;  we  will  probably 
have  to  continue  to  have  target  prices  as  a  way  to  help  supplement 
the  grain  farmers  in  making  the  adjustment. 

Senator  Cochran.  It  is  interesting  to  me  that  the  Farm  Bureau 
does  support  that  and  that  this  is  the  way,  generally,  that  the 
cotton  program  has  been  operated  for  the  last  few  years.  It  is  not 
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true  for  wheat  or  grain,  but  the  cotton  program  has  been  more  tied 
to  market  conditions  than  the  other  two  commodity  programs. 

Senator  Heflin. 

Senator  Hefun.  I  also  invite  the  American  Farm  Bureau  Federa- 
tion through  you  to  give  us  in  writing  their  thoughts  on  what  can 
be  done  to  increase  markets,  and  primarily  export  markets.  I 
assume  practically  all  the  testimony  we  have  had,  including  the 
Secretary  of  Agriculture,  is  that  if  you  are  going  to  increase  mar- 
kets, you  have  got  to  increase  them  in  export.  What  mechanisms, 
or  what  would  you  suggest  be  changed,  or  if  you  have  some  innova- 
tive thoughts  as  to  how  you  would  increase  it,  we  would  like  to 
have  this  in  writing. 

Mr.  Propst.  Well,  I  think  you  will  have,  but  just  briefly,  I  would 
like  to  highlight  some  of  the  things  we  are  talkmg  about.  We  think 
that  the  deficit  is  one  of  our  biggest  problems  in  marketing,  by  cre- 
ating the  strong  dollar.  We  think  our  bargainers  should  get  a  lot 
tougher  in  international  negotiations.  The  Farm  Bureau  sponsored 
several  trade  missions  to  both  Japan  and  Europe  to  try  to  talk  to 
those  people.  It  is  easy  to  talk  about  getting  tough  until  you  get 
there  and  you  find  out  how  damn  tough  they  are  and  what  kind  of 
hardball  they  play. 

I  think  one  of  the  things  we  have  found  is  that  as  we  change  ad- 
ministrations, we  change  negotiators,  and  they  are  dealing  with 
the  same  guy  that  has  been  there  for  20  years,  and  he  knows  our 
farm  programs  bettor  than  we  do.  But  we  also  think  that  we 
should  be  a  lot  tougher,  and  we  should  give  the  Secretary  of  Agri- 
culture probably  some  more  tools.  In  the  farm  bill  that  will  be  pre- 
sented to  you,  I  think  our  board  decided  that  one  of  the  tools  that 
we  might  use  was  if  we  look  at  the  cost  of  storing  grain  per  year, 
that  we  subsidize  that  grain  into  the  world  market  at  least  to  the 
cost  of  what  it  would  cost  to  store  the  grain  for  a  year.  That  would 
not  cost  the  government  any  more,  and  it  would  give  him  a  tool  to 
help  break  down  and  combat  some  of  those  countries  that  are  using 
trade  barriers  against  us. 

We  think  the  lowering  of  the  loan  rate  will  have  a  significant 
efiTect  because,  you  know,  how  long  can  some  countries  continue  to 
subsidize  if  they  are  competing  against  a  lower  loan  rate  in  our 
country?  The  way  we  are  operating  now,  we  signal  to  the  world 
what  tne  world  price  is  going  to  be  by  establishing  a  loan  rate,  and 
they  just  sit  there  and  underbid  us,  just  like  any  good  seller  would 
in  the  world  market. 

I  think  another  very  detrimental  thing  that  has  really  hurt  us 
over  the  years  are  the  embargoes  more  than  we  really  realize.  Es- 
pecially,  wheat  producers  and  grain  producers  have  absolutely 
spent  millions  of  dollars,  traveling  around  the  world,  opening  up 
markets.  Thev  no  sooner  get  the  market  opened  up,  and  we  have 
an  embargo  that  destroys  these  efforts,  destroys  these  markets,  and 
it  takes  us  years  and  years  to  get  them  back.  We  simply  have  to 
realize  that  in  agriculture,  unless  we  are  going  the  route  of  contin- 
ually reducing  our  agricultural  plant,  by  acreage  reductions,  that 
we  are  operating  in  a  world  market  with  many  of  our  commodities, 
and  that  we  have  got  to  be  reliable  suppliers,  and  that  we  cannot 
mess  around  with  our  markets  every  time  we  get  a  political  crisis 
abroad,  and  use  that  as  the  only  tool  of  whackmg  somebody  when, 
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in  effect,  in  the  long  run,  it  does  not  hurt  them  at  all;  they  just  go 
into  the  world  market  and  get  it  somewhere  else. 

Senator  Hefun.  I  would  also  like  to  invite  the  American  Farm 
Bureau  Federation  to  give  us  their  thoughts  on  the  tax  simplifica- 
tion bill. 

Mr.  Propst.  I  was  hoping  you  would  ask  me  that.  I  have  been  in 
and  out  of  cattle  feeding  a  long  time,  and  Colorado  is  a  small  cattle 
feeder.  One  of  the  things  that  is  hurting  agriculture  the  most,  and 
probably  the  cattle  feeding  has  affected  it  more  than  anything 
else — it  is  estimated  that  80  or  90  percent  of  the  cattle  on  feed  in 
Colorado  last  December  were  being  fed  for  tax  reasons  by  outside 
investors.  Most  of  the  legitimate  farmer-type  cattle  feeders  have 
gone  out  of  business  by  going  broke  for  one  reason  or  another,  and 
people  have  come  into  agriculture  for  tax  reasons,  and  that  is  one 
of  the  reasons  we  are  having  a  depressed  market  right  now,  is  that 
they  want  to  get  them  past  the  first  of  the  year,  get  the  income  in 
the  next  year,  and  then  they  dump  the  cattle.  We  tend  to  bunch 
cattle  ana  have  buyers  in  and  out  of  the  market,  not  for  profit  rea- 
sons, but  for  tax  reasons.  We  think  that  this  is  affecting  not  only 
cattle  feeding,  but  people  are  building  hog  houses  and  depreciating 
them,  poultry  houses,  and  everything  else,  and  once  that  is  buUt,  of 
course,  they  care  if  the  price  goes  down,  but  that  does  not  mean 
they  are  going  to  leave  the  thing  idle.  They  are  going  to  go  ahead 
and  depreciate  it  out  and  produce  and  make  a  good  deal  for  them 
taxwise,  even  though  they  may  lose  a  little  money  raising  the  hogs 
or  feeding  the  chickens. 

We  will  have  recommendations  when  that  bill  is  considered. 

Senator  Hefun.  Well,  we  would  like  to  have  them  here,  relative 
to 

Mr.  Propst.  I  think  Congress  has  given  farmers  some  tremen- 
dous breaks  taxwise,  but  the  only  way  we  can  take  advantage  of 
them  is  if  we  make  money,  and  if  we  do  not  make  money,  outside 
investors  come  in  and  use  that,  really,  against  us.  Much  of  the  land 
that  was  developed  in  Nebraska  for  sprinkler  irrigation,  a  lot  of 
that  had  tax  incentives  behind  it;  they  buy  a  cheap  piece  of  land, 
put  a  high-priced  sprinkler  on  it,  depreciate  it  over  many  years; 
sell  the  land  at  a  higher  price,  take  capital  gains,  and  come  out 
smelling  like  a  rose.  If  you  take  all  the  increased  production  that 
has  come  about  just  from  those  kinds  of  things  in  Nebraska  alone, 
and  you  take  out  all  the  fragile  land  that  has  been  plowed  out  in 
Colorado  and  many  of  the  Western  States,  if  you  take  those  kinds 
of  things  out  of  production,  we  might  not  even  have  a  surplus  prob- 
lem at  this  time. 

You  know,  we  in  Colorado  the  last  few  years  have  seen  a  ridicu- 
lous thing  where,  on  one  side  of  the  road,  we  have  the  Government 
paying  the  farmer  thousands  of  dollars  to  take  land  out  of  produc- 
tion, and  on  the  other  side  of  the  road,  somebody  is  plowing  out 
thousands  of  acres  of  fragile  lands,  knowing  that  down  the  road  a 
vear  or  two,  he  could  get  this  under  a  farm  program  and  get  all  the 
benefits.  Somewhere  along  the  line,  we  cannot — we  are  giving  two 
kinds  of  signals  to  farmers  out  there,  and  you  cannot  really  blame 
them  for  taking  advantage  of  it,  I  guess,  but  in  a  way,  the  Govern- 
ment is  responsible  for  giving  those  kinds  of  signals.  So  if  we  are 
going  to  have  a  problem,  we  need  to  have  teeth  in  it. 
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Senator  Cochran.  Senator  Melcher. 

Senator  Melcher.  Mr.  Propst,  what  about  sugar?  You  are  a  sug- 
arbeet  producer. 

Mr.  Propst.  Well,  I  think  sugar  is  clearly  a  protected  commodity 
in  this  country,  and  you  know,  when  you  talk  about  is  there  a  free 
market  on  anything,  I  guess  sugar  is  the  best  example  that  there  is 
not  a  free  market  on  anything.  Almost  every  country  that  produces 
sugar  has  a  very  structured  sugar  program,  and  if  they  come  up 
with  a  surplus,  they  just  dump  it  in  the  world  market,  and  the  only 
market  has  been  the  United  States.  It  is  clearly  a  protected  pro- 
gram, and  the  only  way  it  can  survive  is  with  some  kind  of  a  tariff 
or  protection. 

Senator  Melcher.  You  need  18  cents,  plus  the  notch? 

Mr.  Propst.  Well,  for  sugarbeet  growers,  it  is  very  tight  to  sur- 
vive that,  but  I  guess  they  could  get  by. 

The  Farm  Bureau  supports  the  sugar  program  as  it  is  now  struc- 
tured. 

Senator  Melcher.  That  is  with  the  notch. 

Mr.  Propst.  Yes. 

Senator  Melcher.  Sodbusting  broke  down  between  the  House 
and  the  Senate,  unfortunately,  last  year.  Do  I  understand  you  to 
say  that  the  Farm  Bureau  supports  prohibition  against  all  farm 
programs? 

Mr.  Propst.  Yes,  sir.  At  our  convention  this  year,  it  changed  to 
the  more  restrictive  proposal. 

Senator  Melcher.  What  was  called  cross  compliance? 

Mr.  Propst.  Yes. 

Senator  Melcher.  I  would  take  it  either  way.  We  in  Montana 
need  it  just  as  much  as  you  do. 

Mr.  PROPST.  So  I  think  we  would  probably  have  a  unified  front  in 
agriculture  on  that  particular  issue  now. 

Senator  Melcher.  When  you  say  lower  the  loan  rates,  I  assume 
you  mean  lower  the  loan  rates  for  crops  in  1986.  But  you  also  want 
to  maintain  the  deficiency  payment.  If  we  lowered  the  loan  rates 
10  percent  that  would  create  greater  exposure  between  the  loan 
rate  and  the  target  price,  so  the  deficiency  payment  might  be  in- 
creased by  as  much  as  $600  million  in  wheat  alone. 

Mr.  Propst.  Well,  our  economic  division  projects  that  in  the  first 
year  or  two  of  our  program,  it  will  be — well,  not  as  expensive  as  we 
are  spending  now — but  an  expensive  program,  but  afi;er  about  the 
third  year,  it  would  decrease  pretty  rapidly.^ 

Senator  Melcher.  But  you  do  mean  lower  the  loan  rate  the  first 
year,  but  hold  that  target  price  at  1985  levels. 

Mr.  Propst.  Yes.  In  1986,  we  would  freeze  the  target  price  where 
it  is  now  and  start  down  with  the  loan  rate,  not  lowering  it  more 
than  10  percent  a  year,  but  eventually  get  it  down  to  75  percent  of 
the  3-year  or  5-year  moving  market  average. 

Senator  Melcher.  One  last  question,  Mr.  Propst.  Part  of  a  dispos- 
able surplus  commodity  program  is  donations.  Do  you  have  any 
level  on  that? 


^  See  p.  423  for  an  economic  analysis  of  the  Farm  Bureau  farm  bill  supplied  by  Mr.  Propet. 
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Mr.  Propst.  Well,  we  have  been  strong  supporters  of  Public  Law 
480 — I  think  that  is  the  title — and  try  to  give  as  much  food  away  as 
we  can  to  starving  people  that  is  reasonable.  But  we  know  that 
that  is  not  the  solution  to  our  problems,  that  we  have  got  to  build 
real  markets  and  get  real  dollars  for  them. 

Senator  Melcher.  All  right.  Thank  you. 

Senator  Cochran.  Thank  you  very  much,  Mr.  Propst. 

Mr.  Propst.  Thank  you.  This  is  Rob  Nooter,  our  staff  member  in 
charge  of  farm  programs,  and  if  you  have  any  detailed  questions  or 
want  more  information,  he  will  be  glad  to  supply  that. 

Senator  C!ochran.  Our  next  witness  and  our  final  witness  for 
this  morning's  hearing  is  Benny  Bunting,  who  is  a  member  of  the 
steering  committee  of  the  United  Farmers  Organization.  He  is  from 
Oak  City,  NC. 

Mr.  Bunting. 

STATEMENT  OF  BENNY  BUNTING,  MEMBER,  STEERING 
COMMITTEE,  UNITED  FARMERS  ORGANIZATION,  OAK  CITY,  NC 

Mr.  Bunting.  Thank  you. 

As  you  can  see,  I  am  new,  and  not  as  well-prepared  as  the  other 
gentlemen  who  have  been  here.  But  I  came  representing  poultry 
producers,  not  the  integrators,  but  the  growers  themselves. 

I  am  a  broiler  grower  from  Martin  County,  NC.  My  wife  and  I 
b^an  in  the  poultry  business  in  1976  with  high  expectations  of 
having  made  a  profitable  investment.  We  were  persuaded  into  this 
business  opportunity  by  favorable  advertising  and  fast-talking  pro- 
fessional siedesmen.  These  salesmen  even  recommended  financing 
institutions  that  they  had  already  convinced  to  be  receptive  to  new, 
prospective  poultry  growers.  The  institution  to  be  FmHA,  PCA  and 
the  Federal  land  bank,  and  they  were,  as  has  been  represented, 
very  receptive. 

As  you  can  glean  from  my  appearance  here,  things  down  on  the 
poultry  farm  are  not  doing  so  well.  I  have  experienced  firsthand 
the  initial  courting  of  the  integrator,  which  is  shortlived,  for  after 
you  are  signed  and  sealed  in  debt  bondage,  reality  soon  comes  to 
roost  down  on  the  poultry  farm.  Immediately,  we  find  that  chick- 
ens are  not  the  only  thing  in  total  confinement.  The  grower  is  re- 
quired to  monitor  the  broiler  houses  continually.  The  partnership 
between  the  grower  and  the  integrator  is  soon  over.  You  have  a 
contract  with,  and  a  huge  investment  in  the  industry,  but  no  input 
or  consideration  into  its  operation.  The  broiler  houses  are  designed 
by  and  built  by  the  integrator  and  paid  for  by  the  grower.  Yet 
there  are  almost  constant  requirements  for  expensive  improve- 
ments paid  for  by  the  grower  out  of  his  limited  income.  If  you  balk 
at  installing  new  equipment,  intimidation  is  used  openly  and  im- 
mediately with  threats  of  no  more  chickens. 

There  is  very  little  thought  of  or  support  for  the  grower  by  Gov- 
ernment. Laws  to  regulate  the  business  opportunity  contract  are 
either  ignored  or  changed  to  suit  the  intq^ator.  The  extension 
service  has  developed  a  cash  flow  for  a  broiler  house — this  is  the 
North  Carolina  Extension  Service — showing  an  investment  of 
$86,000  per  unit,  per  broiler  bam,  but  a  return  to  land  and  man- 
agement of  only  $1,409  per  year.  Any  Government  lending  institu- 
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tion — FmHA  is  who  we  are  talking  about  particularly — financing 
this  operation  can  only  be  subsidizing  the  poultry  integrator,  and 
the  farmer  is  destined  to  almost  sure  financial  problems.  Dr.  W. 
Keith  Scearce,  agricultural  economist  with  Economic  Research 
Service  at  USDA,  stated  recently  at  the  1984  Economic  Outlook 
Policy  Conference  at  North  Carolina  State,  that  "Twenty  percent 
of  all  poultry  growers  are  in  severe  financial  problems."  With  these 
facts,  you  would  think  our  legislators  would  demand  more  controls 
on  the  integrators  and  not  relinquish  the  few  protective  rights  we 
now  have.  We  are  disadvantaged  by  our  small  size  and  independ- 
ence. We  must  be  trained  and  supported  in  the  art  of  collectively 
negotiating  for  more  equitable  contracts  with  big  business. 

Now,  I  am  going  to  talk  about  the  contracts.  Broiler  contracts 
are  very  inadequate  when  it  comes  to  protecting  the  growers'  huge 
investment.  The  latest  contracts  in  our  area  now  state  that  the 
contract  can  be  terminated  with  2  weeks'  notice  prior  to  the  move- 
ment of  the  last  flock. 

Pay  is  determined  by  your  average  production  cost.  But  APC  is 
something  the  grower  has  little  control  of.  Feed  is  the  main  deter- 
mining factor  in  APC.  Growers  have  no  scales  to  see  if  they  are 
getting  correct  feed  weights  delivered  to  the  farms,  and  I  am  sure 
we  do  not,  because  in  the  materials  I  have,  I  have  court  records  of 
where  11  of  the  local  integrators'  drivers  were  charged  with  steal- 
ing feed,  but  we  can  find  no  record  of  any  credit  that  was  given  to 
any  of  the  growers  for  the  feed  that  was  stolen,  as  compensation 
for  it. 

Packers  and  stockyard  rules  state  that  when  group  rankings  are 
used  in  determining  pay,  we  are  entitled  to  see  the  figures  used. 
All  we  see  is  a  final  ranking  order  and  that  is  just  for  a  glance  and 
we  are  not  supplied  anything.  The  rankings  are  unfair  and  should 
not  be  allowed.  We  should  be  paid  on  our  own  merits,  not  cloudy 
comparisons.  That  would  also  allow  us  to  be  paid  as  other  livestock 
growers  and  not  have  our  checks  held  as  long  as  12  days  to  deter- 
mine rankings. 

The  contract  system  enables  corporate  integrators  to  treat  the 
farmer  as  an  employee  without  an  obligation  to  pay  them  as  em- 
ployees or  provide  job  security. 

As  long  as  the  farmer  is  under  contract,  they  are  considered  in- 
dependent operators.  The  companies  provide  no  health  insurance, 
workers'  compensation,  vacation  pay,  et  cetera.  The  farmer  is  ex- 
pendable even  after  shouldering  major  financial  risk. 

That  is  the  statement  that  was  passed  out.  I  have  other  material 
1  would  like  to  leave.  One  thing  I  would  definitely  like  to  leave. 
This  is  an  order  from  the  FmHA  office,  requiring  guidelines  on  the 
financing  of  new  poultry  operations,  and  it  says  that  they  consider 
the  existing  facilities  and  make  sure  that  they  will  not  be  cut  off  or 
dropped  from  production  just  to  compensate  for  the  new  ones 
coming  in.  This  expires  April  30.  So  we  would  like  to  enter  this. 

Senator  Cochran.  These  will  be  made  a  part  of  the  record  as  ex- 
hibits to  your  testimony.^ 


*  See  438  for  exhibits  1,  2,  and  3  furnished  by  Mr.  Bunting. 
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I  have  some  relatives  back  in  Mississippi  who  are  contract  grow- 
ers for  integrated  poultry  operations,  so  I  am  personally  familiar 
with  some  of  the  things  you  are  describing  to  the  committee.  My 
grandparents  did  some  contract  growing,  and  I  also  have  some 
cousins  down  in  Perry  County,  MS,  who  are  involved  now  as  con- 
tract growers.  They  keep  me  up  to  date  with  some  of  the  problems 
they  have. 

I  think  you  have  identified  some  serious  concerns  that  many 
have,  probably  in  your  State  and  mine,  too,  and  in  other  States  in 
the  southeastern  part  of  the  United  States. 

You  mentioned  that  you  are  a  member  of  the  steering  committee 
of  the  United  Farmers  Organization.  Is  this  the  UFO,  the  National 
Farmers  Organization,  or  is  this  a  loc€d  organization? 

Mr.  Bunting.  No.  Two  States,  North  Carolina  and  South  CaroH- 
na  operations.  We  just  got  together  this  past  November,  and  we  are 
in  our  infancy  right  now.  We  do  have  some  programs  that  we  sup- 
port, and  we  will  be  forwarding  up  here  if  we  can  get  them  on 
record,  because  we  are  aware  of  some  problems  that  are  going  on 
here  with  the  Uniform  Commercial  Code.  We  do  not  feel,  as  the 
gentleman  here  felt,  that  it  does  not  affect  farmers.  In  my  area,  we 
are  small  farmers,  we  are  farmers  who  rent  a  lot  of  land.  Doing 
away,  or  treating  the  farm  product  the  same  as  consumer  goods 
would,  in  effect,  have  the  lending  agencies  putting  out  personal 
notes  to  the  farmers,  and  they  are  not  going  to  do  that,  because 
there  would  be  no  security. 

North  Carolina  has  acted  pretty  well  on  this  case.  As  of  January 
1,  all  liens  are  to  be  registered  with  the  secretary  of  state  in  Ra- 
leigh, and  then  the  only  responsibility  we  would  have  would  be  to 
get  in  contact  with  the  secretary  of  state.  If  the  name  was  regis- 
tered, he  would  know  it  immediately,  because  it  is  going  to  be  on 
computer  file,  and  you  would  write  the  check  accordingly.  But  we 
still  need  protection  on  the  Uniform  Commercial  Code,  for  lending 
agencies  to  have  faith  in  the  farmers  in  our  area. 

Senator  Cochran.  Does  the  United  Farmers  Organization  have 
members  other  than  contract  growers? 

Mr.  Bunting.  Yes,  sir.  We  have  dairsrmen,  hog  producers,  tobac- 
co growers — it  is  a  whole  coalition  of  small  family  farmers. 

Senator  Cochran.  You  have  been  very  helpful  to  bring  attention 
to  a  problem  that  exists  in  your  State  and  in  some  other  States, 
and  we  appreciate  your  being  here  and  helping  us  get  an  overview 
of  our  agricultural  situation  as  it  affects  all  farmers  throughout 
the  country. 

This  is  the  conclusion  of  our  hearing.  We  will  stand  in  recess 
until  call  of  the  Chair. 

[Whereupon,  at  12  noon,  the  committee  was  recessed,  to  recon- 
vene at  9:35  a.m.,  Friday,  March  22,  1985,  in  room  328-A,  Russell 
Senate  Office  Building.] 
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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 

Dairy  Issues 


FRIDAY,  MARCH  22,  1985 

U.S.  Senate, 
Ck)MMnTEE  ON  Agriculture,  Nutrition,  and  Forestry, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  SR  328- 
A,  Hon.  Thad  Cochran  presiding. 

Present:  Senators  Cochran,  boschwitz,  McCoqnell,  Leahy,  Mel- 
cher,  and  Heflin. 

STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM 

MISSISSIPPI 

Senator  Cochran.  The  committee  will  please  come  to  order. 

This  morning  we  continue  our  series  of  hearings  relating  to 
issues  surrounding  the  writing  of  a  new  farm  bill.  This  morning  we 
will  be  discussing  issues  involved  in  Federal  dairy  policy.  As  all  of 
you  know,  recently  enacted  legislation  providing  for  a  diversion 
pro-am  in  the  dairy  industry  will  be  expiring  soon. 

Triis  will  be  one  of  the  most  importsmt  areas  of  interest  as  we 
begin  writing  the  new  farm  bill  for  1985.  In  the  past,  efforts  by  the 
Federal  Government  and  the  industry  to  control  production  and 
try  to  keep  a  balance  between  dairy  products  produced  on  the  dairy 
farms  in  America  and  the  demand  that  existed  for  them  have  been 
very  successful.  However,  in  recent  years,  there  has  been  a  growing 
imbalance  between  production  and  demand. 

The  cost  of  the  price  support  program  grew  from  $250  million  in 
1979  to  nearly  $2.6  billion  in  1983.  Even  with  the  diversion  pro- 
gram which  provided  incentives  for  reducing  production,  program 
costs  are  estimated  this  year  to  be  close  to  $1.5  billion. 

The  daily  industry  has  assumed  a  lot  of  financial  responsibility 
for  promoting  the  sale  of  dairy  products  and  for  reducing  produc- 
tion. It  has  been  one  of  the  best  kept  secrets  in  America  that  the 
dairy  farmer  has  been  paying  the  costs  of  promotion  and  providing 
the  incentives  for  cutting  back  production.  I  think  the  daiiy  indus- 
try should  be  congratulated  for  assuming  that  responsibility  and 
tr3dng  to  do  more  than  its  share,  in  my  judgment,  in  reducing  the 
costs  to  the  Government  of  this  program. 

We  are  going  to  be  looking  at  testimony  today  that  provides  the 
committee  with  suggestions  for  action  that  can  be  taken  to  try  to 
protect  this  important  industry,  which  has  historically  provided  an 
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adequate  supply  of  safe  and  wholesome,  nutritious  product  at  very 
reasonable  prices  to  the  consumer. 

That  is  the  goal  of  the  Congress  this  year:  Trying  to  make  sure 
that  we  protect  the  industry,  provide  profit  incentives  for  farmers 
to  stay  in  business,  and  at  the  same  time  make  available  adequate 
supplies  at  reasonable  prices.  That  is  our  goal,  and  your  being  here 
this  morning  will  be  very  helpful,  I  am  sure,  to  the  committee  as 
we  work  toward  achieving  success  in  writing  that  kind  of  bill  this 
yefiu*. 

I  am  glad  to  have  here  this  morning  other  members  of  the  com- 
mittee. Senator  Melcher  of  Montana.  Senator. 

STATEMENT  OF  HON.  JOHN  MELCHER,  A  U.S.  SENATOR  FROM 

MONTANA  • 

Senator  Melcher.  Thank  you,  Mr.  Chairman.  Regretfully,  I  will 
have  to  leave  at  11.  But  I  would  like  to  say  that  I  am  impressed 
with  the  witness  list.  For  example,  I  would  love  to  hear  testimony 
of  ice  cream  manufacturers  who  produce  one  of  my  favorite  foods, 
as  well  as  hear  from  the  Alabama  Farm  Bureau,  which  always 
adds  a  refreshing  attitude  toward  making  American  agriculture 
survivable  in  a  tough  economic  world;  and  of  course,  from  the 
butter  and  cheese  people  who  I  think  have  a  lot  to  tell  us  and  a  lot 
to  teach  us  on  how  to  develop  markets  for  dairy  products  abroad; 
and  also  I  see  the  Chocolate  Manufacturers  Association  is  here,  too. 

I  want  to  say  one  thing  to  all  of  you  connected  with  dairy  prod- 
ucts. I  happen  to  believe  that  we  have  been  losing  an  awful  lot  of 
opportunities  to  expand  our  trade  abroad  through  using  dairy  prod- 
ucts, and  that  I  think  it  is  reprehensible  that  export  through  sec- 
tion 416  has  actually  been  thwarted,  discouraged  by  our  own  Gov- 
ernment. I  think  we  can  work  collectively  to  make  sure  that  that  is 
changed  and  changed  very  rapidly.  That  attitude  and  that  in- 
action, some  of  which  I  have  observed  personally,  discourages  416 
application  from  countries  abroad. 

None  of  us  on  this  committee  want  this  program  to  be  discour- 
aged, and  I  am  not  quite  sure  why  it  is  happening,  but  it  is.  Wheth- 
er it  is  individuals  within  AID  or  within  the  Department  of 
Agriculture  that  have  fashioned  that  t3rpe  of  operation  in  various 
countries,  either  their  attitudes  must  be  changed  or  the  individuals 
must  be  changed.  Thank  you,  Mr.  Chairman. 

Senator  Cochran.  Thank  you.  Senator.  Senator  Heflin. 

STATEMENT  OF  HON.  HOWELL  HEFLIN,  A  U.S.  SENATOR  FROM 

ALABAMA 

Senator  Hefun.  Mr.  Cludrman,  I  have  a  brief  statement.  I  think 
this  is  a  very  important  phase  of  the  overall  farm  legislation  that 
we  will  be  considering.  Dairy  is  a  very  important  one  and  has  been 
in  the  past  a  very  expensive  one.  But,  nevertheless,  I  think  it  is  one 
that  we  must  give  a  great  deal  of  time  to.  There  are  different  divi- 
sions of  the  dairy  industry  throughout  the  United  States.  My  State 
is  known  as  a  deficiency  State.  A  deficiency  State  is  a  State  that 
does  not  produce  enough  milk  to  meet  the  demands  of  the  custom- 
ers within  that  State.  As  a  result,  these  States  have  to  buy  milk 
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from  other  States.  Unique  problems  develop  as  a  result  of  this. 
There  are  some  36  deficiency  States. 

After  reviewing  problems  dealing  with  the  dairy  interests  I  think 
we  have  not  looked  carefully  at  those  deficiency  States.  I  would 
like  to  see  that  as  we  consider  in  the  Agriculture  Committee  the 
farm  bill  and  the  dairy  provisions  of  it  that,  we  give  adequate  at- 
tention to  those  states  that  fall  in  the  deficiency  category.  These 
States  do  not  sell  to  the  Government  at  all.  I  think  that  their 
unique  problems  ought  to  be  very  carefully  considered. 

Senator  Cochran.  Thank  you,  Senator.  Senator  Leahy. 

STATEMENT  OF  HON.  PATRICK  J.  LEAHY,  A  U.S.  SENATOR  FROM 

VERMONT 

Senator  Leahy.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  I  have 
a  longer  statement  for  the  record,  which  I  enclose.^  I  would  note 
for  the  committee  that,  only  this  past  Monday,  we  held  a  similar 
hearing  in  my  home  State  of  Vermont,  and  you,  Mr.  Chairman, 
were  good  enough  to  come  to  Vermont  and  chair  that  hearing.  Of 
the  two  major  dairy  hearings,  I  am  pleased  that  one  of  them  could 
be  in  the  State  of  Vermont.  Today  we  will  have  a  Vermonter,  Mr. 
Patterson,  who  is  here  to  testify  later  on. 

I  would  note  though  that  the  weather  is  worse  here  in  Washing- 
ton today  than  it  was  in  Vermont.  I  told  the  Chairman  that  when 
we  arrived  in  Vermont  on  Monday  morning  it  was  20  degrees 
above  zero,  but  that  was  50  degrees  warmer  tlum  the  last  time  Sen- 
ator Cochran  had  been  in  Vermont.  Senator  Heflin  made  a  couple 
of  comments  about  how  much  better  off  we  would  have  been  if  we 
had  gone  to  Alabama. 

We  hesu'd  many  questions  in  Vermont.  Just  to  add  a  Vermont 
perspective,  because  Vermont  is  a  dairy  producing  State,  Vermont 
has  a  long  and  proud  history  of  agriculture.  We  asked  whether 
Vermont  dairy  farmers  were  interested  in  a  dairy  program  that 
limits  the  marketing  of  milk  and  will  Vermont  dairy  farmers  par- 
ticipate in  another  dairy  diversion  program  if  one  were  offered.  Do 
they  want  to  participate  in  a  quota  program  that  might  penalize 
them  for  excess  production?  These  questions  had  been  left  unan- 
swered after  many  meetings  with  Vermont  dairy  farmers.  To  try  to 
get  the  answers,  we  held  the  hearings  on  Monday  up  there. 

A  wide  variety  of  opinions  were  expressed  at  the  hearing  by  a 
cross  section  of  the  Vermont  dairy  industry  and  officials  from  the 
State  government.  More  important  than  that,  we  heard  from  dairy 
farmers  themselves,  the  people  who  these  programs  are  supposed 
to  be  designed  for  and  the  people  who  have  to  operate  under  pro- 
grams the  Government  sets  up — the  people  who  have  really  the 
most  at  stake. 

Now,  we  might  not  have  heard  it  from  everybody,  but  we  hesu'd 
some  very  valuable  testimony  from  a  wide  cross  section  of  Ver- 
monters.  Among  the  things  we  heard  was  that  young  farmers  need 
help.  Nearly  every  farmer  in  Vermont  has  at  one  time  expressed 
concern  for  the  future  of  farming  and  for  the  future  of  our  own 


1  See  p.  446  for  the  prepared  statement  of  Senator  Leahy. 
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State  of  Vermont  if  young  people  cannot  begin  farming,  or  if  young 
farmers  are  put  out  of  business  through  no  fault  of  their  own. 

Vermonters  said  that  there  should  be  a  long-term  focus  to  dairy 
policy.  The  rules  have  changed  nearly  every  year.  Vermonters 
want  a  dairy  program  that  people  can  plan  on,  one  that  goes  on  for 
a  number  of  years.  It  should  be  fair  to  family  farmers  and  able  to 
increase  the  domestic  use  of  milk  and  dairy  products. 

One  of  the  things  that  came  out  over  and  over  again  and  we 
should  really  focus  on,  Mr.  Chairman,  is  that  it  is  not  a  question  of 
milk  being  overproduced  as  much  as  it  is  milk  being  undersold,  and 
increasing  consumption  must  be  a  key  objective  of  any  program. 
There  cannot  be  undue  interference  from  imports.  We  are  a  coun- 
try, after  all,  that  can  compete  with  any  other  country  in  the  world 
if  we  can  complete  fairly.  But  it  does  not  do  much  good  to  ask 
American  farmers  of  whatever  type  to  compete  with  foreign  coun- 
tries if  those  foreign  countries  have  their  imports  heavily  subsi- 
dized and  you  have  both  that  and  the  double  whammy  of  a  strong 
dollar  hurting  us. 

I  think  that  unity  on  dairy  policy  has  got  to  be  a  chief  objective 
of  all  dairy  producers.  It  certainly  is  among  Vermont  farmers. 
Then  there  has  to  be  realistic  provision;  Vermont  dairy  farmers 
are  aware  of  the  past  criticism  of  the  milk  price  support  program. 
They  recognize  the  dangers  of  overly  generous  price  support  pro- 
gram provisions.  But  they  also  point  out  something  else.  We  talk 
about  consumer  interests.  Every  farmer  is  also  a  consumer.  Now,  a 
lot  of  consumers  would  not  be  able  to  make  it  today  were  it  not  for 
them.  So,  they  want  to  be  fair.  They  are  first  and  foremost  Ameri- 
cans. They  pay  t€uces.  They  do  not  want  something  that  is  simply 
open  up  the  Treasury  doors.  They  want  something  that  works,  but 
they  also  do  not  want  people  to  forget  that  they  are  consumers  and 
they  are  among  those  consumers  that  make  it  possible  for  Ameri- 
cans to  be  the  best  bet  at  the  lowest  price  of  people  in  any  other 
country. 

Last,  Mr.  Chairman,  as  I  said  on  every  farm  program  that  comes 
before  us,  it  is  a  matter  of  national  security.  We  are  the  most  pow- 
erful nation  on  earth,  but  we  are  also  the  only  major  military 
power  in  the  world  that  can  feed  itself.  Let  us  not  have  programs 
that  are  going  to  end  up  putting  us  in  a  position  where  at  the  end 
of  the  century  we  have  to  import  food  rather  than  having  the  abili- 
ty to  feed  ourselves  and  still  export  food. 

But,  again,  Mr.  Chairman,  I  think  you  for  having  these  hearings, 
and  I  thank  you  once  again  for  coming  to  Vermont.  You  sort  of  feel 
bracketed,  I  think,  by  dairy  states.  I  see  my  good  friend  from  Min- 
nesota, Senator  Boschwitz,  who  was  one  of  the  leaders  in  our  ef- 
forts last  year  to  try  to  get  a  dairy  program  through.  At  that  point, 
I  jrield. 

Senator  Cochran.  Thank  you  very  much.  Senator.  Senator 
Boschwitz,  welcome. 

Senator  BoscHwrrz.  Thank  you.  I  have  no  opening  statement. 

Senator  Cochran.  Thank  you.  [Laughter.] 

We  are  glad  to  invite  our  first  panel  of  witnesses  to  come  to  the 
table  to  present  their  testimony,  Norman  Barker,  who  is  president 
of  the  National  Milk  Producers  Federation,  from  Pratt,  KS.  He  is 
accompanied  by  Elwood  Kirkpatrick,  who  is  president  of  the  Michi- 
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gan  Milk  Producers  Association  of  Southfield,  MI,  and  Peter  Curra, 
president  of  the  Maine  Farm  Bureau  Association,  Augusta,  ME, 
representing  the  American  Farm  Bureau  Federation.  If  each  of  you 
could  come  forward  to  the  witness  table. 

We  have  sent  letters  to  all  witnesses  inviting  them  to  testify 
today  and  encouraging  witnesses  to  keep  their  opening  statement 
and  presentation  within  a  5-minute  limit.  If  you  can  do  that,  that 
will  help  us  be  able  to  discuss  your  testimony.  We  have  written 
statements  which  have  been  furnished  to  the  committee.  These  will 
all  be  made  a  part  of  the  record  in  full,  so  we  would  encourage  you 
to  make  summary  comments  from  those  written  statements  for  the 
benefit  of  the  committee.  Mr.  Barker,  please  proceed. 

STATEMENT  OF  NORMAN  H.  BARKER,  PRESIDENT,  NATIONAL 
MILK  PRODUCERS  FEDERATION,  PRATT,  KS,  ACCOMPANIED  BY 
ELWOOD  KIRKPATRICK,  PRESIDENT,  MICHIGAN  MILK  PRO- 
DUCERS ASSOCIATION,  SOUTHFIELD,  MI 

Mr.  Barker.  Thank  you,  Mr.  Chairman.  We  appreciate  this  op- 
portunity to  be  here  and  your  consideration  of  these  views  in  this 
hearing.^ 

I  am  Norman  Barker,  dairy  farmer  from  Pratt,  KS,  president  of 
the  National  Milk  Producers  Federation  and  member  and  secretary 
of  Associated  Milk  Producers,  dairy  cooperative  marketing  associa- 
tion headquartered  in  San  Antonio,  TX. 

As  you  know,  the  Federation  is  a  national  farm  commodity  orga- 
nization representing  approximately  80  percent  of  the  dairy  coop- 
eratives in  this  country.  My  written  statement  addresses  the 
changes  needed  in  authorities  for  milk  marketing  order  program, 
for  other  domestic  nutrition  programs,  and  the  need  to  protect 
dairy  farmers  from  subsidized  imports  from  other  nations. 

My  testimony  is  directed  toward  what  we  believe  is  a  necessary 
part  of  a  national  dairy  price  support  program  which  will  fit  into 
the  general  agricultural  policy. 

The  proposals  outlined  in  this  statement  today  respond  to,  we  be- 
lieve, the  existing  needs  that  will  develop  an  atmosphere  within 
which  a  strong  dairy  industry  will  continue  in  the  future.  We  be- 
lieve the  dairy  price  support  program  should  be  maintained  as  that 
central  policy  element  which  provides  the  needed  price  assurance 
and  stabilities.  We  believe  the  structure  of  the  dairy  program 
should  contain  the  following  elements. 

First  the  program  should  contain  a  dairy  pricing  index  to  estab- 
lish support  prices,  a  supply-demand  adjustment  to  adjust  support 
prices  relative  to  expected  Commodity  Credit  net  purchases,  and  a 
standby  authority  for  an  incentive-penalty  program  to  be  used 
when  substantial  adjustment  in  supplies  is  necessary. 

These  are  the  basic  objectives  of  the  program  we  advance.  We 
would  like  to  point  out  that  the  dairy  price  support  program  has 
accomplished  many  of  these  objectives  by  reducing  some  of  the  risk 
to  dairy  farmers,  and  in  the  study  concluded  by  tne  Department  of 
Agriculture  for  the  1981  Farm  Act  the  price  support  program  de- 
creased price  fluctuations  which  allowed  milk  to  be  produced  at  a 


^  See  p.  448  for  the  prepared  statement  of  Mr.  Barker. 
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lower  cost.  And  this  study  also  showed  that  an  appropriate  degree 
of  milk  price  stabilization  by  Government  may  actually  lower  aver- 
age milk  prices  to  consumers  over  the  long  haul. 

The  statistics  that  we  have  bear  out  this  conclusion  of  the  De- 
partment. Last  year  it  required  about  half  the  amount  of  time  to 
buy  one-half  gallon  of  milk  than  it  did  in  previous  years.  Although 
the  dairy  price  support  prc^am  series  producers  and  consumers 
well,  at  the  beginning  of  the  1980's  many  circumstances  which 
were  beyond  the  control  of  this  program  resulted  in  increased  Gov- 
ernment costs;  cheap  grain  as  a  result  of  the  Soviet  grain  embargo, 
high  inflation,  loss  of  ofT-farm  opportunities,  and  depressed  condi- 
tions in  other  sectors  of  agriculture  just  resulted  in  the  accumula- 
tion of  more  resources  in  the  production  of  milk. 

We  in  the  Federation  of  National  Milk  Producers  recognized  this 
efiwly  in  1981,  1982,  and  1983  and  brought  programs  to  the  Con- 
gress which  really  treated  the  symptoms  of  the  problems — high 
Government  cost  and  the  purchase  level,  but  it  could  not  cure  the 
basic  ills  or  the  roots  of  the  problem,  which,  among  others,  were 
cheap  grain  and  unemplojmient.  This  could  not  cure  all  the  econo- 
my ills  with  a  simple  change  in  the  dairy  pr(^am. 

But,  as  you  mentioned,  Mr.  Chairman,  on  November  30,  1983, 
Congress  worked  to  devise  a  program  which  did  bring  about  a  re- 
duction in  purchases.  It  provided  for  this  milk  diversion,  which  was 
financed  by  dairy  farmers,  all  dairy  farmers;  38,000  availed  them- 
selves to  participate  in  this  program  including  myself.  This  repre- 
sents about  one  out  of  five  commercial  dairy  farms  in  the  country. 
Importantly,  it  reduced  production  by  4.6  billion  pounds  or  a  per- 
centage of  3.3  reduction  (adjusted  for  leap  year). 

The  second  part  of  that  program  was  a  national  advertising  and 
promotion  area  funded  by  all  dairy  farmers.  This  has  increased 
consumption  of  milk  and  dairy  products  with  the  initiation  of  this 
major  promotional  effort  through  the  National  Dairy  Board.  We 
are  optimistic  that  increased  consumer  awareness  of  the  nutrition- 
al benefits  of  dairy  products  will  further  stimulate  demand. 

As  a  result  of  the  decreases  in  production  in  this  program,  net 
Commodity  Credit  purchases  decreased  by  one-half  with  a  saving  of 
$1  billion  in  the  budget  requirements. 

Mr.  Chairman,  I  would  like  to  repeat  again  the  four  objectives 
that  we  have  developed  through  the  National  Milk  Producers  Fed- 
eration: (1),  to  be  sure  we  have  an  adequate  supply  of  pure  and 
wholesome  milk;  (2),  one  which  stabilizes  prices  but  only  to  the 
degree  that  in  the  long  run  market  prices  are  allowed  to  adjust  the 
resources  in  milk  production;  (3),  that  we  encourage  market 
demand  and  growth  and  the  consumption  of  dairy  products;  and 
(4),  last,  but  not  the  least  important,  is  to  provide  for  the  stand- 
by authority  for  an  incentive  penalty  plan  when  substantial  adjust- 
ments in  supply  are  really  necessary.  Keeping  these  four  objectives 
in  mind,  the  federation  has  been  working  for  a  consensus  among 
milk  producers.  Mr.  Kirkpatrick  will  follow  and  detail  the  elements 
of  that  program  which  will  place  a  cap  or  ceiling  on  Government 
costs. 

Senator  Cochran.  Mr.  Kirkpatrick. 

Mr.  Kirkpatrick.  Thank  you,  Mr.  Chairman.  I  am  Elwood  Kirk- 
patrick, a  dairy  farmer  from  Kinde,  MI.  I  am  also  president  of  the 
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Michigan  Milk  Producers  Association,  a  dairy  cooperative  market- 
ing association  headquartered  in  Southfield,  MI.  I  serve  on  the 
board  of  directors  and  the  executive  committee  of  the  National 
Milk  Producers  Federation. 

I  am  pleased  to  have  the  opportunity  to  appear  before  this  com- 
mittee as  it  deliberates  on  the  1985  farm  bill.  I  appreciate  the  op- 
portunity to  explain  what  the  Federation  has  done  to  develop  a 
dairy  program  consistent  with  the  four  objectives  our  voting  dele- 
gates agreed  should  be  used  to  develop  a  dairy  program  for  the 
1985  farm  bill.  The  first  element  of  the  program  is  the  continuation 
of  the  purchase  program.  The  purchase  prc^am  has  been  used  suc- 
cessfully since  1950  to  regulate  the  supply  of  dairy  products  with 
demand. 

Product  removed  from  the  market  during  the  flush  production 
months  has  prevented  flre  sale  prices  and  maintained  markets  for 
producers.  In  most  years  adequate  supplies  have  been  available  in 
storage  to  ^lod]J^r  price  increases,  in  the  fall,  a  normal  short  season 
of  production.  This  has  stabilized  prices  to  producers  and  consum- 
ers and  has  not  sent  false  signals  of  surpluses  or  shortages  to  pro- 
ducers because  of  seasonal  price  swings. 

The  second  element  of  the  program  should  be  the  adoption  of  a 
new  dairy  pricing  index  to  determine  the  support  price  of  milk.  We 
believe  that  the  current  parity  formula  has  developed  some  unde- 
sirable aspects  which  will  make  it  less  useful  as  a  price  setter  in 
the  future. 

The  Federation's  board  of  directors  firmly  believes  that  the  sup- 
port price  should  be  tied  to  a  realistic  pricing  formula.  Any  formu- 
la developed  to  replace  the  current  parity  index  should  reflect  the 
cost  of  producing  milk,  the  economic  conditions  of  the  other  sege- 
ments  of  agriculture,  and  the  economic  conditions  in  the  general 
economy. 

The  Federation  has  developed  such  a  dairy  pricing  index,  and  we 
ask  that  the  chairman  incorporate  this  detailed  report  on  the  for- 
mula into  the  committee's  record. 

Senator  Cochran.  It  will  be  included  in  the  record  as  an  exhibit 
to  your  testimony. 

Mr.  KiRKPATRiCK.  The  new  dairy  pricing  index  relates  the  cost 
that  dairy  farmers  face  today  with  those  in  a  base  period.  The 
index  gives  a  weight  of  80  percent  to  the  cash  expenses  of  dairy 
farmers.  Weights  given  to  the  individual  factors  were  derived  from 
the  Cost  of  Production  Study  published  by  the  U.S.  Department  of 
Agriculture. 

The  16  individual  expense  factors  include  such  things  as  feed, 
farm  service  expenses,  cash  rent,  interest,  and  wage  rates.  The  feed 
factor  is  more  heavily  weighted  to  represent  not  only  the  dairy 
farmers'  production  costs,  but  also  his  opportunity  costs  of  selling 
some  of  the  home  grown  feed  commercially. 

Ten  percent  of  the  index  is  represented  by  the  price  received  for 
meat  animals.  This  reflects  the  farmer's  opportunity  cost  of  selling 
dairy  cows  for  meat  rather  than  keeping  them  for  milk. 

The  final  10  percent  of  the  formula  is  represented  bv  the  Con- 
sumer Price  Index.  The  inclusion  of  this  factor  ties  milk  prices  to 
what  is  happening  in  the  general  economy  and  reflects  the  cost 
that  dairy  farmers  and  their  families  face  in  their  daily  living. 
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The  resulting  index  derived  from  accumulated  cost  is  then  ad- 
justed by  a  cost  of  production  adjuster.  This  adjuster  is  tied  to 
output  per  cow  and  reflects  changes  in  the  amount  of  input  needed 
to  produce  100  pounds  of  milk.  The  adjusted  index  is  then  multi- 
plied times  a  base  price  to  determine  an  estimated  price  support 
for  the  coming  year. 

Currently  we  estimate  that  the  support  price  generated  by  this 
formula  is  expected  to  be  between  $12.60  and  $12.85  per  hundred 
for  the  marketing  year  which  begins  October  1,  1985.  Recognizing 
that  no  formula  devised  can  adequately  reflect  all  of  the  conditions 
affecting  supply  and  demand,  a  separate  supply-demand  adjuster 
has  been  constructed  to  fine  tune  the  price  generated  by  the  formu- 
la. 

The  supply-demand  adjuster  is  a  schedule  of  price  inceases  and 
decreases  which  relate  to  expected  net  purchases  of  dairy  products 
by  Commodity  Credit  Corporation  at  the  price  level  generated  by 
the  formula.  The  supply-aemand  adjuster  is  designed  to  result  in 
CCC  purchases  between  3  and  5  billion  pounds  of  milk  equivalent, 
the  level  felt  necessary  to  assure  price  stability  and  provide  the 
U.S.  Department  of  A^culture  with  the  commodities  necessary  to 
meet  their  program  needs. 

Senator  Cochran.  You  are  about  to  run  out  of  time. 

Mr.  KiRKPATRiCK.  I  am  about  to  complete. 

Senator  Cochran.  OK. 

Mr.  KiRKPATRiCK.  If  the  Secretary  of  Agriculture  estimates  that 
CCC  purchases  at  the  price  generated  by  the  formula  would  be  less 
than  3  billion  pounds,  the  supply-demand  adjuster  would  require 
the  support  price  be  increased. 

However,  should  the  Secretary  estimate  CCC  purchases  above  5 
billion  pounds  milk  equivalent,  the  supply-demand  a4juster  would 
require  the  support  price  to  be  decreased.  In  addition  to  the  man- 
datory price  adjustments  provided  at  each  level  of  surplus,  there  is 
discretion  given  to  the  Secretary  to  further  increase  the  price 
signal. 

The  support  level  of  $12.60  to  $12.85  generated  by  the  index  for- 
mula would  likely  generate  more  than  7  billion  pounds  of  surplus 
during  the  1985-86  marketing  year.  Therefore,  the  Secretary  would 
be  required  to  reduce  the  formula  price  level  by  7.8  percent  result- 
ing in  a  downward  adjustment  and  would  arrive  at  a  support  price 
of  $11.60  to  $11.85. 

The  final  element  of  the  program  would  be  an  incentive  penalty 
program  that  would  be  avaUable  for  use  when  a  significant  adjust- 
ment in  supply  is  necessary.  We  fully  expect  the  operation  of  the 
dairy  index  and  supply-demand  adjuster  to  keep  relative  bsJance 
between  supply  and  demand  but  feel  standby  autnority  for  some  in- 
centive program  should  be  provided  in  the  case  of  extraordinary 
imbalance  occurs  between  supply  and  demand. 

It  took  more  then  4  years  to  have  legislation  passed  that  would 
a4just  the  oversupply  in  the  past.  We  believe  that  a  program  very 
similar  to  the  program  that  is  in  effect  now,  the  diversion  program, 
can  work  successfully  when  accompanied  by  this  new  formula,  and 
it  would  basically  cap  the  cost  to  the  Government  at  $800  million. 
It  would  provide  the  Government  with  a  limit  of  5  billion  pounds 
product  purchases  with  the  industry  picking  up  the  balance.  Mr. 
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Chairman,  I  would  hope  that  you  would  be  able  to  consider  this  as 
a  very  definite  proposal  for  solving  the  dairy  problems  in  1985. 
Senator  Cochran.  Thank  you  very  much.  Mr.  Curra. 

STATEMENT  OF  PETER  W.  CURRA,  PRESIDENT,  MAINE  FARM 
BUREAU  ASSOCIATION,  AUGUSTA,  ME,  REPRESENTING  AMERI- 
CAN FARM  BUREAU  FEDERATION 

Mr.  Curra.  Senator  Cochran  and  members  of  the  Senate  Agricul- 
ture Committee,  the  American  Farm  Bureau  Federation  is  the  Na- 
tion's l£u^est  general  farm  organization  with  a  membership  now 
exceeding  3  million  families  in  48  States  and  Puerto  Rico.^ 

Along  with  my  wife  and  three  children,  we  are  dairy  farmers 
from  central  Maine  in  the  town  of  Knox.  In  addition  to  that  I  serve 
as  president  of  the  Maine  Farm  Bureau.  I  am  on  the  board  of  direc- 
tors of  the  American  Farm  Bureau  Federation. 

We  appreciate  the  opportunity  to  appear  before  the  Senate  Agri- 
culture Committee  regarding  our  position  on  the  dairy  provisions 
of  the  1985  omnibus  farm  legislation  that  will  replace  the  Agricul- 
ture and  Food  Act  of  1981  when  it  expires  this  year. 

The  1985  farm  bill  is  a  priority  issue  for  the  Farm  Bureau.  Our 
farmer  and  rancher  members  produce  virtually  every  type  of  com- 
modity grown  on  a  commercial  basis  in  this  country,  those  directly 
affected  by  farm  programs  and  those  that  do  not  come  under  the 
authority  of  this  legislation. 

Farm  Bureau  dairy  producers  have  been  active  in  developing  our 
dairy  position  and  the  policies  adopted  at  our  66th  annual  meeting 
in  January  are  a  result  of  extensive  deliberation  at  the  county. 
State,  and  national  levels  of  our  organization. 

Our  policies  on  dairy  programs  are  not  decided  exclusively  by 
our  dairy  producers,  but  fit  a  broader  general  framework  on  farm 
programs.  The  dairy  industry  does  not  exist  in  a  vacuum,  and 
therefore  must  be  considered  within  the  context  of  its  interaction 
with  the  livestock  and  feed  sectors.  Our  policies  are  developed  with 
that  broad  viewpoint  as  a  major  consideration. 

Iteiry  producers  currently  face  uncertain  conditions  in  the  indus- 
try, and  the  dairy  diversion  program  and  market  conditions  have 
contributed  to  reduced  milk  production  from  last  year's  levels  and 
dairy  product  sales  are  up.  These  circumstances  are  a  welcome 
relief  to  dairy  producers,  indicating  that  supply  and  demand  may 
be  in  a  closer  balance  as  we  approach  the  1986  marketing  year. 

We  do  not  project,  however,  that  those  conditions  will  have  im- 
proved enough  to  avoid  the  two  support  price  reductions  on  March 
31  and  June  30, 1985,  as  authorized  under  current  law.  We  must  be 
cautious  in  our  outlook  for  the  dairy  industry.  Some  indicators  are 
not  consistent  with  a  completely  optimistic  outlook  for  milk  pro- 
ducers. Replacement  heifers  are  at  record  levels.  The  milk-feed 
price  ratio  is  more  favorable  than  it  was  a  year  ago.  Nearly  one- 
fifth  of  the  1984  production  decline  can  be  attributed  to  a  drop  in 
output  per  cow. 


^  See  p.  462  for  the  prepared  statement  of  Mr.  Curra. 
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These  conditions  suggest  that  the  production  capacity  of  the 
dairy  industry  could  easily  expand  under  market  conditions  to  pro- 
vide incentive  to  produce  more  milk. 

The  Farm  Bureau's  proposal  on  the  revision  of  the  dairy  pro- 
gram under  the  1985  farm  bill  would  adjust  the  support  price  ac- 
cording to  market  signals  derived  from  average  price  history  and 
levels  of  Government  purchases.  In  this  manner,  market  forces  pro- 
vide incentives  between  producers  and  consumers  while  Govern- 
ment programs  give  assistance  for  orderly  marketing  of  dairy  prod- 
ucts. 

We  believe  that  change  in  agricultural  policy  cannot  be  effective 
without  a  commitment  to  fiscal  responsibility  and  reduced  overall 
Federal  spending  that  will  promote  economic  growth  through  lower 
interest  rates,  more  favorable  exchange  rates,  and  increased  U.S. 
farm  exports. 

Since  this  committee  hearing  is  concerned  specifically  with  the 
dairy  element  of  our  legislative  proposal,  I  would  like  to  briefly 
present  to  you  the  dairy  proposal  that  we  will  promote  in  the  1985 
farm  bill.  We  recommend  that  the  dairy  purchase  program  be  con- 
tinued, but  we  believe  that  the  support  rate  should  be  set  at  90  per- 
cent of  the  average  of  the  previous  year's  all  milk  price.  The  price 
support  slK>uld  be  adjusted  effective  October  1  of  each  marketing 
year.  This  method  of  deriving  an  initial  support  rate  incorporates 
the  signals  that  are  necessary  to  make  the  program  more  respon- 
sive to  market  conditions. 

We  further  recommend  that  the  support  rate  be  a4justed  if  Gov- 
ernment purchases  are  not  in  accordemce  with  desired  levels.  We 
believe  that  the  support  price  i^ould  be  adjusted  according  to  the 
following  scale. 

You  luive  a  statement  from  the  American  Farm  Bureau  and  that 
scale  is  included  in  that  and  I  will  not  go  into  that  at  tliis  time  in 
the  essence  of  time. 

In  addition,  if  purchases  are  projected  to  exceed  7.99  billion 
pounds  during  the  marketing  year,  the  Secretary  would  be  given 
discretionary  authority  to  adjust  the  support  price  by  not  more 
than  3  percent  on  April  1  of  the  marketing  year  and  for  any  subse- 
quent 6  month  period  that  purchases  are  projected  to  exceed  that 
level.  The  combination  of  a  market  price  us^  to  set  the  support 
rate  and  a  scale  of  adjustments  to  that  support  price  will  provide 
dairy  producers  a  purchase  program  that  responds  to  market  sig- 
nals. 

The  additional  3-percent  adjustment  in  price  if  purchases  contin- 
ue to  exceed  8  billion  pounds  is  a  clear  signal  that  Government  will 
not  continue  to  offer  increased  incentives  when  market  signals  in- 
dicate that  production  should  decrease. 

This  program  would  not  require  adjustments  to  occur  in  an 
abrupt  or  (Usruptive  manner,  but  producers  would  know  that  pro- 
duction and  demand  must  be  brought  into  balance.  We  believe  that 
these  revisions  to  the  dairy  program  would  improve  its  operation 
for  the  benefit  of  producers  and  consumers  alike  while  reducing 
Federal  expenditures.  The  discretion  to  alter  the  program  accord- 
ing to  political  considerations  is  ku^ely  removed  and  replaced  by  a 
support  price  determined  by  indicators  of  market  conditions,  lliis 
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will  allow  the  program  to  flex  with  market  forces  over  time  but 
avoid  the  drastic  changes  that  can  be  disruptive  to  the  industry. 

The  Farm  Bureau  looks  forward  to  worMng  with  the  Senate  Ag- 
riculture Committee  in  the  months  ahead  to  develop  a  sound  1985 
farm  bill.  I  appreciate  this  opportunity  to  present  Farm  Bureau 
testimony  and  would  be  glad  to  respond  to  any  questions  you  may 
have. 

Senator  CkKSiRAN.  Thank  you  very  much,  Mr.  Curra,  for  the 
presentation  and  for  being  here  representing  the  Farm  Bureau 
Federation.  To  the  other  members  of  the  panel,  thank  you  for  your 
testimony. 

On  April  1,  with  this  diversion  program  expiring,  if  the  projec- 
tion is  tibat  there  will  be  6  billion  pounds  of  surplus  milk,  the  Sec- 
retary of  Agriculture  is  authorized  under  the  law  to  r^uce  the 
support  price  another  50  cents.  The  same  thing  can  occur  in  July  of 
this  year  if  the  projected  surplus  is  5  billion  pounds.  Do  you  have 
any  observations  to  make  about  the  discretionary  authority  that 
the  Secretary  has?  Is  it  assumed  by  the  farmers  you  represent  that 
these  reductions  in  the  support  price  will  be  made  by  the  Secre- 
tary, and  that  the  projections  will  be  sufficient  to  trigger  these  re- 
ductions? 

Mr.  Barker.  Mr.  Chairman,  we  project  the  first  one  will  be  close 
enough  so  that  the  Secretary  undoubtedly  will  project  more  than  6 
billion  pounds.  On  the  second  one  there  remains  some  question  by 
our  staff  that  the  forecast  will  be  above  5  billion. 

Senator  Cochran.  In  the  summer,  you  start  normally  building 
up  inventories  because  there  are  shortages  of  cream  and  other  fac- 
tors in  the  market.  I  have  heard  arguments  from  some  dairy  farm- 
ers and  even  some  processors  that,  if  the  Secretary  would  send  an 
early  signal  that  he  would  not  reduce  the  support  price  on  July  1, 
this  would  help  get  rid  of  a  lot  of  accimiulated  surplus  and  actually 
prevent  the  Government  from  ending  up  bu3ring  surplus  product 
during  that  period  of  time. 

Is  that  true?  If  so,  would  you  explain  that  to  the  committee. 

Mr.  Barker.  Mr.  Chairman,  we  feel  that — should  that  be  the 
case — ^that  those  fall  months,  the  late  summer  and  fall  turn  into 
shorter  production  areas,  and  there  would  be  a  hesitancy  on  the 
part  of  the  trade  to  accumulate  the  stock,  so  it  would  go  automati- 
cally to  the  Government  anticipating  that  reduction  in  price. 

In  fact,  it  would  be  a  supporting  factor  if  the  Secretary  used  his 
authority  and  did  not  reduce  it  come  July  1. 

Senator  Cochran.  Has  anybody  made  a  study  of  whether  or  not 
that  would  actually  save  the  Government  money  in  the  long  run  or 
cost  the  Government  more  if  he  did  not  reduce  that  price  on  July 
1?  Do  you  know  if  anybody  has  done  that? 

Mr.  Barker.  I  do  not  know.  I  do  not  think  we  have  numbers 
other  than  the  general  theory  that  would  indicate  trade  would 
probably  shift  to  holding  more  product  if  they  did  not  anticipate  a 
roduction  in  the  support  price. 

Senator  Cochran.  Under  the  proposal  that  you  make,  as  detailed 
by  Mr.  Kirkpatrick,  you  talk  about  capping  the  cost  to  the  Govern- 
ment at  $800  million  per  year.  How  many  dairy  farmers  would  be 
lost  if  that  program  were  approved  by  the  Congress  and  put  in 


Digitized  by 


Google 


138 

place?  Not  every  dairy  fanner  that  is  in  business  now  could  stay  in 
business  under  that  program,  could  they? 

Mr.  KiRKPATRiCK.  I  believe  that  you  could  maintain  dairy  farm- 
ers in  business  because  there  is  an  incentive  to  reduce  production 
rather  than  to  produce  it.  On  the  other  hand,  it  would  cause  some 
financial  stress  bringing  the  market  balancing  function  into  play. 

Senator  Cochran.  Mr.  Curra,  any  reaction? 

Mr.  Curra.  I  would  like  to  respond  to  the  first  question.  I  feel  a 
little  safer  with  that.  I  think  most  of  us  have  conditioned  ourselves 
to  the  decrease  on  April  1  where  our  feelings  are  tempered  a  bit 
because  the  diversion  pajrments  end  or  the  CCC  50  cent  assessment 
ends  at  that  time.  That  is  going  to  be  a  wash  for  quite  a  few  of  us. 

The  one  later,  I  guess  we  are  hoping  that  it  will  not  have  to 
happen,  but  we  are  thinking  that  it  may  on  July  1,  but  hoping  not. 

Senator  Cochran.  Can  dairy  farmers  stay  in  business  with  a  sup- 
port level  of  $11.60?  That  is  what  it  would  be  brought  down  to.  Are 
we  going  to  have  any  dairy  farmers  left  at  $11.60? 

Mr.  Curra.  We  are  a  hardy  bunch.  There  will  be  a  few,  I  guess. 

Senator  Cochran.  We  have  brought  the  support  level  down  from 
$13.10  when  the  program  started  to  $11.60.  That  is  a  fairlv  substan- 
tial drop,  is  it  not,  and  production  costs  have  not  come  down  com- 
mensurate with  that,  have  they? 

Mr.  Curra.  Some  production  costs  have  decreased. 

Senator  Cochran.  What  about  the  productivity  gains  that  could 
be  realized  with  new  technologies  that  are  being  discussed  now? 
Earlier  this  week  there  was  a  hearing  looking  into  the  products  of 
research.  They  were  talking  about  bovine  implants  and  other  tech- 
niques that  could  end  up  increasing  the  productivity  of  milk  cows 
by  40  percent  by  at  the  end  of  the  neirt;  decade;  in  15  years  we 
could  see  a  40-percent  increase  in  productivity.  What  impact  is  that 
going  to  have  on  the  industry? 

Mr.  Curra.  I  do  not  think  there  is  a  government  or  nongovern- 
mental program  anywhere  that  could  deal  with  that  kind  of  an  in- 
crease in  production.  That  is  not  going  to  happen  in  every  dairy 
operation  across  the  country,  obviously.  It  will  happen  in  some.  We 
are  going  to  have  to  have  a  lot  of  new,  imaginative  approaches  that 
parallel  some  of  the  new  technological  changes  that  are  coming. 

Senator  Cochran.  Senator  Melcher? 

Senator  Melcher.  I  have  no  questions. 

Senator  Cochran.  Senator  Heflin? 

Senator  Hefun.  Yesterday  I  brought  up  two  issues.  I  invite  the 
same  response  from  your  organizations  as  I  extended  to  one  oreani- 
zation  and  also  to  the  livestock  division  of  the  Americcm  Farm 
Bureau  Federation. 

One  deals  with  the  problem  of  how  do  we  increase  export  sales. 
We  have  got  to  increase  export  sales.  Your  area,  of  course,  is  one 
that  should  be  involved  in  this. 

The  other  addresses  the  proposed  tax  simpliHcation  bills  or  pro- 
posals, that  they  will  affect  farmers  in  different  ways.  There  are 
certain  types  of  treatment  given  to  farmers  under  present  tax  law, 
and  there  would  be  substantial  changes  under  these  proposals. 

I  made  a  speech  recently  and  had  my  staff  call  practically  all  of 
the  national  farm  organizations  and  none  of  them  had  bothered  to 
sit  down  and  study  what  these  proposals  would  do  to  the  average 
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farmer.  I  was  rather  shocked  at  that  lackadasical  attitude  on  the 
part  of  national  farm  organizations  relative  to  tax  simplification,  so 
I  want  to  invite  the  national  farm  organizations  to  submit  to  us  so 
we  will  know  the  impact  on  the  average  farmer. 

I  would  like  to  ask  this  group  about  the  diversion  program  imple- 
mented in  1983,  their  opinions  of  how  it  has  operated  and  their 
projection  for  the  future. 

Mr.  Barker.  Senator,  we  believe  a  type  of  extension  of  the  diver- 
sion program  with  a  new  recognition  of  cost  factors  would  ade- 
quately meet  the  needs  of  the  dairy  industry  and  stabilize  the  price 
to  consumers  and  also  would  be  less  of  a  shock  in  this  transition 
period.  It  would  place  a  cap  or  a  ceiling,  as  Mr.  Kirkpatrick  indi- 
cated, on  Government  expenditures,  and  yet  give  some  stability  to 
the  industry. 

So  with  some  discretion  given  to  the  Secretary  with  more  time 
involved  enlisting  in  the  program,  so  to  speak.  Congress  will  be 
able  to  anal3rze  the  program  better  and  we  would  avoid  some  of  the 
apparent  problems  where  there  was  oversubscription  in  some  areas 
in  the  country  to  the  previous  diversion.  We  believe  there  would  be 
a  wider  acceptance  to  the  levels  we  advocate.  I  am  not  sure  that  is 
directly  responsive  to  what  you  have  in  mind. 

Mr.  CuRRA.  The  diversion  program,  I  have  been  a  contributor  to 
the  diversion  program.  I  chose  not  to  decrease  my  production  be- 
cause we  have  been  on  a  quota  system  with  our  dairy.  Our  produc- 
tion had  not  increased  since  1973. 

As  a  result  of  that  we  have  made  a  contribution  as  a  result  of 
the  diversion  program.  If  there  is  to  be  a  new  diversion  program, 
the  important  part  is  how  would  that  be  funded?  Do  we  continue  to 
ask  dairy  producers  to  fund  a  program  to  reduce  production?  I  for 
one,  quite  honestly,  think  that  for  those  of  us  who  have  a  history  of 
not  increasing  production  for  the  last  5,  6,  or  7  years  ought  not  to 
have  to  fund  that  program.  I  am  not  sure  my  operation  can  fund  a 
dairy  diversion  program  much  longer. 

Had  I  increased,  I  would  have  perhaps  more  gladly  be  willing  to 
fund  that.  So  I  think  any  new  diversion  program  must  take  into 
consideration  those  individuals  who  increased  for  the  last  5,  6,  or  7 
years  and  perhaps  those  folks  need  to  pay  the  major  portion  of 
funding  the  diversion  program. 

Senator  Hefun.  My  people  in  Alabama,  although  a  deficiency 
State,  not  only  on  diversion,  but  any  type  of  an  assessment,  are 
called  upon  to  pay  for  a  program  in  which  they  do  not  need  to  par- 
ticipate. There  is  a  howl,  a  hue,  and  a  cry  among  Alabama  dairy 
farmers. 

Senator  Cochran.  Thank  you.  Senator.  Senator  Boschwitz. 

Senator  BoscHwrrz.  Mr.  Chairman,  I  note  that  we  have  15  addi- 
tional witnesses  and  I  would  like  to  hear  as  many  of  them  as  I  can. 
I  hope,  if  I  may  say  so  respectfully,  that  the  witnesses  will  almost 
limit  their  comments  to  what  the  1985  farm  bill  should  contain.  We 
have  had  a  veiy  interesting  background  on  dainr  and  dairy  produc- 
tion this  morning,  but  input  on  the  1985  farm  bill  is  really  what  I 
have  come  to  hear. 

I  have  to  review  your  program  of  the  National  Milk  Producers 
Federation.  Let  me  just  ask  an  offhanded  question.  I  hope  that  Pat 
Healy  has  had  a  hand  in  making  this  up.  I  know  he  is  no  longer 
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with  you,  but  he  is  a  cagey  old  dog,  and  he  certainly  knows  more 
about  the  subject  than  I,  and  I  have  a  great  respect  for  him. 

In  any  of  your  plans,  are  the  removals  by  the  (XC  at  a  price — at 
the  same  price,  at  market  price  or  at  a  lower  price? 

Mr.  Barker.  Market  price. 

Senator  Boschwitz.  I  think  one  of  the  real  deficiencies  of  the 
program  is  the  fact  that  there  is  no  incentive  really  to  promote  the 
dairy  as  long  as  Uncle  Sam  will  buy  everything  that  is  produced  at 
the  market  price.  As  a  result,  while  there  are  some  incentives — be- 
cause the  prices  could  go  up  and  down  slightly — I  think  the  incen- 
tives might  be  in  hand  today  if  the  removal  price  were  lower. 

But  we  are  indeed  interested  in  hearing  what  the  witnesses  feel 
should  be  in  the  1985  farm  bill.  Thank  you. 

Senator  Cochran.  Thank  you  very  much.  Senator.  Thank  you, 
panelists.  We  appreciate  your  being  here  and  helping  us  this  morn- 
ing. 

Our  next  panel  of  witnesses  includes  Buckey  Jones,  a  member  of 
the  board  of  directors  of  Dairymen,  Inc.,  from  Smithdale,  MS,  and 
Buddy  Buckner,  who  is  a  member  of  the  dairy  division  of  the  Ala- 
bama Farm  Bureau.  I  hope  you  will  come  forward.  We  have  copies 
of  your  statements,  which  will  be  a  part  of  the  record.  We  ask  you 
to  make  whatever  summary  comments  you  choose  to  make  in  pre- 
senting your  points  of  view  to  the  committee.  Welcome.  I  am  glad 
you  are  here,  particularly  Buckey  Jones,  who  is  my  constituent.  We 
have  had  hearings  before  where  Mr.  Jones  was  a  witness,  and  he 
always  does  an  outstanding  job.  Thank  you  for  being  here. 

STATEMENT  OF  BUCKEY  JONES,  MEMBER,  BOARD  OF 
DIRECTORS,  DAIRYMEN,  INC. 

Mr.  Jones.  Thank  you.  Senator,  for  allowing  me  to  be  a  part  of 
this  hearing. 

I  might  note.  Senator  Boschwitz,  that  as  slow  as  we  southerners 
talk  in  5  minutes  we  do  not  get  a  lot  of  facts  out  on  the  table. 
[Laughter.] 

Senator  Boschwitz.  Are  you  the  gentleman  from  Mississippi  or 
Alabama?  You  all  sound  the  same  to  me.  [Laughter.] 

Mr.  Jones.  I  am  from  Mississippi.  I  am  Buckey  Jones,  dairy 
farmer  from  Smithdale,  MI.  I  am  a  member  of  the  corporate  board 
of  Dairymen,  Inc.  We  are  also  members  of  National  Milk.  Our  co- 
operative covers  some  15  Southeastern  States  and  we  represent 
some  7,000  dairy  farmer  members.^ 

A  little  background:  Senator  Cochran  and  I  were  here  some  2 
years  ago  and  I  was  voicing  my  opinion  of  some  of  the  things  we 
were  about  to  do,  such  as  the  diversion  program,  such  as  assess- 
ment. Our  position  has  not  changed  a  lot  since  that  time.  We  were 
opposed  to  the  assessment.  We  were  opposed  to  the  diversion  pro- 
gram, and  we  still  feel  that  is  very  detrimental  to  our  area  as  well 
as  detrimental  to  the  entire  dairy  industry.  We  also  oppose  quotas 
and  base  plans  as  such. 

To  give  me  some  idea  that  my  fears  some  2  years  ago  were  un- 
founded, that  we  did  have  legitimate  complaints  and  that  we  did 


'  See  p.  463  for  the  prepared  statement  of  Mr.  Jones. 
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have  maybe  a  little  insight  into  what  was  to  happen  down  the 
road.  My  testimony  then  indicated  that  the  Deep  South  would  in 
fact  participate  rather  heavily  in  the  diversion  program  because  of 
economics  more  than  anything  else. 

Even  though  we  did  have  deficit  areas,  as  Senator  Heflin  has 
pointed  out,  we  did  impact  and  we  have  exhibits  here  to  show  us 
that.  My  home  State  of  Mississippi  participated  in  the  diversion 
program  to  the  extent  of  some  10  percent  of  the  product,  and  yet 
we  are  a  deficit  State  and  it  caused  some  tremendous  gyrations  in 
the  market. 

I  have  three  objectives  I  would  like  to  touch  on.  First  is  to  com- 
municate the  facts  and  we  have  documents  here,  and  exhibits,  that 
will  show  that  the  dairy  diversion  program  has  in  fact  caused  tre- 
mendous problems  in  the  South. 

Second,  I  wish  to  relate  to  you  the  unique  nature  of  the  South- 
eastern dainr  industry,  and  we  do  have  some  unique  qualities. 

And,  finally,  our  concerns  and  recommendations  for  the  dairy 
program  which  we  believe  recognizes  the  national  surplus  problem 
while  treating  all  milk  producers  faitly  and  equitably. 

I  wish  to  present  several  exhibits  which  I  believe  illustrate  the 
facts  regarding  milk  production  in  the  Southeast,  and  exhibit  2  de- 
tails the  milk  diversion  program  participation  in  the  Southeast,  as 
I  pointed  out  previously.  We  did  have  almost,  to  just  summarize  for 
the  second  time,  we  did  have  twice  as  much  participation  in  the 
Southeast  as  the  rest  of  the  Nation. 

It  appears  that  those  who  clamored  most  for  the  diversion  pro- 
gram participated  the  least,  and  those  of  us  who  opposed  it  and  it 
is  pure  economics  that  is  the  reason  for  it.  The  bottom  line,  Mr. 
Chairman,  the  Southeast  participated  to  the  tune  of  9  percent 
where  other  areas  participated  only  5.5  percent.  And  we  feel  that 
these  inequities  in  the  program  have  been  deterimental  and  we 
should  improve  this. 

Our  next  would  be  exhibit  3,  entitled  "U.S.  Milk  Production," 
and  it  compares  figures  of  1983  and  1984  and  those  available  for 
1985.  And  all  these  figures  indicate  that  production  is  down  tre- 
mendously in  the  South  where  consumption  is  up.  In  other  words, 
on  the  average,  we  still  have  a  national  dairy  surplus  situation,  but 
in  the  South  we  have  a  tremendous  shortage,  especially  at  different 
times  of  the  year  in  milk  production. 

If  we  treat  the  whole  country  on  the  average,  sure,  we  have  a 
surplus  problem,  but  in  the  South,  in  my  area  we  have  a  tremen- 
dous problem  just  meeting  the  needs  of  our  people. 

Exhibits  5  and  6,  Southeastern  Federal  milk  order  and  percent 
class  I  utilization  of  producer  milk  pool  in  12  Southeastern  orders 
shows  a  major  drop  in  production  pool  with  increasing  class  I  sales. 
For  instance  in  Federal  Order  1094,  which  encompasses  Mississippi 
and  the  pastures  of  Louisiana,  Federal  Order  94  was  a  very  loosely 
written  Federal  order  and  it  has  always  been  a  dumping  ground  for 
any  surplus  milk  throughout  the  Southeast.  Federal  Order  94,  in 
January  had  a  94  percent  class  I  utilization,  which  is  totally  un- 
heard of  and  you  just  cannot  live  with  a  class  I  utilization  like 
that. 

Not  only  do  you  cause  many  problems  within  your  cooperatives; 
you  cause  problems  for  your  consimiers.  For  instance,  at  a  dairy  in 


Digitized  by 


Google 


142 

Hattiesburg,  MI  the  manager  told  me  he  pays  higher  than  $19.90 
for  milk  brought  out  of  the  Midwest.  Why  did  he  have  to  pay  this 
much?  Well,  he  paid  the  class  I  price  up  there  plus  $2.50  give  up 
charge  plus  the  freight.  Therefore,  there  is  an  increase  in  the  cost 
of  milk  for  our  consumers  in  the  South  even  much  more  than  what 
it  normally  would  have  been  if  we  had  encouraged  our  producers  to 
produce  it  locally. 

We  think  these  figures  show  that  we  do  have  some  problems 
there,  and  it  shows  that  we  do  have  some  decreases  in  production 
patterns  that  we  must  address.  The  effect  of  continuing  oecrease  in 
production  and  continuing  increases  in  milk  going  class  I  has 
caused  some  tremendous  dislocations,  and  we  have  charts  here  to 
prove  and  show  that  milk  receipts  and  milk  pools  within  orders 
and  milk  coming  not  only  from  one  order  or  another  in  the  South- 
east but  out  of  the  area  has  increased  to  the  point  where  in  No- 
vember 1984  it  was  353  increased  milk  movement  within  Federal 
orders  from  the  previous  year. 

Some  of  us  have  bragged  to  the  point  that  the  milk  diversion  pro- 
gram is  having  a  great  success  due  to  the  redu^d  Government 
costs.  The  facts  and  figures  I  have  testified  to  todjB^  only  strength- 
en the  argument  I  presented  to  you  2  years  ago.  Tiie  program  has 
cut  production.  Those  figures  are  readily  available.  But  it  has  cut  it 
in  the  wrong  place.  We  did  not  need  to  cut  production  in  high  class 
I  utilization  markets  where  most  of  all  our  milk  was  going  to  the 
fluid  milk  market  and  very,  very  little  going  to  the  Government 
program. 

This  deficit  position  has  certainly  increased  over  the  years  of  the 
diversion  program  and  probably  will  reinforce  inequities  in  such 
plans  in  the  future. 

As  I  S€dd,  on  the  average  you  could  relate  the  milk  problem  to 
the  man  who  is  standing  with  one  foot  in  a  bed  of  coals  and  the 
other  on  a  block  of  ice;  on  the  average,  he  was  very  comfortable. 
[Laughter.] 

When  you  get  down  to  it,  the  problem  involving  milk  movement 
to  that  extent  certainly  produced  some  very  uncomfortable  feelings 
as  the  man  I  related  to. 

To  go  a  little  further,  I  would  like  to  address  our  current  Federal 
milk  order  program.  The  position  that  the  Federal  order  system 
was  designed  to  obtain  a  supply  of  milk  for  fluid  use  is  clearly 
stated  by  the  Agricultural  Marketing  Service,  in  the  U.S.  Depart- 
ment of  Agriculture  brochure,  ''Questions  and  Answers  on  Feaeral 
Milk  Marketing  Orders."  The  1976  version  clearly  states,  "Federal 
orders  are  primarily  instruments  for  stabilizing  market  conditions 
for  fluid  milk,  and  for  this  reason  thev  applv  to  milk  which  is  pro- 
duced under  s€mitary  inspection  for  sale  in  fluid  form.'' 

Thus,  an  adequate  supply  for  fluid  milk  is  clearly  the  objective  of 
the  Federal  order  system. 

The  Agricultural  Adjustment  Act  of  1949,  which  set  in  place  the 
price  support  program,  was  designed  to  maintain  an  adequate 
supply  of  milk  to  meet  current  needs  and  future  needs.  Clearly  the 
system  that  is  allowed  the  extrome  shortages  that  we  have  experi- 
enced in  the  southeast  and  possible  other  areas  shows  that  the  pro- 
gram has  not  worked  to  the  point  that  it  should  have,  and  maylxs  it 
needs  to  show  some  moro  flexibility.  It  only  recognizes  that  we 
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have  a  national  surplus  and  does  not  recognize  that  you  do  have 
some  inequities  within  the  program. 

Milk  for  fluid  use  is  primarily  what  we  produce  for  in  the  South- 
east and  that  is  primarily  what  the  Federal  order  system  is  de- 
signed to  do.  We  believe  that  properly  used  these  two  programs, 
the  Federal  order  system  plus  the  price  support  system  can  and 
will  work.  We  think  it  is  the  most  simple  way  to  do  it,  and  we 
think  it  will  work  if  we  just  can  get  our  people  within  the  system 
to  address  the  problems  that  we  have  to  really  communicate  with 
one  another  that  the  differentials  that  we  have  are  not  adequate 
and  must  be  changed. 

I  think  in  the  long  run  if  we  fail  to  address  the  fact  that  there 
are  differences  within  regions,  the  long-term  problems  will  only 
become  more  acute. 

On  a  temporary  basis  the  Agriculture  Marketing  Service  did 
grant  a  20  cent  increase  in  class  I  differentials  in  the  South,  which 
ended  in  February,  and  I  would  like  to  say  that  this  20  cent  in- 
crease in  differential  certainly  helped  in  oroer  to  move  some  of  the 
milk  that  had  to  be  moved  in  order  that  the  customers  could  be 
supplied. 

Another  problem  is  the  class  I  prices  should  not  move  from 
month  to  month  on  the  basis  of  changes  in  price  and  what  happens 
in  Minnesota  and  Wisconsin. 

We  believe  we  have  two  good  programs  that  when  properly  oper- 
ated and  coordinated  can  effectively  meet  the  needs  of  the  indus- 
try. The  price  support  program  can  be  used  to  provide  a  basic 
safety  net  for  all  milk.  The  Federal  order  program  can  be  used  to 
deal  with  regional  and  local  differences  so  that  milk  is  priced  to 
attract  an  adequate  supply  for  fluid  use.  The  programs  only  need 
to  be  so  administered. 

Finally,  I  would  like  to  briefly  outline  the  Dairymen's  position  on 
price  supports  in  the  1985  farm  bill.  The  Milk  Support  Price  Pro- 
gram worked  well  in  the  early  years  and  most  of  all  of  us  have  at- 
tested to  that  fact  before. 

Things  began  to  get  out  of  kilter  in  1980.  The  support  program 
has  become  a  market  rather  than  a  support  in  many  areas,  and  we 
think  this  is  wrong  and  we  think  we  need  to  address  that  situation. 

The  current  farm  bill  will  expire  in  1985  and  many  concepts  for 
a  new  support  program  are  being  offered.  Our  concept  of  future 
milk  price  supports  was  approved  by  the  Dairymen  board  of  direc- 
tors in  March  1984,  and  this  program  is: 

One,  the  basic  support  price  mover  should  be  dairy  specific,  and 
this  has  been  mentioned  in  the  National  Milk  Federations  Pro- 
gram. The  program  needs  a  price  mover  that  relates  more  specifi- 
cally to  the  conditions  related  to  produce  milk. 

Two,  the  program  should  be  market  oriented  with  a  safety  net 
and  should  include  a  trigger  mechanism  based  on  Government  pur- 
chases. 

Three,  the  price  support  should  recognize  changes  in  productivity 
which  could  be  measured  by  proxy  such  as  production  per  cow. 

As  was  mentioned  earlier.  Dr.  Harold  Harris  of  Princeton  Uni- 
versity testified  just  a  few  days  ago  that  new  technology  would 
show  some  tremendous  advances  in  production  per  cow  and  thus 
possibly  lower  the  cost  of  production.  All  of  these  things  need  to  be 
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addressed  and  need  to  be  pulled  into  the  system  that  will  measure 
differences  in  cost  of  production. 

Four,  the  price  support  should  use  only  price  to  control  supply 
with  no  national  quotigis,  diversion  pavmentis,  and  no  assessments. 

As  I  stated,  2  years  ago  if  $10  pays  for  a  diversion  program,  then 
I  would  certainly  jump  on  it,  and  I  did  because  when  you  get  $13.5 
milk  and  you  get  $10  for  not  producing  it,  it  is  certainly  an  eco- 
nomic advantage  to  you  to  participate  even  though  it  is  to  the  det- 
riment of  the  entire  industry  in  your  area. 

Five,  the  price  support  program  should  allow  some  discretion  on 
the  part  of  the  Secretary  of  Agriculture.  We  believe  that  you 
should  have  some  form  of  import  controls  where  the  United  States 
would  not  become  the  price  supporter  and  dumping  grounds  for  the 
dairy  production  of  the  entire  world.  We  believe  that  this  should  be 
a  focal  point  and  should  be  administered  on  a  day-to-day  basis. 

One  nnal  point,  dairying  is  an  integral  part  of  the  total  U.S.  ag- 
ricultural industry.  I  might  say  that  the  agricultural  industry  is 
still  the  most — the  largest  industry  within  the  United  States.  It 
employs  some  23  million  people  indirectly.  It  accounts  for  some  22 
percent  of  the  gross  national  product.  We  are  a  tremendous  indus- 
try and  our  whole  industry  is  in  economic  depression,  and  I  think 
we  should  in  fact  look  at  that  as  a  whole  rather  than  just  in  one 
small  segment  of  our  total  industry. 

I  might  also  say  that  we  strongly  support  the  implementation  of 
the  section  416  program  in  wheat  and  dairy  products  and  we 
strongly  believe  that  this  is  one  thing  we  can  do  to  show  the  world 
that  we  do  care. 

We  also  believe  that  we  can  expand  programs  for  what  we  call 
our  semipermanent  fresh  milk  to  areas  where  it  can  and  will  use  it 
to  the  best  of  their  ability  to  improve  the  nutritional  values  of 
their  people's  diet. 

You  know,  all  of  us  have  been  exposed  and  subjected  to  the  hor- 
rors of  the  African  situation  where  starvation  ana  hunger  is  an  ev- 
eryday thing.  Somewhere  in  our  wisdom,  sir,  with  the  situation  and 
the  excess  capacity  that  we  have  in  the  United  States,  somewhere 
in  our  wisdom  there  is  a  common  ground  whereby  we  can  alleviate 
some  of  these  problems  worldwide. 

I  recognize  fully  that  a  need  and  a  market  are  two  different 
things.  But  somewhere  in  our  wisdom  there  is  a  common  ground 
where  we  can  and  will  look  to  these  countries  that  we  can  be  our 
brother's  keeper,  so  to  speak,  because  I  believe  and  I  know  that  my 
cooperative  believes  that  somewhere  that  all  of  this  in  the  end  that 
we  must  be  citizens  of  the  world  rather  than  just  citizens  of  our 
small  and  segmented  industry. 

If  agricultural  exports  cannot  be  expanded  to  the  point  that 
farming  shares  in  the  prosperitv  of  this  country,  and  I  think  it 
must,  then  we  need  to  look  hard  and  seriously  to  a  program  that 
will  adjust  farm  output  to  our  domestic  markets.  Otherwise,  a  de- 
pressed agriculture  will  lead  this  country  into  more  serious  eco- 
nomic problems  than  we  experience  today. 

I  still  believe  that  if  the  United  States  as  a  whole  is  to  be  eco- 
nomically sound  and  to  have  a  good,  strong  gross  national  product 
and  a  growing  economy  that  agriculture  must  share  in  that  expan- 
sion. 
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At  this  point  in  time  we  certainly  are  not  sharing  in  that  expan- 
sion. Just  10  years  ago,  if  I  might  refresh  the  memories  of  those 
who  may  have  forgot,  just  10  years  ago  we  in  agriculture  were 
being  patted  on  the  back  and  lauded  to  the  high  heavens  for  our 
contribution  to  the  trade  deficit  because  agriculture  almost  offset 
the  entire  problem  that  we  had  with  imported  oil. 

So  because  of  the  strong  dollar,  because  of  deficits,  because  of 
higher  interest  rates  today  agriculture  is  on  the  ropes.  Your  com- 
mittee, sir,  can  help  us  negate  some  of  those  problems.  I  thank  you 
for  your  allowing  me  to  be  part  of  this  hearing. 

Senator  Cochran.  Thank  you,  Mr.  Jones.  Mr.  Buddy  Buckner. 

STATEMENT  OF  E.L.  BUCKNER,  MEMfiER,  DAIRY  DIVISION, 
ALABAMA  FARM  BUREAU  FEDERATION 

Mr.  Buckner.  Thank  you,  Mr.  Chairman.  I  am  glad  to  be  here 
today.  I  am  Buddy  Buckner.  I  represent  the  dairy  division  of  the 
Alabama  Farm  Bureau  Federation.  Since  1952  I  have  owned  and 
operated  a  dairy  farm  near  Oneonta,  AL. 

I  have  been  active  in  dairy  farm  organizations  in  Alabama  and 
the  Southeast  for  many  vears.  I  have  served  in  many  capacities  of 
the  dairy  cooperative  including  director  and  president. 

Mr.  Chairman,  although  the  dairy  industry  continues  to  have  its 
problems,  the  price  support  and  the  Federal  milk  order  regulatory 
programs  are  good  and  need  to  be  retained. 

However,  improvement  needs  to  be  made  in  these  programs  to 
help  solve  national  and  regional  dairy  problems.  These  needed  pro- 
grams are  two  points  that  I  am  going  to  outline:  One,  permit  the 
support  price  to  be  adjusted  based  on  a  supply  and  demand  adjust- 
er; two,  by  mandate  of  law  recognize  regionsd  supply  and  demand 
differences  and  permit  the  Federal  milk  order  system  to  operate  to 
reflect  the  regional  differences. 

I  have  a  lengthy  statement  and  I  am  just  going  to  skip  through 
and  just  hit  some  of  the  high  spots  and  save  some  time.^ 

Senator  Cochran.  Thank  you  very  much. 

Mr.  Buckner.  I  believe  the  main  reason  for  the  overproduction 
in  the  United  States  today  and  for  the  past  several  years  is  support 
prices  have  been  set  at  higher  levels  for  too  long  a  time  to  stimu- 
late overproduction  of  milk  for  manufacturing  use. 

Support  prices  should  be  adjusted  based  on  a  trigger  mechanism. 
Price  signals  in  the  marketplace  should  come  from  the  commercial 
marketplace. 

I  will  go  to  the  No.  2  point:  Regional  differences  in  the  economic 
factors  affecting  milk  supplies  and  milk  demand  are  significant 
and  should  be  recognized  in  the  Federal  milk  order  program.  The 
recent  market  situation  that  has  developed  in  the  Southeast  mar- 
kets is  an  excellent  example  of  regional  differences  that  need  to  be 
resolved  for  the  benefit  of  milk  producer  cooperatives  and  the  con- 
suming public. 

In  administering  Federal  milk  orders  the  Secretary  of  Agricul- 
ture is  responsible  by  law  to  consider  economic  conditions  which 
affect  supply  and  demand  for  milk,  flx  prices  as  he  finds  will  re- 


>  See  p.  469  for  the  prepared  statement  of  Mr.  Buckner. 
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that  was  bought  in  one  of  the  distant  markets.  And  our  class  I 
price  at  that  time  was  $15.47.  So  that  was  $3.77  more  or  33  cents  a 
gallon  more  than  we  were  receiving  in  Alabama. 

Senator  Cochran.  Senator  Leahy. 

Senator  Leahy.  Mr.  Chairman,  I  would  say  that  I  am  glad  to  see 
Mr.  Jones  here  again.  He  has  testified  before.  I  have  been  down  in 
Mississippi  with  him,  and  I  might  say,  Mr.  Jones,  you  are  very  for- 
tunate to  have  Senator  Cochran. 

Mr.  Jones.  We  think  so,  too,  and  we  showed  it  in  the  last  elec- 
tion. 

Senator  Leahy.  I  know  you  did.  [Laughter.] 

That  is  the  best  way  to  show  it.  But  I  might  say  coming  from  the 
other  side  of  the  aisle,  you  are  lucky  to  have  him  watching  out  for 
you  up  here. 

Senator  Cochran.  Thank  you.  Senator.  Senator  McConnell. 

Senator  Leahy.  I  might  say  the  same  thing  about  Senator  Heflin. 
Mr.  Buckner,  I  want  you  to  know,  when  the  Judge  comes  in  here 
he  keeps  us  in  line. 

Mr.  Buckner.  Well,  he  got  a  pretty  good  vote  last  time,  too. 

Senator  Leahy.  I  know. 

Senator  Cochran.  Senator  McConnell  has  joined  us.  We  recog- 
nize him. 

Senator  McConnell.  Thank  you,  Mr.  Chairman.  My  State  of 
Kentucky  is  also,  as  you  all  know,  a  milk  deficit  State  and  Ken- 
tucky has  the  largest  number  of  participants  in  the  Dairy  Diver- 
sion Program  of  any  State  in  the  Dairymen,  Inc.  milk  marketing 
area.  I  am  just  wondering  from  either  of  you  gentlemen  why  you 
think  farmers  in  our  region  are  more  anxious  to  participate  in  the 
Diversion  Program  than  farmers  anywhere  else  in  the  country. 

Mr.  Buckner.  Well,  there  are  several  reasons,  I  think,  but  one  of 
them  was  economics.  I  think  with  the  cost  of  production — ^we  have 
a  little  higher  cost  of  production  in  the  Southeast  than  they  do  in 
most  other  places  in  the  United  States.  I  think  we  were  more  ready 
for  a  diversion  program.  That  is  the  reason  we  had  a  bigger  signup 
in  the  Southeast  than  anywhere  else.  That  does  not  necessarily 
mean  we  got  rid  of  more  milk;  we  had  a  higher  percentage  of  farm- 
ers that  signed  up. 

Mr.  Jones.  I  really  think  there  are  two  things  that  contribute 
more  than  anything  else.  One  of  the  things,  producers  in  the 
South,  farmers  in  the  South  have  been  accustomed  to  cotton  pro- 
grams for  40  years.  They  have  worked  with  the  ASC  office  for 
years.  We  are  familiar  with  them.  We  have  not  shared  the  fear  of 
the  ASC  programs  as  many  people  did  in  other  areas  because  they 
were  not  familiar  with  them  as  we  were.  The  second  thing  is  the 
USDA  puts  out  costs  of  production  figures  which  would  show  Flori- 
da to  be  the  highest  cost  of  production  area  in  the  United  States, 
and  my  area  of  south  Mississippi,  south  Louisiana  is  second.  Cost  of 
production  certainly  entered  into  it  more  than  anything  else,  in  my 
opinion. 

Senator  Cochran.  Senator  Boschwitz. 

Senator  BoscHwrrz.  No  questions,  Mr.  Chairman. 

Senator  Cochran.  Thank  you  very  much.  We  appreciate  your 
being  a  part  of  the  hearing.  You  have  done  an  excellent  job.  Thank 
you  for  coming. 
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Our  next  panel  includes  Linwood  Tipton,  who  is  executive  vice 
president  of  the  Milk  Industry  Foundation  and  International  Asso- 
ciation of  Ice  Cream  Manufacturers  here  in  Washington.  He  is  ac- 
companied by  Howard  M.  Dean,  president  of  Dean  Foods  Co.  of 
Franklin  Park,  IL;  Siert  F.  Riepma,  president  of  the  National  Asso- 
ciation of  Margarine  Manufacturers  from  Washington;  and  Ellen 
Haas,  who  is  executive  director  of  Public  Voice  here  in  Washing- 
ton, DC. 

We  welcome  each  of  you  to  the  hearing.  We  appreciate  your 
being  here.  Mr.  Tipton,  you  may  proceed. 

Mr.  Tipton.  Thcuik  you  very  much,  Mr.  Chairman.  If  it  is  €igree- 
able  with  you,  I  would  like  for  Mr.  Howard  Dean,  the  president  of 
Dean  Foods  Co.  in  Chicago  to  make  his  statement  first. 

Senator  Cochran.  That  will  be  fine.  Mr.  Dean,  you  may  proceed. 

STATEMENT  OF  HOWARD  M.  DEAN,  PRESIDENT,  DEAN  FOODS 
CO.,  FRANKLIN  PARK,  IL 

Mr.  Dean.  Thank  you.  Senator.  I  am  Howard  Dean.^  I  am  presi- 
dent of  Dean  Foods  Co.  in  Franklin  Park,  IL.  We  process  food  milk 
products.  We  make  ice  cream  products  and  a  number  of  other  prod- 
ucts. But  of  our  $923  million  in  sales  last  year  75  percent  were 
fluid  milk  products.  So  we  have  a  good  representation  in  15  differ- 
ent States  where  we  have  manufacturing  facilities.  We  employ 
about  4,500  people  in  those  15  States.  We  supply  most  of  our  dairy 
products  on  a  nationwide  basis  all  the  way  from  Florida  to  New 
Mexico  and  up  into  the  northeast  both  in  our  brand  and  unbranded 
products. 

In  addition  to  being  involved  in  Dean  Foods  Co.,  I  am  also  associ- 
ated with  Mr.  Tipton  in  the  Milk  Industry  Foundation.  I  am  chair- 
man of  a  dairy  policy  committee  that  is  attempting  to  put  together 
some  guidelines  that  we  would  like  to  see  in  the  1985  farm  bill. 
There  are  currently  40  companies  that  are  involved  in  this  commit- 
tee, which  represent  companies  like  ourselves,  who  are  fairly  large 
in  the  manufacturing  business,  all  the  way  down  to  the  small  inde- 
pendent producer  and  it  also  includes  many  of  the  chain  stores 
that  have  their  own  dairy  operations  throughout  the  United  States. 

Our  dairy  policy  committee  has  formulated  some  guidelines  and 
objectives  that  we  think  should  be  included  in  the  1985  farm  bill. 
We  seek  a  dairy  program  that  discourages  a  buildup  of  Govern- 
ment stocks,  one  that  prevents  Government  giveaways  from  inter- 
fering with  commercial  sales,  and  one  that  does  not  distort  the 
market  with  diversion  programs,  production  quotas,  or  other  simi- 
lar control  programs. 

After  I  make  a  few  more  comments,  Mr.  Tipton  will  elaborate  on 
some  of  these. 

We  at  Dean  Foods  are  very  interested  in  the  legislation  that  is 
involved  in  the  1985  farm  bill.  MonetarUy  for  every  10-cent  in- 
crease in  the  hundredweight  of  milk,  it  affects  us  $3.2  million.  So 
we  do  use  a  lot  of  raw  milk  and  it  is  all  processed  into  finished 
products.  We  sell  nothing  to  the  Government.  We  do  not  sell  any 
Government  surplus  products. 


'  See  p.  471  for  the  prepared  statement  of  Mr.  Dean. 
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We  manufacture  a  full  line  of  fresh  products  including  homog- 
enized milk,  low  fat  milk,  skim  milk,  the  butterfats,  cottage  cheese, 
yogurts,  everjrthing  that  you  would  find  in  a  chain  store  in  the 
dairy  case. 

We  also  package  ice  cream  not  only  for  our  own  use  but  for 
people  such  as  Baskin  Bobbins.  The  main  ingredient  of  raw  milk  is 
75  percent  of  our  sales.  Some  people  over  the  years  have  questioned 
the  reductions  in  the  Price  Support  Program,  if  they  are  passed  on 
to  the  consumer,  and  I  would  have  to  say  today  that,  yes,  they  are 
passed  on.  It  might  take  awhile  to  get  to  the  consumer,  but  there 
are  many  other  costs  that  offset  some  of  the  reductions  that  we  try 
to  pass  on. 

To  be  a  survivor  as  a  processor  in  the  dairy  business  you  have  to 
be  a  low-cost  producer  in  the  market.  I  think  anybody  else  that  is 
in  the  processing  business  like  ourselves  realize  that  you  have  to  be 
a  low-cost  producer  or  you  are  not  going  to  survive.  It  is  too  com- 
petitive. 

We  have  been  willing  in  our  company  to  reinvest  substantial 
funds  over  the  years  back  into  our  plants  and  we  think  we  have  as 
efficient  plants  as  anybody  else  in  the  industry.  This  is  probably 
one  of  the  reasons  we  have  been  able  to  survive  where  over  the 
years  many  other  dairy  companies  and  processors  get  out  of  the 
business. 

The  problem  as  we  see  it  is  you  always  cannot  see  the  reduction 
in  the  raw  milk  price  as  passed  on  to  the  consumer.  Right  now 
about  55  percent  of  the  total  cost  that  the  consumer  pays  for  milk 
in  the  store  is  raw  milk.  There  is  another  45  percent  of  that  cost 
that  is  involved  in  items  such  as  processing,  packaging,  transporta- 
tion, advertising,  the  retailing  costs,  and  the  margins  both  from 
our  end  and  from  the  retailing  end  of  the  business. 

So  there  are  a  lot  of  other  factors  involved,  and  so  when  prices 
are  either  increased  or  decreased,  you  do  not  see  the  end  result  at 
the  consumer  level  because  of  all  tnese  other  factors  and  costs  that 
have  to  be  taken  into  consideration. 

Last  year  a  3.5  million  pound  increase  in  commercial  dairy  prod- 
uct sales  is  evidence  that  the  lower  support  price  means  increased 
sales.  Commercial  dairy  products  increased  by  approximately  3  per- 
cent in  the  last  marketing  year  compared  to  a  year  earlier. 

That  increase  is  a  direct  result  of  the  reduced  and  steble  raw 
milk  prices  that  we  have  had  over  the  last  2y2  years. 

With  no  increase  in  the  milk  support  price  in  the  past  3  years 
the  market  has  responded  in  a  way  that  should  continue  to  in- 
crease our  sales.  It  is  significant  to  note  that  the  retail  price  index 
for  dairy  products  over  the  last  3  years  only  increased  by  ll6  per- 
cent since  1981.  In  the  prior  5  years  it  increased  8.3  percent  when 
we  had  those  price  increases  in  the  support  price  going  up  two 
times  a  year  for  a  number  of  years  there.  It  is  obvious  that  the  con- 
sumers want  a  lower  price,  and  when  there  is  a  lower  price  con- 
sumers are  going  to  increase  their  consumption.  We  have  seen  it 
this  year;  in  fact,  this  year  is  the  first  year  in  the  last  5  years 
where  there  has  been  an  increase  in  the  consumption  of  dairy  prod- 
ucts at  the  retail  level. 

The  benefits  of  a  stable  or  reduced  Price  Support  Program 
cannot  be  passed  on  to  consumers  when  programs  like  the  Milk  Di- 
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version  Program  are  in  place.  Last  year — and  I  am  kind  of  picking 
up  on  the  testimony  that  was  given  by  Mr.  Jones  and  Mr.  Buckner 
just  prior  to  myself— you  saw  there  was  an  increase  in  butter 
prices  last  year;  there  was  an  increase  in  cheese  prices  although 
there  was  a  Diversion  Program.  These  increases  were  attributed  to 
the  Paid  Diversion  Program  which  caused  a  tremendous  misalloca- 
tion  of  milk  within  the  United  States. 

In  a  situation  where  we  are  involved,  we  have  dairies  in  Florida, 
in  Louisville,  and  also  up  in  the  Midwest;  and  we  saw  when  the 
South  and  the  East  was  short  of  milk,  which  they  were,  it  was  a 
terrible  situation.  The  dairies  in  the  Southeast,  including  ourselves 
in  Florida,  had  to  come  up  into  the  Midwest  and  buy  raw  milk. 

At  that  time  when  we  came  up  to  the  Midwest  from  Florida  to 
buy  milk  through  our  co-ops  we  had  to  pay  a  higher  price,  thereby 
driving  the  price  up  in  the  Midwest.  As  we  did  in  the  Midwest  for 
Chicago  and  Indiana,  and  Michigan  markets,  we  had  to  pay  a 
higher  price  at  that  time  because  we  were  competing  with  the 
southern  co-ops  who  were  coming  up  to  buy  milk.  So  we  ended  up 
pa3dng  higher  prices  in  the  Midwest  to  get  the  milk  that  we  nor- 
mally would  have  paid  a  lower  price. 

The  sad  irony  of  this  is  that  while  we  were  having  difficulty  find- 
ing milk  for  bottling  purposes,  the  butter,  powder,  and  cheese 
plants  in  the  Midwest  were  still  selling  surplus  products  to  the 
(Government  at  that  time. 

In  August  1984  the  CCC  purchased  1.6  billion  pounds  of  butter,  a 
little  over  26  million  pounds  of  cheese,  and  a  little  over  52  million 
pounds  of  nonfat  dry  milk  at  the  same  time  as  we  were  paying 
higher  premiums  to  get  fluid  milk. 

The  Milk  Diversion  Program  did  not  significantly  reduce  milk 
production.  It  simply  misallocated  supplies  by  forcing  farmers  to 
dump  their  milk  or  feed  it  to  animals  to  qualify  for  the  Diversion 
Payment  Program.  Therefore,  in  1984  there  was  about  4.2  billion 
pounds  of  milk  fed  on  the  farms  to  cattle  or  dumped  on  the  farms 
compared  to  2.4  the  previous  year;  1.8  billion  pounds  of  milk  more 
was  dumped  at  the  farm  level  than  had  been  done  in  the  past. 

Farmers  did  not  significantly  reduce  production.  They  simply 
kept  it  off  the  market  to  qualify  for  the  Diversion  Program. 

I  would  like  to  finish  my  comments  by  saying  that  we  got  into 
the  Surplus  Program  by  putting  too  high  a  price  on  the  support 
levels  and  we  feel  the  only  way  to  get  out  of  it  is  to  reduce  those 
prices  where  production  will  more  nearly  equal  demand.  Let  us  not 
complicate  things  by  imposing  on  the  dairy  industry  diversion  pro- 
grams, quotas,  base  plans,  or  any  other  complicated  schemes  being 
discussed.  Last  year's  performance  with  the  Diversion  Program 
show  that  it  really  did  not  significantly  reduce  production. 

Farmers,  like  consumers,  are  smart.  Farmers  will  reduce  produc- 
tion if  support  prices  drop  and  constuners  will  increase  purchases. 

Let  us  leave  the  price  and  market  forces  free  to  dictate  how 
much  milk  should  be  produced  and  how  much  consumers  will  buy. 

With  that  I  would  like  to  conclude  my  comments,  and  I  thank 
you,  Mr.  Chairman,  for  inviting  me  to  testify  today. 

Senator  Cochran.  Thank  you,  Mr.  Dean.  Mr.  Tipton. 
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STATEMENT  OF  E.  LINWOOD  TIPTON,  EXECUTIVE  VICE  PRESI- 
DENT, MILK  INDUSTRY  FOUNDATION  AND  INTERNATIONAL  AS- 
SOCIATION OF  ICE  CREAM  MANUFACTURERS 

Mr.  Tipton.  Thank  you  very  much,  Mr.  Chairman.  I  have  a 
rather  lengthy  statement  which  I  gather  you  will  copy  into  the 
record.* 

Senator  Cochran.  All  of  these  statements  will  be  in  the  record  in 
their  entirety. 

Mr.  Tipton.  Thank  you.  I  will  try  to  highlight  it  very  briefly. 

I  would  like  to  point  out  that  the  association  of  the  Milk  Founda- 
tion and  the  International  Association  of  Ice  Cream  Manufacturers 
purchase  about  two-thirds  of  all  of  the  milk  that  is  consumed  in 
the  United  States.  The  associations  do  not  do  that,  our  members  do 
that,  in  fact,  but  our  members  use  about  two-thirds  of  all  of  the 
milk  that  is  consumed  in  the  United  States.  We  favor  the  continu- 
ation of  a  viable  support  price  program.  We  think  that  it  must  set 
reasonable  prices.  They  must  bring  forth  an  adequate  supply.  That 
is  certainly  in  our  interest,  the  consumers'  interest  and  the  produc- 
er. 

However,  we  are  concerned  about  setting  support  prices  which  in 
effect  bring  forth  excessive  supplies,  and  we  think  that  has  been  a 
problem  in  the  last  few  years.  I  would  like  to  capsulize  the  kind  of 
program  that  we  would  propose  for  the  forthcoming  year.  Tlien  I 
will  discuss  it  more  specifically  later  on. 

We  think  it  is  extremely  important  that  the  Government  never 
get  into  the  position  of  having  surpluses  significant  enough  that 
they  must  give  them  away  and  replace  commercial  sales.  That  is  a 
very  important  tenent  of  our  position.  That  has  occurred  and  is 
continuing  to  occur,  and  we  think  it  needs  to  be  stopped. 

To  avoid  that  we  would  propose  that  there  be  a  requirement  that 
the  Secretary  of  Agriculture  mandatorily  reduce  the  support  price 
whenever  CCC  acquisitions  are  anticipated  to  exceed  a  specified 
level. 

Likewise,  we  would  propose  that  he  be  mandatorily  required  to 
increase  the  price  when  CCC  acquisitions  fall  below  a  minimum 
level. 

We  would  also  strongly  oppose  any  kind  of  a  diversion  or  quota 
programs  of  any  kind  even  on  a  standby  basis. 

The  dairy  price  support  program,  in  our  opinion,  has  worked 
quite  well  for  the  past  36  years.  It  really  began  to  get  into  trouble 
in  1980  and  1984.  For  the  1970  to  1979  period  the  CCC  bought 
about  3.8  billion  pounds  of  milk  product  and  that  is  not  an  exces- 
sive amount  for  them  to  have  acquired,  at  an  average  cost  of  about 
$335  million.  So  our  feeling  was  that  during  those  periods  it 
worked  reasonably  well. 

However,  in  1980  through  1984  it  has  not  worked  at  all  in  our 
opinion  or  not  worked  properly  in  our  opinion.  During  that  period 
the  Government  has  averaged  purchasing  12  billion  pounds  with  1 
year  occurring  nearly  17  billion  pounds.  The  average  net  cost  has 
been  $1.9  billion  during  that  period,  and  there  have  been  some 
years  when  the  actual  acquisition  cost  was  nearly  $3  billion,  but 
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there  were  offsetting  credits  to  bring  it  back  down.  Some  of  those 
offsetting  credits  provided  very  concessional  sales  and  price  reduc- 
tions in  various  ways. 

We  anticipate  that  this  year  or  I  guess  the  Government  is  antici- 
pating that  this  year  thev  will  buy  about  9  billion  pounds  and  the 
cost  will  be  around  $1.5  billion.  Last  year  the  cost  was  about  $1.5 
billion,  and  if  you  take  that  $1.5  billion  which  was  the  actual  net 
cost  to  the  Treasuiy  and  spread  it  over  the  200,000  commercial 
dairy  farms  in  the  United  States,  that  amounts  to  about  $7,500  a 
farm.  If  you  were  to  add  to  that  an  amount  representing  what  we  , 
think  is  holding  the  price  higher  than  it  should  be  held— a  lot  of 
people  last  year  thought  that  the  price  ought  to  have  been  reduced 
about  $1.50.  Instead  of  doing  that  the  price  was  reduced  by  50 
cents,  and  the  diversion  program  was  put  into  place. 

If  you  add  to  that  the  other  $1  reduction  that  we  think  probably 
should  have  occurred  last  year  instead  of  the  diversion  program, 
that  would  mean  that  consumers  paid  about  another  $1.4  billion  in 
direct  costs  in  higher  prices  that  they  paid  for  the  products  at  the 
shelf. 

If  you  put  those  two  together  then  the  200,000  commercial  dairy 
farms  got  about  $14,500  in  the  form  of  a  subsidy  out  of  the  price 
support  program  last  year.  This  has  meant  that  prices  have  been 
considerably  too  high.  I  have  a  hard  time  with  billions  of  dollars 
and  this  kind  of  thinjg.  If  you  put  it  onto  a  per  hundredweight  basis 
or  even  onto  a  gallon  of  milk,  that  same  subsidy  on  a  gallon  of 
milk  would  have  been  about  18  cents  a  gallon.  On  a  pound  of 
cheese  it  would  have  been  about  21  cents  a  pound  of  cheese  and  23 
cents  a  pound  of  butter. 

So  it  has  significant  costs,  both  direct  and  indirect.  It  looks  to  us 
like  that  those  significant  costs  are  likely  to  continue  for  some 
period  of  time  unless  something  is  done.  Tiiere  are  a  lot  of  people 
who  had  made  the  tenuous  link  between  the  reduction  in  (XC  ac- 
quisitions and  the  diversion  program  and  have  asserted  that  the  di- 
version program  has  worked. 

But  the  fact  of  the  matter  is  that  there  was  a  drop  last  year  of 
about  6.2  billion  pounds  in  CCC  acquisitions;  56  percent  of  that  de- 
crease was  attributable  to  the  increase  in  consumption.  There  was 
an  increase  in  consumption  of  about  3.5  billion  pounds. 

Only  about  25  percent  of  the  drop  was  attributable  to  a  decrease 
in  production.  There  was  another  big  factor  that  affected  it,  and 
that  was  an  increase  in  the  amount  of  milk  that  was  either  fed  or 
dumped  on  the  farms.  That  nearly  doubled  last  year  under  the  di- 
version program  as  farmers  found  it  necessary  in  order  to  comply 
with  their  contracts  to  actually  not  market  the  milk  but  to  get  rid 
of  it  prior  to  marketing.  Some  of  that  was  fed  to  other  animals,  and 
some  of  it  was  whatever  method  they  used  to  dispose  of  it  so  that 
they  did  not  have  to  market  it.  But  that  accounted  for  about  2  bil- 
lion pounds  of  reduction.  That  accounted  for  more  than  the  drop  in 
production.  With  the  number  of  replacement  heifers  that  are  on 
nand  there  is  not  much  doubt  in  our  opinion  that  the  surplus  prob- 
lem is  going  to  continue. 

What  do  we  think  ought  to  happen?  We  think  there  ought  to  be 
a  very  simple  program  instead  of  some  of  the  complicated  tech- 
niques that  we  have  attempted  for  the  last  several  years.  Seven 
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quisitions  of  dairy  products  by  the  Government,  at  least  on  the  un- 
reasonable scale  on  which  they  have  occurred. 

Now,  such  a  system  might  include  a  lower  price  level  and  contin: 
ued  provision  for  its  adjustment  according  to  Department  of  Agri- 
culture forecasts  of  surplus  acquisition  volume. 

One  thing  I  would  like  to  add  to  that  and  that  is  the  Temporary 
Emergency  Food  Assistance  Act  has  a  clause  in  it  that  requires  the 
Secretary  of  Agriculture  to  be  assured  that  the  donation  of  dsdry 
products  will  not  displace  normal  ^sales  of  other  agricultural 
produce.  Well,  they  have  certainly  displaced  a  great  mcuiy  of  the 
sales  of  margarine  and  that  clause  in  that  law  has  been  ignored.  I 
would  ask  that  this  committee  in  its  good  time  focus  on  that  and 
try  to  tighten  up  the  donation  system  in  some  manner  to  protect  us 
as  much  as  is  reasonable  from  the  impact  of  this  donation. 

About  that  I  would  like  to  add  one  point:  It  is  a  particular  point 
that  I  do  not  believe  is  recognized  by  most  of  the  members  of  the 
Senate.  Faced  with  hundreds  of  millions  of  pounds  of  unsalable 
butter  in  surplus  the  Government,  of  course,  decided  to  donate  to 
emergency  food  centers.  This  is  a  very  worthy  thing  to  do. 

It  does  not  solve  the  basic  structural  problem  we  face,  but  it  is 
one  way  to  make  the  best  of  an  impossible  situation.  We  have 
caused  a  study  to  be  made,  a  summary  of  which  is  attached  to  my 
testimony,  and  it  finds  that  the  butter  giveaway  has  cost  marga- 
rine makers  during  1983  and  1984  some  270  million  pounds  in 
sales.  This  was  not  the  intention  of  Congress,  I  am  sure.  The  pro- 
gram commenced  earlier  and  is  going  on  this  year  and  perhaps 
next.  We  do  not  see  any  end  in  sight. 

In  addition  to  share  of  margarine  sales,  soybean  farmers  have 
lost  an  estimated  200  million  pounds  of  market.  I  would  estimate 
the  dollar  lossses  respectively  to  be  on  the  order  of  $120  million 
and  $50  million. 

The  donation  program  is  a  direct  result,  as  you  recognize,  of  out- 
of-line  milk  price  support.  It  is  a  classic  case  of  trying  to  help  one 
industry  with  Government  intervention  and  stepping  on  the  toes  of 
another.  We  sympathize  with  your  efforts  to  work  out  a  new  and 
improved  dairy  policy.  We  do  not  want  to  be  complainers.  We  want 
to  be  contributors. 

Thank  you  for  hearing  our  testimony. 

Senator  BoscHwrrz.  Any  questions? 

[No  response.] 

Ms.  Haas. 

STATEMENT  OF  ELLEN  HAAS,  EXECUTIVE  DIRECTOR,  PUBLIC 
VOICE  FOR  FOOD  AND  HEALTH  POLICY 

Ms.  Haas.  Thank  you,  Mr.  Chairman.*  As  you  know,  consumers 
have  an  enormous  stake  in  U.S.  dairy  policy.  They  spend  over  $44 
billion  on  dairy  foods  annually  and  depend  on  them  for  protein, 
food  energy,  and  a  very  broad  range  of  nutrients.  Milk  is  actually  a 
nutritionally  unequivalent  product. 

More  pounds  of  dairy  products  are  consumed  than  either  grain 
products  or  meat.  As  a  result,  consumers,  like  producers,  are  ex- 
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Mr.  Chairman,  first  of  all,  I  thank  you  for  allowing  me  to  share 
with  the  conmiittee  some  of  my  thoughts  on  the  state  of  the  dairy 
industry  and  the  proper  direction  of  dairy  policy. 

As  a  Senator  from  the  largest  dairy  State  I  can  say  with  confi- 
dence that  these  are  troubled  times  for  the  dairy  industry  in  Wis- 
consin and  across  the  country. 

I  want  to  say  at  the  outset  that  in  the  depressed  condition  of 
dairying  and  of  agriculture  generally  we  must  be  realistic  about 
what  C€m  be  achieved  as  far  as  spending  reductions  on  farm  pro- 
grams are  concerned,  particularly  for  this  year. 

I  supported,  along  with  a  number  of  my  colleagues  in  the  Budget 
Committee,  a  spending  freeze  in  this  area  when  the  Budget  Com- 
mittee marked  up  the  budget  resolution  recently.  While  I  hope  it 
may  be  possible  to  design  a  farm  bill  that  costs  less  than  what  we 
are  currently  spending,  I  do  not  think  we  should  plan  on  it.  The 
stebUity  of  agriculture  must  be  our  No.  1  priority,  our  first  priori- 
ty. Budgetery  considerations  are  also  important,  but  the  stebility, 
pieuticularly  of  midsized  farms  whose  operators  get  most  of  their 
income  from  farming  must  be  our  primary  consideration.  Obvious- 
ly, the  administration's  proposal  on  dairy,  an  ill-timed,  ill-consid- 
ered proposal  based  entirely  on  budgetery  considerations,  is  unac- 
cepteble  to  me. 

Even  in  better  times  the  administration's  suggestion  that  support 
prices  be  drastically  cut  and  the  surplus  purchase  program  be 
ended  within  2  years  would  create  turmoil  in  the  dairy  industry 
and  unsteble  prices  for  consumers.  Mr.  Chairman,  we  can  do  better 
than  this.  Like  the  rest  of  agriculture,  dairy  farmers  in  Wisconsin 
and  across  the  country  are  plagued  by  high  interest  rates  and  de- 
clining land  values,  and  although  the  price  support  program  has 
provided  some  protection.  These  conditions  impact  most  heavily  on 
the  younger  farmers  who  are  the  future  of  agriculture. 

Dairy  has  also  suffered  more  than  any  other  sector  of  agriculture 
from  inconsistent  and  confusing  Government  policy.  Mcgor  changes 
have  been  made  to  the  price  support  program  in  every  year  but 
one  since  the  198l  farm  bill  was  passed.  This  year  alone  dairy 
farmers  will  have  to  contend  with  three  different  policies. 

The  diversion  program  will  end  later  this  month.  It  will  be  re- 
placed by  two  reductions  in  the  support  price,  one  in  April  and  one 
most  likely  in  July.  An  entirely  new  policy  then  will  come  into 
effect  after  September  30,  assuming  that  we  pass  a  farm  bill  by 
then. 

We  need  to  enact  dairy  policy  this  year  that  dairy  farmers  can 
depend  on  for  the  rest  of  the  1980's  and  beyond.  In  doing  so  we 
must  consider  one  factor  in  particular,  one  that  I  know  this  com- 
mittee has  held  hearings  on  within  the  last  few  days:  namely,  the 
structure  of  agriculture.  Put  less  technically  this  means  the  ftiture 
of  the  family  farm.  I  will  have  more  to  say  about  this  in  a  moment. 

First,  however,  let  me  address  the  surplus  problem,  which  de- 
spite the  success  of  the  diversion  program,  cost  the  Government 
$1.6  billion  last  year.  The  dairy  surplus  has  many  causes.  It  is  clear 
that  one  of  these  is  a  series  of  mistakes  this  Congress  has  made, 
mistekes  that  have  led  the  dairy  industry  to  become  less  responsive 
to  market  forces  than  it  needs  to  be. 
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These  mistakes  need  to  be  corrected,  but  everyone  should  under- 
stand they  cannot  be  corrected  all  at  once.  We  must  move  toward  a 
market  oriented  dairy  poUcy,  but  we  must  do  so  gradually;  without 
time  to  adjust  to  a  market  oriented  policy,  the  midsized,  full-time 
family  farmer  will  suffer  most,  the  very  farmer  that  nearly  all  leg- 
islation ostensibly  is  designed  to  help. 

It  is  the  full-time  dairy  farmer  with  the  midsized  operation 
whose  survival  this  Congress  must  work  to  ensure,  not  only  for 
that  farmer's  sake,  but  for  the  sake  of  the  rural  communities 
whose  continued  vitality  depend  upon  family  farm  agriculture.  We 
will  best  be  able  to  preserve  the  family  daiiy  farmer  if  we  recog- 
nize that  dairy  policy  involves  more  than  the  price  support  pro- 
gram. I  would  like  to  ask  this  committee  to  consider  at  least  two 
additional  factors. 

First,  in  the  traditional  dairy  States  of  the  upper  Midwest  and 
Northeast  medium-sized  dairy  farms  predominates  while  in  the 
higher  cost  of  production  areas  the  dairy  farms  are  much  fewer  but 
much  larger.  For  example,  there  are  only  three  dairy  farms  in  the 
whole  State  of  Wisconsin  with  more  than  500  cows.  In  Florida  532 
cows  is  the  average  herd  size. 

Yet,  our  milk  marketing  order  system  discriminates  against  the 
most  efficient  producing  regions  by  inhibiting  the  free  flow  of  fluid 
milk  from  the  upper  Midwest  to  milk  deficient  States  in  the  South- 
east and  lower  Midwest.  The  orders  were  set  up  to  encourage  local 
milk  production,  perhaps  an  appropriate  goal  in  the  days  when  the 
fluid  milk  could  not  be  transported  great  distances,  but  surely  not 
appropriate  today.  Perpetuation  of  the  inequities  of  classified  pric- 
ing and  the  restrictions  on  the  pricing  of  reconstituted  milk  are  not 
only  unfair  to  the  most  efficient  dairy  region  in  the  country,  but 
are  inefficient  economically,  raising  prices  to  the  consumer  and  in- 
evitably depressing  consumption. 

The  second  thing  I  would  like  to  mention  is  the  challenge  that 
new  daily  technologies  pose  to  the  extension  service,  land-grant 
universities,  and  of  course  to  the  industry  itself.  We  in  the  Con- 

Sress  must  strive  to  ensure  that  midsized  family  dairy  farmers 
ave  a  fair  chance  to  take  advantage  of  the  bovine  growth  hor- 
mone, embryo  transplants,  and  other  new  technologies  when  they 
become  commercially  available.  If  we  do  not,  it  is  clear  that  better 
capitalized,  larger  operators  will  acquire  these  production  enhanc- 
ing tools  first,  thus  accelerating  the  current  trend  toward  ever 
larger,  more  capital  intensive  farms. 

Extension  must  play  a  role  in  making  these  new  technologies 
available  to  the  family  farmer  and  must  £dso  follow  up  by  assisting 
in  the  efficient  use  of  these  technologies.  It  is  no  longer  enough  to 
focus  on  making  dairy  and  other  farm  operations  more  productive. 
Extension  must  work  with  the  academic  community  to  make  farm- 
ing more  profitable. 

Mr.  Chairman,  let  me  conclude  by  restating  my  belief  that  our 
policy  for  dairy  should  feature  a  move  toward  market  orientation, 
a  gradual  move,  based  on  the  realization  that  problems  a  long  time 
in  the  making  C€mnot  be  solved  overnight.  That  move  towcurd 
market  orientation  should  not  be  limited  to  the  price  support  pro- 
gram, but  should  include  long  overdue  changes  in  the  marketing 
order  system  that  remove  existing  restrictions  on  the  free  flow  of 
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fluid  milk  from  the  upper  Midwest  to  consumers  in  other  parts  of 
the  country.  We  must  help  to  prepare  the  family  dairy  farm's 
future  by  using  the  extension  service  to  ensure  that  new  produc- 
tion enhancing  dairy  technologies  do  not  accelerate  current  trends 
toward  ever  fewer  but  larger  farms. 

Mr.  Chairman,  I  look  forward  to  working  closely  with  members 
of  your  committee  on  forming  dairy  policy  for  the  1985  farm  bill. 

Thank  you,  Mr.  Chairman. 

Senator  Boschwitz  [presiding].  Thank  you,  Senator.  I  appreciate 
your  statement.  It  is  brief  and  to  the  point  and  I  agree  with  much 
of  what  you  said. 

Senator  Leahy,  do  you  have  any  questions  of  Senator  Kasten? 

Senator  Leahy.  No,  Mr.  Chairman.  I  think  we  are  all  going  to  be 
seeing  each  other  quite  a  bit  during  the  spring  as  we  try  to  put  to- 
gether a  dairy  bill. 

Senator  BoscHwrrz.  Well,  we  have  done  that  in  the  past  and  we 
have  cooperated  well  together. 

Senator  Kasten.  Thank  you.  Senator. 

Senator  Boschwitz.  Thank  you  very  much  for  coming.  We  now 
have  Mr.  Riepma.  Let  me  repeat  my  request  that  you  direct  your 
remarks  not  to  the  history  of  the  diversion  program,  which  is  ter- 
minating on  the  31st  of  March,  not  to  where  milk  has  been,  but 
where  milk  is  going  to  go  and  what  you  think  of  the  1985  farm  bill. 
Please  limit  your  remarks  to  5  minutes. 

STATEMENT  OF  SIERT  F.  RIEPMA,  PRESIDENT,  NATIONAL 
ASSOCIATION  OF  MARGARINE  MANUFACTURERS 

Mr.  Riepma.  Thank  you,  Mr.  Chairman.  I  have  submitted  a  state- 
ment.^ I  would  like  to  summarize  it  orally  for  you.  Some  of  you 
may  think  it  extraordinary  that  the  margarine  industry  appears  at 
a  dairy  hearing,  but  we  have  to  come  here  by  necessity  not  by 
choice  because  of  the  impact  on  the  donation  program,  which  of 
course  is  a  result  of  the  butter  surplus. 

I  have  many  friends  among  the  dairy  people,  including  some 
here,  and  when  I  tell  them  about  our  problem  I  will  assure  you 
that  butter  would  not  melt  in  their  mouths.  But  we  have  to  handle 
it  as  best  we  can. 

This  Association  of  Margarine  Manufacturers  is  a  nonprofit,  na- 
tional organization.  It  represents  the  makers  of,  I  would  say,  80  to 
85  percent  of  the  margarine  consumed  in  this  country.  As  you 
know,  margarine  is  a  major  table  spread,  about  10.5  pounds  per 
capita. 

As  for  policy,  we  do  not  want  to  get  too  specific  about  what 
should  happen  to  the  dairy  industry,  although  we  are  related  to  it 
and  our  membership  includes  a  number  of  firms  that  are  in  the 
dairy  industry.  We  would  ask  that  you  retain  the  present  law  until 
its  expiration  date,  including  the  two  authorized  deductions,  April 
1  and  July  1. 

Longer  term,  we  think  we  are  in  harmony  with  most  of  the 
people  in  this  room  when  we  ask  you  to  establish  some  sort  of  milk 
support  price  system  that  will  avoid  as  much  as  possible  further  ac- 
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quisitions  of  dairy  products  by  the  Government,  at  least  on  the  un- 
reasonable scale  on  which  they  have  occurred. 

Now,  such  a  system  might  include  a  lower  price  level  and  continr 
ued  provision  for  its  adjustment  according  to  Department  of  A^- 
culture  forecasts  of  surplus  acquisition  volume. 

One  thing  I  would  like  to  add  to  that  and  that  is  the  Temporary 
Emergency  Food  Assistance  Act  has  a  clause  in  it  that  requires  the 
Secretary  of  Agriculture  to  be  assured  that  the  donation  of  dairy 
products  will  not  displace  normal  sales  of  other  agricultural 
produce.  Well,  they  have  certainly  displaced  a  great  many  of  the 
sales  of  margarine  and  that  clause  in  that  law  has  been  ignored.  I 
would  ask  that  this  committee  in  its  good  time  focus  on  that  and 
try  to  tighten  up  the  donation  system  in  some  manner  to  protect  us 
as  much  as  is  reasonable  from  the  impact  of  this  donation. 

About  that  I  would  like  to  add  one  point:  It  is  a  particular  point 
that  I  do  not  believe  is  recognized  by  most  of  the  members  of  the 
Senate.  Faced  with  hundreds  of  mUlions  of  pounds  of  unsalable 
butter  in  surplus  the  Government,  of  course,  decided  to  donate  to 
emergency  food  centers.  This  is  a  very  worthy  thing  to  do. 

It  does  not  solve  the  basic  structural  problem  we  face,  but  it  is 
one  way  to  make  the  best  of  an  impossible  situation.  We  have 
caused  a  study  to  be  made,  a  summary  of  which  is  attached  to  my 
testimony,  and  it  finds  that  the  butter  giveaway  has  cost  marga- 
rine makers  during  1983  and  1984  some  270  million  pounds  in 
sales.  This  was  not  the  intention  of  Congress,  I  am  sure.  The  pro- 
gram commenced  earlier  and  is  going  on  this  year  and  perhaps 
next.  We  do  not  see  any  end  in  sight. 

In  addition  to  share  of  margarine  sales,  soybean  farmers  have 
lost  an  estimated  200  million  pounds  of  market.  I  would  estimate 
the  dollar  lossses  respectively  to  be  on  the  order  of  $120  million 
and  $50  million. 

The  donation  program  is  a  direct  result,  as  you  recognize,  of  out- 
of-line  milk  price  support.  It  is  a  classic  case  of  trying  to  help  one 
industry  with  Government  intervention  and  stepping  on  the  toes  of 
another.  We  sympathize  with  your  efforts  to  work  out  a  new  and 
improved  dairy  policy.  We  do  not  want  to  be  complainers.  We  want 
to  be  contributors. 

Thank  you  for  hearing  our  testimony. 

Senator  BoscHwrrz.  Any  questions? 

[No  response.] 

Ms.  Haas. 

STATEMENT  OF  ELLEN  HAAS,  EXECUTIVE  DIRECTOR,  PUBLIC 
VOICE  FOR  FOOD  AND  HEALTH  POLICY 

Ms.  Haas.  Thank  you,  Mr.  Chairman.^  As  you  know,  consumers 
have  an  enormous  stake  in  U.S.  dairy  policy.  They  spend  over  $44 
billion  on  dairy  foods  annually  and  depend  on  them  for  protein, 
food  energy,  and  a  very  broad  range  of  nutrients.  Milk  is  actually  a 
nutritionally  unequivaJent  product. 

More  pounds  of  dairy  products  are  consumed  than  either  grain 
products  or  meat.  As  a  result,  consumers,  like  producers,  are  ex- 
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tremely  vulnerable  to  unstable  prices.  This  concern  led  to  in  1977 
and  1981  the  decisions  for  steady  increases  in  milk  price  supports. 
In  retrospect  those  decisions  were  simply  wrong  and  led  to  unprec- 
edented surpluses. 

In  fact,  since  1980  Commodity  Credit  Corporation  costs  have 
averaged  more  than  $2  billion  a  year.  Since  1950  nearly  half  of  the 
CCC's  34  year  total  costs  has  come  during  the  last  5  years. 

For  that  reason  we  feel  it  is  time  for  us  to  develop  a  more  equita- 
ble dairy  policy.  What  I  would  like  to  do  today  is  to  emphasize 
three  points  about  the  current  proposals  and  conclude  with  an  ob- 
servation. My  remarks  are  very  brief,  and  I  just  wanted  to  say  for 
the  committee  that  we  will  be  releasing  an  economic  study  on  U.S. 
dairy  policv  alternatives  for  the  1985  farm  bill.  I  think  it  is  the 
first  time  that  such  an  economic  study  has  been  done  from  the  per- 
spective of  the  consumer,  and  that  will  be  released  in  the  second 
week  of  April. 

Now,  as  to  the  current  proposals  and  the  current  situation,  first, 
the  continuation  of  current  policy  even  with  supports  lowered  twice 
this  year  to  $11.60  per  hundredweight  and  frozen  there  for  the 
coming  4  years  is  not  likely  to  do  the  job  to  balance  supply  and 
consumption.  The  current  prospects  for  abundant  feed  supplies 
imply  that  unless  costs  increase  more  than  expected  surpluses  will 
persist.  The  temporary  1983  program  did  lead  to  lower  cow  num- 
bers but  only  a  very  temporary  reduction  in  production  capacity. 

Second,  the  administration's  proposal  contains  significant  dan- 
gers of  investment  dislocation  and  serious  price  instability  for  con- 
sumers. Despite  what  the  Washington  Post  said  this  morning  con- 
sumer organizations  are  not  supporting  that  proposal.  The  program 
would  operate  in  its  current  form  for  2  years  with  price  support 
levels  reduced  twice  during  the  period. 

At  the  beginning  of  fiscal  year  1988  the  Price  Support  Program 
would  end  and  be  replaced  by  a  target  price,  Direct  Payment  Pro- 

Sam.  Those  policies  would  then  cause  major  heard  reductions  and 
Lely  to  lead  to  an  overreaction  by  producers,  very  tight  milk  sup- 
plies, and  that  means  high  milk  prices  for  consumers  after  the  end 
of  the  milk  Price  Support  Program. 

Third,  we  have  taken  a  very  quick — and  I  underline  very — look 
at  Senator  Helms'  bill.  We  do  agree  with  its  commitment  to  reduce 
support  levels  persistently  untu  a  better  production-consumption 
balance  is  achieved.  However,  it  operates  with  a  fairly  restrictive 
formula.  Price  supports  in  fiscal  1986  are  held  at  $11.60  per  hun- 
dredweight. The  same  is  under  an  extension  of  the  current  policy. 

By  requiring  the  Secretary  to  look  forward  each  year  in  his  pro- 

i'ection  and  then  limiting  the  amount  of  the  price  support  reduction 
)y  formula,  the  production-consumption  balance  re^dly  wouldn't  be 
achieved  for  too  long  a  period  of  time. 

We  suggest  instead  that  price  supports  need  to  be  reduced  below 
that  $11.60  level  in  1986  and  continue  to  be  acyusted  steadily  until 
we  reach  the  production-consumption  balance. 

Finally,  in  order  to  ensure  adequate  supplies  of  wholesome  milk 
and  to  limit  pressures  on  producers  from  productivity  growth  the 
Government  has  played  a  very  large  role  in  dairy  marketing  for 
more  than  50  years.  Adequate  supplies  of  wholesome  milk  have 
come  to  be  taken  for  granted.  In  the  process  the  Government  has 


Digitized  by 


Google 


160 

developed  a  policy  of  controlling  milk  supplies.  It  has  constructed  a 
complex  set  of  programs  that,  as  we  all  know,  limit  imports,  sepa- 
rate regional  markets,  and  support  milk  prices.  It  ensures  incen- 
tives to  produce  in  regions  that  otherwise  might  import  milk,  and 
it  has  enormously  increased  consumer  costs. 

Through  the  Government's  continued  market  intervention  milk 
consumption  has  been  steadily  reduced  and  prices  held  above  levels 
they  would  have  reached  in  more  competitive  markets.  Not  only 
have  consumers  paid  higher  prices,  but  they  have  paid  higher  taxes 
because  the  programs  have  operated  at  vast  Government  expense, 
especially  since  1979.  While  the  basic  concern  regarding  adequate 
and  wholesome  milk  supply  has  not  changed  and  should  not 
change  as  a  major  program  objective,  we  believe  that  recent  experi- 
ence indicates  these  objectives  alone  do  not  sufRciently  emphasize 
the  necessary  consumer  interests. 

We  believe  that  four  additional  criteria  are  needed.  They  would 
require  that  effective  daiiy  policies,  one,  achieve  a  balance  between 
production  and  consumption  at  reasonable  prices  and  be  sufficient- 
ly flexible  to  respond  to  changing  circumstances  by  adjusting  price 
support  levels  in  order  to  facilitate  such  a  balance. 

Two,  that  they  rely  on  simple  direct  programs  that  permit 
market  forces  to  balance  and  aqjust  production  and  consiunption. 
Programs  that  intervene  continually  to  restrict  production,  market- 
ing, or  assessment  producers  are  confusing,  costly  to  administer, 
and  may  slow  rather  than  facilitate  adjustment. 

Three,  protect  both  producers  and  consumers  by  limiting  the 
price  and  production  instability  inherent  in  milk  production.  Policy 
changes  must  avoid  unnecessary,  abrupt  disruptions  so  that  ac^ust- 
ments  toward  a  balance  are  incremental  rather  than  severe  snUts 
likely  to  cause  dislocation  and  overreaction. 

Finally,  ensure  that  wholesale  and  retail  price  changes  reflect 
competition  and  the  industry's  rapid  productivity  growth.  We  be- 
lieve that  a  more  equitable  policy  could  be  developed  tiirough  small 
shifts  in  policy,  and  it  could  be  simple,  effective,  and  low  cost, 
thereby  achieving  necessary  protections  for  the  farmer  and  con- 
sumer. 

We  look  forward  to  the  months  ahead  in  working  with  you  and 
the  committee  to  seeing  that  we  have  the  best  farm  bill  ever. 

Senator  BoscHwrrz.  Thank  you  very  much,  Ms.  Haas.  I  have 
read  your  testimony.  Senator  Leahy. 

Senator  Leahy.  I  have  a  few  questions  for  the  panel  as  a  whole.  I 
appreciate  the  testimony.  I,  too,  have  read  it  before  and  having  it 
read  to  me  a  second  time  is  going  to  make  it  indelible  in  my  mind. 

We  have  had  testimony  that  consumer  prices  have  not  decreased 
even  though  we  lowered  the  support  price  of  milk.  Do  any  of  you 
have  evidence  that  consumers  benefit  from  the  lowered  price  sup- 
ports for  milk? 

Mr.  Dean.  Yes,  Senator,  I  think  we  see  it  in  a  number  of  our 
markets.  In  fact,  we  have  a  situation  right  now  in  anticipation  of 
the  April  1,  50-cent  reduction,  our  dairy  operations  in  west  Texas 
and  New  Mexico  have  already,  because  of  competition,  reduced 
their  prices. 

Senator  Leahy.  Will  your  product  sell  for  less  in  the  stores  start- 
ing April  1? 
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Mr.  Dean.  I  cannot  guarantee  it  will  be  less  in  the  stores.  I  do 
not  know  what  the  re^dls  are  going  to  do.  Chances  are  it  will  be 
less  because  the  prices  are  less  right  now. 

Senator  Leahy.  The  prices  may  be  less  for  other  reasons,  but  if 
they  are  less  right  now  then  it  obviously  is  for  other  reasons,  be- 
cause the  next  price  support  reduction  will  occur  after  April  1. 

Dairy  farmers  took  a  very  significant  price  cut,  but  I  do  not  see 
any  lower  milk  prices  in  the  grocery  stores.  I  go  shopping  with  my 
wife  and  family.  I  do  not  see  any  drop  in  prices. 

Mr.  Dean.  Well,  it  depends  on  what  market  you  are  in.  In  the 
Southwest  the  reduction  has  already  taken  place  at  the  retail  level. 
I  think  we  will  see  the  same  reductions,  maybe  not  to  the  full 
extent  of  50  cents  because  we  have  offsetting  costs  that  have  kept 
increasing  over  the  period  of  time  when  we  have  not  been  able  to 
raise  prices. 

Senator  Leahy.  Yes,  Ms.  Haas. 

Ms.  Haas.  Senator  Leahy,  first  of  all,  the  price  at  the  supermar- 
ket depends  on  the  Price  Support  Program,  but  it  also,  to  a  much 
bigger  extent,  does  have  to  do  with  that  farm  to  retail  spread.  Now, 
I  would  love  to  see  that  spread  get  down,  too,  but  the  marketing 
costs,  the  labor  costs  are  about  50  percent.  Then  the  price  support 
reduction  is  probably  about  12  percent  of  that  price. 

So  when  you  saw  that  price  support  reduction  a  year  and  a  half 
ago,  it  was  small  as  far  as  the  consumer  was  concerned.  We  need  to 
see  a  larger  one  in  order  to  see  decreases. 

What  it  has  done  is  dampen  any  increases,  which  is  just  as  im- 
portant to  consumers  because  we  have  to  pay  in  the  end — we  are  at 
the  end  of  the  stream  and  we  have  to  take  all  of  the  additional 
costs.  If  the  price  support  sets  the  floor,  then  the  lower  that  floor  is 
going  to  be  the  lower  the  price  the  consumer  will  have  to  pay. 

Senator  Leahy.  I  have  a  great  respect  for  you  personally  and  for 
your  organization,  as  you  know,  but  this  issue  is  one  that  only 
those  of  us  in  Washington  discuss.  We  are  all  paid  above  the  na- 
tional level  wage.  I  even  found  Senators  who  earn  nearly  half  of 
what  some  of  the  lobbyists  make  around  here  in  income.  We  are  all 
paid  well  above  the  national  average. 

It's  easy  to  talk  about  milk  price  cuts  here  in  Washington.  Farm- 
ers in  Vermont  are  working  80  hours  a  week  from  predawn  until 
late  at  night — working  like  mad.  And  you  tell  them,  well,  you 
know,  we  are  going  to  cut  those  price  supports  because  the  con- 
sumer is  going  to  get  an  advantage. 

Those  farmers  are  consumers,  too.  I  know  a  lot  of  families  in 
Vermont,  and,  Mr.  Chairman,  I  am  sure  it  is  the  same  in  Minneso- 
ta; they  are  having  a  heck  of  a  hard  time  making  ends  meet.  They 
have  to  send  their  kids  to  school.  They  have  to  buy  groceries.  They 
have  to  pay  their  bills,  and  their  mortgage  payments.  They  do  not 
have  to  pay  for  vacations  because  they  do  not  get  them. 

But  they  are  out  there  working.  And  the  Government  says,  OK, 
we  are  going  to  keep  cutting  the  price  of  your  product  because  the 
consumer  is  going  to  benefit  by  it.  But  the  testimony  year  after 
year  indicates  the  consumer  does  not  get  any  lower  price.  Mr. 
Decui,  your  group  is  not  going  to  cut  prices.  Mr.  Tipton,  I  am  going 
to  give  you  a  chance  in  just  a  second  here.  But  it  seems  that  the 
farmers  continually  get  production  cost  increases.  They  are  told  to 
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cut  back  the  cost  of  their  product  or  the  price  they  get  for  their 
product  because  somewhere  somebody  is  going  to  benefit. 

Well,  they  are  not  getting  any  production  cost  decreases;  they 
have  production  cost  increases.  Their  cost  of  living  continues  to  go 
up,  but  their  product  is  priced  lower,  not  just  for  milk  but  for  ev- 
erything else. 

Wheat  farmers  tell  me  how  hard  they  work  to  raise  the  wheat 
and  it  costs  more  for  the  wrapper  that  goes  around  that  loaf  of 
bread  than  what  they  get  for  the  wheat  in  it. 

I  dare  say  that  a  lot  of  the  suppliers  of  food,  do  get  their  vaca- 
tions and  do  pay  their  bills.  I  am  not  questioning  how  hard  they 
work.  But  at  some  point  we  are  going  to  have  to  find  a  balance. 

In  sunmiary,  you  have  to  realize  farmers  are  also  consumers  as 
well  as  producers.  You  ccmnot  keep  telling  them  that  their  produc- 
tion costs  will  keep  going  up  but  somehow  they  have  to  keep  cut- 
ting the  cost  of  their  product  because  the  consumer  is  going  to  ben- 
efit by  it. 

I  am  one  of  those  consumers.  I  do  not  see  prices  come  down  in 
the  grocery  store.  Go  ahead. 

Mr.  Tipton.  Senator  Leahy,  I  think  that  that  is  a  very  difficult 
one  to  draw  the  easy  comparisons  on,  but  the  facts  are,  as  I  see 
them,  that  the  retail  prices  are  directly  related  to  changes  in  raw 
product  costs.  Now,  people  like  to  compare  it  to  the  price  support, 
and  often  the  price  support  does  not  actually  determine  what  the 
raw  product  costs  are. 

In  fact,  I  was  in  a  discussion  with  one  of  your  constituents  not 
long  ago  in  a  meeting.  He  was  from  New  England.  I  think  he  was 
from  Vermont.  He  was  asserting  that  the  price  did  not  come  down 
last  fall  when  the  price  support  dropped.  The  fact  of  the  matter  is  I 
doubt  if  it  did. 

But  the  real  facts  are  the  price  of  milk  went  up  last  fall  largely 
because  of  the  Diversion  Program  in  the  Southeast  that  everylxxly 
has  already  been  talking  about  that  forced  the  prices  up.  So  when 
you  look  at  a  chart  and  vou  say,  gosh,  the  price  support  came  down 
in  September;  why  didn  t  the  price  of  milk  come  down  at  the  retail 
level.  It  couldn't.  The  cost  of  milk  went  up. 

I  do  have  a  chart  which  I  would  like  to  offer  for  the  record  that 
does  in  fact  take  the  retail  price  index  and  compare  it  against  the 
price  support  program,  and  you  will  find  they  are  both  cuichored 
starting  in  1976,  both  of  them  being  equal.  They  are  indexed  so 
both  of  them  are  equal. 

You  will  see  that  the  milk  price  support  program  increased  con- 
siderably faster  than  did  the  price,  the  retail  price,  so  the  fact  of 
the  matter  is  that  the  increase  in  costs  did  not  get  fully  passed 
through  when  the  price  support  went  up. 

I  do  not  hear  many  people  talking  about  that,  but  that  is  in  fact 
the  case.  The  margins  were  squeezed.  Then  the  price  support  has 
come  down,  and  when  the  price  support  came  down  there  has  been 
a  very  significcmt  leveling  off  of  the  retail  price. 

But  in  the  case  of  milk — I  think  Ellen  mentioned  this  earlier — in 
the  case  of  milk  only  about  50  percent  of  the  cost  of  the  retail  price 
of  milk  is  actually  m  the  raw  milk  cost.  There  are  other  costs  in- 
volved, and  certfdnly  those  change.  We  had  some^  inflation,  al- 
though it  has  come  down. 
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But  I  hear  that  assertion  a  great  deal.  The  facts  do  not  warrant 
it,  in  my  opinion,  but  I  hear  tiiat  assertion  to  a  very  considerable 
extent.  I  would  like  to  offer  that  for  the  record,  if  I  may.  please. 

Retail  Prices  Follow  Support  Price  Trendt 
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RETAIL  DAIRY  PRODUCTS  AND  MILK  SUPPORT  PRICE  INDICES,'  1976-84 

Dale'  '^JS^      "p?«^ 

indsx 

Oct.  1976 100.0  100.0 

Apr.  1977 109.0  99.2 

Oct.  1977 109.0  102.0 

Apr.  1978 114.2  105.2 

Oct.  1978 119.5  111.0 

Apr.  1979 130.3  117.2 

Oct.  1979 139.1  123.5 

Apr.  1980 149.6  128.8 

Oct.  1980 158.6  134.7 

Oct  1981 163.3  141.6 

Oct.  1981 158.6  141.9 

Oct.  1982 158.6  143.1 

Oct.  1983 158.6  144.8 

Dec  1983 152.5  144.7 

Oct  1984 152.5  148.2 

Mn  onkr  to  sraphicaNy  depict  the  relationship  between  the  dairy  products  retail  price  index  and  the  chanies  in  the  milk  pirce  support  the  reti 
dairy  products  index  and  the  mifc  support  price  values  have  been  indexed  with  the  index  and  price  support  values  for  Oct  1.  19/6  set  eqol  to 
100. 

■Date  indKated  is  either  the  beginning  of  each  marketing  year  October  1.  or  the  date  at  whnh  the  pnce  support  was  dianged. 

Sources:  Bureau  of  Labor  StatistKS  and  U.S.  Department  of  Agrxulture. 

Senator  Leahy.  Mr.  Tipton,  I  do  not  disagree  with  much  of  what 
you  say.  I  have  found  over  the  years  that  you  have  been  an  ex- 
tremely good  source  of  information  for  this  committee,  and  your 
expertise,  I  think,  is  recognized  and  applauded  by  members  of  both 
sides  of  the  aisle  in  here. 

My  concern  is  the  public  perception  that  farmers  are  sitting  out 
there  just  tapping  into  the  U.S.  Treasury  and  are  getting  rich.  The 
fact  is  that  many  of  them  are  just  holding  on.  We  have  to  consider 
what  the  economic  effects  are  going  to  be  10  years  from  now  or  15 
years  from  now  if  a  whole  lot  of  these  places  go  under.  We  also 
have  to  figure  out  what  it  is  going  to  do  to  our  own  national  securi- 
ty if  we  as  a  Nation  will  no  longer  be  able  to  feed  ourselves. 

I  do  not  say  that  as  any  kind  of  rhetoric  or  hyperbole.  If  you  look 
at  the  figures  we  could  very  well  be  at  the  end  of  the  century  in  a 
situation  where  we  have  to  import  food. 

In  the  seventies,  we  encountered  problems  of  having  to  import 
oil  and  how  that  affected  our  foreign  policy,  our  economic  policy, 
and  social  policy.  I  do  not  want  to  see  the  same  thing  occur  with 
food.  I  do  not  want  to  leave  the  public  perception  that  somehow  we 
have  a  whole  lot  of  dairy  farmers  out  there  just  getting  rich  and 
somehow  being  heavily  subsidized. 

Take  a  map  of  the  State  of  Vermont.  Go  ahead  and  stick  a  pin  in 
it  anywhere  and  we  will  go  to  the  nearest  dairy  farm;  pick'  it  total- 
ly at  random.  Anybody  who  feels  that  they  are  not  working  hard, 
come  to  Vermont  with  me.  I  will  spend  24  hours  with  anybody  that 
wants  to  go,  provided  they  go  through  the  whole  schedule  for  the 
whole  24  hours  at  the  dairy  farm.  This  is  the  same  way  up  in  Min- 
nesota, Wisconsin  or  anywhere  else. 

Senator  BoscHwrrz.  You  should  come  in  the  summer,  though. 

Senator  Leahy.  Let  me  tell  you  it  is  the  mud  season  in  Vermont. 
That  is  the  season  that  we  try  to  keep  very  secret. 

I  am  sorry;  Ms.  Haas,  you  wanted  to  say  something. 
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Ms.  Haas.  Well,  actually  I  was  invited,  I  think,  4  years  ago  by 
the  Wisconsin  Farmers  Union  and  I  did  get  up  at  5:30  a.m.  and 
milked  the  cows  and  did  see  how  hard  farmers  work,  and  I  under- 
stand that.  We  were  very  careful  and  have  always  been  not  to  in 
any  way  say  that  dairy  farmers  are  not  working  hard  and  that 
public  policy  should  not  balance  both  the  needs. 

I  wish  the  reason  that  we  had  reductions  was  because  the  con- 
sumer interest  was  well  represented  and  Congress  responded.  But 
those  were  not  the  reasons  that  public  policy  changed  and  we  re- 
duced the  price  support  level.  It  was  because  the  signal  was  so 
high,  the  surplus  was  so  much  and  so  costly,  that  we  had  to  find 
another  way  to  do  it. 

What  we  are  getting  out  now  is  to  work  towards  a  time  where  we 
balance  that  production  and  consumption.  There  is  no  question, 
when  prices  are  too  high,  consumption  goes  down.  Now  that  we 
have  turned  the  corner  you  do  see  the  beginning  of  an  increase  in 
use  and  consumption.  That  is  going  to  be  in  the  best  interest  of  the 
farmer  just  as  well  as  the  consumer. 

Senator  Leahy.  We  are  also  seeing  better  promotion. 

Ms.  Haas.  Well,  that  has  not  had  its  impact  yet. 

Mr.  Dean.  Senator,  could  I  add  one  thing? 

Senator  Leahy.  Sure. 

Mr.  Dean.  I  think  our  prices  are  in  line.  I  think  they  are  in  line 
with  competitive  products  such  as  Coke,  7-Up,  beer,  all  the  other 
drinks,  and  that  is  really  where  we  feel  we  have  lost  our  consump- 
tion to  the  soft  drinks  and  other  substitute  products.  Finally,  this 
year  is  the  first  year  we  have  realized  consumption  increases  in  the 
dairy  industry.  Hopefully  we  are  getting  the  product  down  to  the 
level  where  it  is  competitive  with  Coke  and  all  the  rest  of  those 
products.  That  is  why  we  are  interested  in  seeing  the  price  is  either 
maintained  or  reduced  and  not  increased. 

Mr.  Tipton.  Senator,  could  I  add  one  thing  with  respect  to  the 
effect  of  the  advertising  program.  We  are  very  much  supportive  of 
the  advertising  promotion  program  and  think  that  that  is  a  great 
help  to  the  industry.  Just  so  the  facts  do  not  get  distorted  as  to  the 
effect  of  price,  the  first  ads  out  of  the  expanded  advertising  pro- 
gram were  not  run  until  last  September  and  some  of  them  in  the 
middle  of  September.  The  increases  that  we  are  talking  about 
really  occurred  prior  to  that. 

Now,  I  anticipate  and  we  have  factored  in  estimates  that  there 
will  be  continued  increases  and  probably  even  more  extensive  par- 
tially as  a  result  of  the  advertising  program  and  partially,  we 
think,  because  the  prices  are  going  to  be  rather  flat  and  level. 

Senator  Leahy.  Thank  you,  Mr.  Chairman. 

Senator  Boschwitz.  Thank  you  very  much.  I  hope  that  dairy  will 
be  competitive  with  all  those  particular  drinks  that  you  are  talking 
about.  We  have  tried  sometimes  to  include  flavoring  just  as  you  do 
in  ice  cream  with  various  flavors.  Some  work,  some  do  not,  like 
anything  else.  Frankly,  I  have  been  cost  disappointed  with  the  ef- 
forts of  the  dairy  industry  to  promote  and  produce  new  products 
and  to  compete  with  their  competition  who  you  just  alluded  to. 

We  thank  you  very  much.  Our  next  panel  is  Irvin  Elkin  of 
AMPI,  who  has  been  here  before;  and  Lloyd  Patterson,  and  Clyde 
Rutherford  of  Dairylea  Cooperative. 
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Mr.  Patterson  and  Mr.  Rutherford,  you  have  not  submitted  writ- 
ten testimony,  is  that  correct? 

Mr.  Rutherford.  That  is  correct.  Due  to  the  deregulated  airlines 
we  were  busy  in  another  city.  [Laughter.] 

Irv,  go  right  ahead. 

STATEMENT  OF  IRVIN  J.  ELKIN,  PRESIDENT,  ASSOCIATED  MILK 
PRODUCERS,  INC.,  AMERY,  WI 

Mr.  Elkin.  Thank  you,  Mr.  Chairman,  and  members  of  the  com- 
mittee. 

I  am  Irvin  Elkin,  a  dairy  farmer  from  Amery,  WI.  I  am  also 
president  of  Associated  Milk  Producers,  Inc.,  a  dairy  cooperative 
marketing  association  headquartered  in  San  Antonio,  TX. 

AMPI  consists  of  more  than  25,000  dairy  farmers  in  some  20 
States. 

I  do  have  a  prepared  statement  which  comments  in  detail  on  a 
number  of  issues,  and  I  will  submit  that  for  the  record  and  summa- 
rize my  comments.^ 

Much  attention  has  been  focused  on  the  agricultural  credit  crisis 
in  the  last  few  months.  You  are  well  aware  of  that.  That  issue 
must  be  dealt  with  for  many  farmers  to  plant  this  spring.  We  are 
aware  of  that. 

But  in  the  process  we  must  not  lose  sight  of  the  fact  that  the 
basic  problem  is  not  farm  credit;  rather,  it  is  inadequate  farm 
income  to  service  the  credit  that  has  already  been  granted.  For  too 
long  our  farmers  have  been  substituting  credit  for  income  and  now 
the  time  has  come  to  pay  the  bills. 

I  think  the  1985  farm  bill  does  provide  the  opportunity  to  ad- 
dress this. 

In  1983  Congress  approved  the  dairy  compromise  establishing  the 
Dairy  Promotion  Program  and  the  Milk  Diversion  Program.  The 
Promotion  Program,  which  was  just  talked  about,  is  in  place,  and 
we  think  it  is  operating  very  effectively.  It  is  a  long  needed  tool, 
and  we  want  to  thank  this  committee  for  its  help  in  getting  us  that 
Promotion  Program.  I  think  it  is  very  important. 

The  diversion  program  has  demonstrated  the  effectiveness  of  the 
supply  management  concept.  Government  costs  were  reduced  by 
more  than  $1  billion,  and  we  were  able  to  halt  a  production  in- 
crease that  had  been  running  for  56  or  57  months.  These  prints 
attest  to  the  fact  that  the  program  did  work. 

We  also  admit  there  are  some  weaknesses  in  the  program  which 
we  think  could  be  corrected  in  the  future.  We  would  like  to  have  a 
similar  type  program  on  a  standby  basis  so  that  we  can  correct  the 
overproduction  problems  long  before  they  grow  to  the  point  where 
they  were  the  last  time.  As  National  Milk  reported  earlier,  we 
have  been  working  as  a  member  of  the  National  Milk  Producers 
Federation  and  bascially  support  the  position  they  stated  here 
today. 

We  think  it  is  essential  that  the  Purchase  Program  be  continued 
as  the  basic  operating  element  of  dairy  price  support  policy,  and  I 
am  very  pleased  in  the  testimony  today  to  hear  that  that  is  gener- 


'  See  p.  481  for  the  prepared  statement  of  Mr.  Elkin. 


Digitized  by 


Google 


167 


ally  supported.  We  might  have  differences  at  what  level  and  how, 
but  it  is  the  very  basis  of  the  program  that  we  have  known  for  35 
years  and  has  worked  well. 

We  agree  that  it  needs  some  fine  tuning  because  we  have  had 
some  problems  with  it  in  the  last  4  years  that  we  are  not  happy 
with  either.  The  Price  Support  Program,  as  I  said,  is  essential  to 
provide  the  stability  we  have  reliednipon  over  these  past  years. 

Abandoning  this  proven  mechanism,  I  think,  would  be  very  bad 
for  the  industry  because  we  would  have  wild  price  swings  and 
which  are  damaging  both  to  the  producer  and  to  the  consumer. 
When  I  hear  talk  about  getting  this  supply  down  to  2  to  4  billion 
pounds  I  think  back  to  the  time  in  the  early  seventies  when  we  did 
get  down  to  that  level  and  below.  For  the  consumers  that  are  inter- 
ested, milk  prices  shot  up  about  $2.50  per  hundred  from  a  base  of 
about  $5  to  $6.  So  it  was  about  50  percent.  Although  I  agree  that 
too  much  milk  production  is  a  problem,  I  will  tell  you,  too  little  be- 
comes an  even  bigger  problem. 

Senator  Leahy.  In  fact,  at  the  time  you  are  talking  about  we  had 
about  15  or  20  less  people  in  this  country,  too. 

Mr.  Elkin.  We  sure  did,  and  because  of  low  prices  for  too  long 
production  dropped  5  to  6  billion  pounds  almost  overnight.  We  had 
severe  shortages,  and  I  will  tell  you,  that  was  a  serious  problem 
also. 

We  do  look  forward  to  working  with  the  committee.  I  hope  I  have 
saved  at  least  1  minute  to  make  a  comment,  the  rest  of  the  story, 
so  to  speak.  Some  of  this  was  discussed  earlier. 

Senator  Heflin  mentioned  lawsuits.  We  have  had  enough  law- 
suits in  the  dairy  industry.  I  hope  the  States  are  not  going  to  sue 
each  other. 

But  in  relation  to  the  $2.50  cost  that  was  mentioned  and  its 
being  discriminatory,  this  is  not  at  all  the  case.  We  operate  plants 
in  that  heavy  manufacturing  area.  Those  plants,  if  you  are  going  to 
build  them  today,  are  $20,  $30,  or  $40  million  investments  for  the 
equipment,  land  and  facilities.  Dairy  farmers  have  very  heavy  in- 
vestments in  those  plants. 

At  the  peak  production  season  they  may  operate  at  90  percent  of 
capacity.  As  the  demand  for  fiuid  milk  decreases,  they  may  get 
down  to  60  percent  of  capacity  or  less.  The  increased  unit  cost  is 
tremendous.  When  you  try  to  take  milk  out  of  these  plants  that  is 
a  true  cost,  a  giveup  cost.  The  dairy  farmers  up  in  that  area  own 
these  plante  on  a  year  around  basis.  Rest  assured,  if  a  neighboring 
plant  wanted  to  buy  that  milk  they  would  have  paid  at  least  $2.50 
a  hundred,  too,  because  they  are  competitors. 

So,  I  think  it  is  important  to  understand  that  those  costs  are 
real.  What  is  being  asked  for  at  the  time  is  that  there  be  some 
sharing  of  that  cost  of  maintaining  that  capacity. 

With  that,  I  thank  you  for  the  opportunity  and  again  I  hope  we 
can  work  with  the  committee  on  the  farm  bill. 

Senator  Leahy.  Thank  you  very  much.  Our  next  witness  is  Lloyd 
Patterson,  the  president  of  the  6reen  Mountain  Federation  in  St. 
Johnsbury,  VT.  I  might  say  that  as  an  aside,  I  personally  feel  very 
pleased,  as  a  Vermonter,  to  have  Mr.  Patterson  here.  He  is  one  of 
those  people  that  we  have  all  relied  on  in  Vermont  to  help  us  with 
our  dairy  legislation  and  farm  legislation  generally. 
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I  might  say  that  if  Senator  Stafford,  my  senior  colleague  was 
here,  he  would  say  the  same  thing.  If  Congressman  Jeffords,  my 
colleague  in  the  House  from  Vermont,  he  would  say  the  same 
thing.  Each  one  of  us  rely  on  him,  as  have  administrations.  Repub- 
lican and  Democrat,  in  the  State  of  Vermont.  Members  of  the  con- 
gressional delegation  of  both  parties  accept  his  expertise.  He 
speaks  for  what  he  thinks  is  best  for  Vermont.  Vermont  is  first  and 
foremost  and  he  does  not  really  care  about  anybody's  politics. 

Mr.  Patterson,  I  am  glad  to  have  you  here  again. 

STATEMENT  OF  LLOYD  PATTERSON,  PRESIDENT,  GREEN 
MOUNTAIN  FEDERATION,  ST.  JOHNSBURY,  VT 

Mr.  Patterson.  Thank  you.  I  guess  I  have  to  start  right  in  with 
some  alterations  in  my  comments.  I  did  want  to  say,  Mr.  Chairman 
and  other  distinguished  members  of  the  committee 

Senator  Leahy.  All  members  of  the  committee  are  distinguished 
whether  present  or  not,  of  course,  and  they  do  not  become  extin- 
guished. The  unfortunate  thing,  as  always  happens  on  a  Friday,  as 
you  try  to  wrap  up  a  whole  lot  of  different  committee  meetings, 
each  one  of  us  has  a  number  of  other  committee  meetings  going  on. 
Other  Members  have  asked  me  to  stay  here  and  chair  the  meeting. 
Go  ahead,  please. 

Mr.  Patterson.  Well,  for  the  record,  my  name  is  Lloyd  Patter- 
son. My  family  and  I  operate  a  true  family  dairy  farm  in  Danville, 
VT. 

The  first  thing  that  I  wanted  to  tell  the  other  Senators  and  I 
wanted  to  tell  all  the  people  in  the  audience  is  how  much  love  and 
respect  we  have  for  Pat  Leahy. 

Senator  Leahy.  Thank  you,  sir. 

Mr.  Patterson.  He  tells  it  as  it  is.  He  listens  intently  to  the 
needs  of  Vermonters  and  their  concerns.  But  he  also  tells  us  very 
frankly  what  can  and  cannot  be  done  on  the  Washington  level.  I 
make  those  comments  with  my  tongue  in  cheek  just  a  little  bit 
today.  I  really  mean  them,  Pat,  but  I  wanted  to  tell  you  that  in 
your  opening  comment  today  you  pretty  near  made  my  testimony. 

I  was  introduced  last  week  as  the  guest  speaker  at  a  Rotary  Club 
as  a  successful  farmer,  and  I  would  like  to  talk  about  that  just  a 
minute  if  I  may.  I  would  like  to  talk  about  the  meaning  of  success. 

My  wife  and  I  started  farming  35  years  ago  with  absolutely  noth- 
ing in  our  pocket.  Now,  I  want  to  tell  you  that  with  a  lot  of  hard 
work,  a  lot  of  cooperation,  and  a  lot  of  help  from  other  people  we 
have  been  able  to  maintain  that  position.  [Laughter.] 

Now,  if  success  is  measured  by  thousands  and  thousands  of  dol- 
lars in  the  bank  or  owning  the  bank,  I  want  to  tell  you,  I  am  a 
complete  failure.  Our  assets  are  tied  up  in  the  farm.  We  are  very 
proud  of  it,  but  we  are  very  concerned,  too. 

I  do  serve  as  president  of  Cabot  Farmers  Cooperative  Creamery, 
a  small  but  very  viable  co-op  in  northern  Vermont.  I  also  serve  as 
president  of  Green  Mountain  Federation  Cooperative.  That  is  a  fed- 
eration of,  if  you  will,  all  the  operating  co-ops  in  Vermont.  I  also 
serve  on  several  other  dairy  groups  as  a  member  and  as  a  director, 
both  regional  and  national. 
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For  the  past  3  years  I  have  served  on  the  committee  for  National 
Milk  Producers,  which  has  earnestly,  and  I  believe  effectively, 
sought  a  unified  position  for  dairy.  I  will  not  expound  on  that  posi- 
tion today.  I  am  sure  you  have  heard  about  it  and  you  will  hear 
more  about  it.  The  only  thing  I  want  to  say  is  that  I  am  tremen- 
dously pleased  with  the  progress  made  at  yesterday's  meeting.  I 
only  wish  to  tell  you  that  I  very  enthusiastically  support  their  posi- 
tion. 

In  my  opinion  such  a  program  would  drastically  reduce  the  cost 
to  the  Government  while  at  the  same  time  give  a  farmer  the  abili- 
ty of  controlling  his  own  destiny.  Please  listen  to  their  concerns, 
their  ideas,  and  wherever  possible  help  them  to  make  a  great  idea 
even  greater. 

Dairying  is  a  business,  but  it  is  also  a  way  of  life,  which  is  impor- 
tant to  the  economy  of  all  rural  areas  of  this  great  Nation.  I  read 
with  great  concern  about  the  problems  confronting  agriculture  in 
other  areas  of  this  country,  and  I  really  wonder  about  the  future 
for  my  children  and  grandchildren. 

A  couple  of  years  ago  I  brought  down  a  picture  of  my  grandchil- 
dren. Pat,  I  did  not  dare  to  be  that  corny  again,  but  I  want  to  tell 
you  that  I  am  truly  concerned,  very  truly  concerned  about  their 
future  in  this  great  industry.  I  believe  that  the  dairy  industry  in 
this  country  should  be  united  around  a  common  program.  Dissen- 
tion  within  our  ranks  serves  no  useful  purpose,  and  it  threatens 
the  livelihood  of  all  dairy  farmers. 

Dairy's  problems  did  not  occur  overnight.  Therefore,  we  should 
not  seek  a  solution  which  only  provides  a  quick  fix.  We  owe  the 
Congress,  the  consumer,  the  taxpayers,  the  farmers,  and  the  indus- 
tries that  rely  on  farmers  more  than  a  simple  solution. 

We  need  mture  generations  of  farmers.  We  must  devise  a  pro- 
gram which  provides  long  term  stability.  I  truly  believe  that  the 
administration's  program  shows  a  callous  disregard  for  our  future 
food  supplies,  consumer  food  costs,  farm  families,  and  the  basic 
economy  of  the  rural  areas  of  this  country. 

To  me  that  is  a  little  bit  like  cutting  your  throat  when  you  have 
a  headache.  I  want  to  emphasize  to  you  that  .the  farmers  of  Ver- 
mont are  not  asking  for  continued  Government  purchases  at  record 
levels  and  record  costs.  We  recognize  the  obligation  to  reduce  the 
cost  of  the  U.S.  Government. 

For  all  of  these  reasons  I  want  to  ask  you  to  consider  again  the 
proposal  that  will  be  brought  forth  by  the  National  Milk  Produc- 
ers, and  I  offer  to  you  my  help  and  my  support  however  small  it 
maybe. 

In  closing,  I  wish  to  thank  you  very,  very  sincerely  for  the  oppor- 
tunity to  appear  before  you  and  offer  my  thoughts  on  the  future  of 
the  dairy  industry.  Thank  you  very  mucn. 

Senator  Leahy.  Thank  you  very  much,  Lloyd  Patterson.  Mr.  Pat- 
terson, as  I  noted  before,  has  testified  before  this  committee  on  a 
number  of  occasions.  I  appreciate  it  and  I  think  it  means  a  lot  to 
the  rest  of  the  committee.  I  noticed  when  you  walked  in  Senator 
Boschwitz  and  everybody  else  recognized  you.  So  that  shows  that 
they  are  pa3ring  some  attention  to  you  here. 

Mr.  Rutherford,  who  is  the  president  of  Daiiylea  Co-op  in  Syra- 
cuse, NY,  we  are  also  glad  to  have  you  here  again. 
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Incidentally,  I  should  note,  if  I  might,  that  Senator  D'Amato 
wanted  to  be  here  for  your  testimony,  but  he  is  headed  back  to 
New  York.  Without  objection  I  will  put  Senator  D'Amato's  state- 
ment in  the  record.^ 

Gro  ahead,  please. 

STATEMENT  OF  CLYDE  E.  RUTHERFORD,  PRESIDENT,  DAIRYLEA 
COOPERATIVE,  INC.,  SYRACUSE,  NY 

Mr.  Rutherford.  Thank  you.  Senator,  for  the  opportunity  to 
speak  with  you  today  about  an  industry  which  contributes  $44  bil- 
lion to  the  economy  of  this  country.  I  am  speaking  of  the  U.S.  dairy 
industry. 

I  would  also  like  to  say  that  the  agriculture  industry  is  not  the 
problem  many  may  think.  What  is  wrong  with  having  an  abun- 
dance of  food  for  the  consumers  of  this  country  and  also  have  the 
ability  to  supply  the  needs  of  other  parts  of  the  world? 

We  need  a  balanced  agricultural  program  for  the  farming  com- 
munity. Because  I  am  a  dairy  farmer  I  would  like  to  address  the 
dairy  portion  of  the  1985  farm  bill.  A  short  18  months  ago  we  were 
discussing  the  compromise  bill.  It  was  effective  in  cutting  produc- 
tion and  cost  to  the  Government  with  a  program  fully  paid  for  by 
dairy  farmers.  Now  we  need  a  long-term  program. 

In  the  Northeast  farm  organizations  have  been  working  together 
for  nearly  a  year  to  agree  on  a  consensus  for  what  we  would  Uke  to 
have  included  in  the  1985  farm  bill.  The  group  which  I  represent 
includes  the  major  and  majority  of  the  dairy  cooperatives  in  the 
Northeast,  which  includes  Pennsylvania,  New  York,  and  New  Eng- 
land, and  the  major  farm  organizations  such  as  the  State  farm  bu- 
reaus, the  State  Granges,  Northeast  National  Farmers  Organiza- 
tion and  Northeast  Farmers  Union  Organization. 

The  items  that  we  feel  are  important  to  be  included:  One,  include 
a  national  agricultural  policy.  This  would  be  a  formal  declaration 
by  Congress  of  a  comprehensive  national  agricultural  policy,  which 
would  first  recognize  a  critcial  dependence  of  98  percent  of  our  pop- 
ulation on  2  percent  of  the  operating  farms. 

Two,  establish  a  basis  for  consistent  and  equitable  international 
trade  relationships. 

Three,  oppose  the  use  of  export  embargoes  except  where  the 
health  and  welfare  of  the  American  public  may  be  jeopardized. 

Four,  endorse  the  maintenance  of  a  reasonable  national  food  re- 
serve adequate  to  level  out  the  effects  of  widespread  adverse  condi- 
tions. 

And,  five — and  we  feel  this  is  very  important — call  for  the  estab- 
lishment of  a  monthly  computerized  data  collection  system  from 
both  public  and  private  sources  to  provide  the  Congress  and  the 
President  with  timely  and  accurate  data  about  the  economic  health 
of  the  Nation's  agricultural  community  as  reflected  by  mortgage 
and  loan  delinquencies,  sellouts,  bill  payments,  foreclosures,  and 
extras. 

The  main  parts  for  the  1985  farm  bill  relative  to  dairy  include 
continuation  of  the  present  price  support  program  and  purchase 


'  See  p.  447  for  the  prepared  statement  of  Senator  D'Amato. 
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program,  creation  of  a  new  dairynspecific  parity,  and  also  include  a 
formula  which  would  authorize  the  Secretary  of  Agriculture  to 
move  the  support  price  up  or  down  in  response  to  supply  and 
demand,  and  that  the  price  support  level  be  set  at  a  base  which  is  a 
market  clearing  level,  not  a  production  level.  The  support  price 
should  not  be  a  market  price. 

We  also  support  continuation  of  the  Federal  Milk  Marketing 
Order  System,  which  has  been  effective  for  45  years,  and  we  also 
support  the  continuation  of  the  national  dairy  promotion  program, 
which  we  strongly  feel  has  been  beginning  to  show  the  effect  of 
heavy  promotion,  which  is  fully  supported  by  dairy  farmers  and  we 
expect  the  success  of  that  will  continue  as  promotion  expands. 

The  program  we  are  suggesting  has  the  flexibility  to  work.  It  will 
cut  the  costs.  It  has  no  quotas  or  bases,  and  it  is  a  long-term  pro- 
gram. 

Thank  you  very  much. 

Senator  Leahy.  I  understand  that  some  of  your  testimony  it  has 
been  left  in  your  luggage  elsewhere,  which  we  will  include,  inciden- 
tally. 

Mr.  Rutherford.  I  will  send  it. 

Senator  Leahy.  We  will  include  that  in  the  record.^ 

Would  it  be  safe  to  conclude  that  what  you  would  like  to  see  is 
when  the  Congress  and  the  administration  get  together  to  write  a 
4-year  farm  bill,  they  actually  write  a  4-year  farm  bill? 

Mr.  Rutherford.  That  is  exactly  right.  We  would  like  to  know 
what  the  future  holds  without  many  changes. 

Senator  Leahy.  I  am  afraid  to  tell  you  that  the  consensus  is  fast 
growing  around  here  that  this  4-year  farm  bill  will  amount  to  a  1 
year  extension,  perhaps  with  changes  as  it  goes  along. 

I  have  been  here  10  years  and  I  have  not  seen  a  4-year  farm  bill 
the  last  4-years.  I  see  some  nodding  heads  in  the  audience.  I  think 
a  lot  of  you  have  been  here  longer  than  10  years. 

Has  anybody  ever  seen  a  4-year  farm  bill  the  last  4-years?  Has 
anybody  ever  seen  a  4-year  farm  bill? 

Mr.  Patterson,  along  that  line,  you  talked  about  your  family 
farm.  Yours  is  a  family  farm;  you  have  grandchildren;  you  have 
children.  You  mentioned  you  had  the  pictures  of  them  in  here  a 
couple  of  years  ago.  You  have  the  same  sort  of  feeling  toward  those 
children  as  I  do  toward  mine.  You  have  seen  our  Christmas  cards. 
Our  children  grow  each  year.  Both  your  children  and  your  grand- 
children come  to  you  and  ask  you  about  the  future  of  farming  in 
Vermont.  What  do  you  tell  them?  What  do  you  tell  them  today? 

Mr.  Patterson.  Senator,  I  am  really  telling  them  to  keep  a 
watchful  eye  on  legislation.  As  I  mentioned  in  my  testimony,  I  do 
not  own  any  banks.  What  little  money  I  have  is  invested  right  in 
the  farm.  We  do  have — I  believe  we  have  a  considerable  amount  of 
equity  in  the  farm.  I  am  concerned — I  am  very  concerned  that  it  be 
protected.  I  read  with  great  interest  about  farmers  in  the  Midwest 
losing  their  equity. 

I  am  really  concerned  that  I  hope  we  can  come  up  with  a  farm 
bill  that  does  give,  as  Mr.  Rutherford  said,  some  long-term  stiabili- 


^  Mr.  Rutherford's  statement  was  not  received  as  of  press  release. 
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ty,  and  I  guess,  to  answer  your  question,  I  cannot  be  entirely  pessi- 
mistic, but  I  really  am  telling  them  to  keep  an  eye  on  the  equity 
that  we  do  have. 

Senator  Leahy.  Again,  to  quote  Mr.  Rutherford,  if  we  do  not 
come  up  with  some  long  range  plans,  is  it  not  safe  to  say  we  are 
not  going  to  have  those  young  people  going  into  farming? 

Mr.  Patterson.  I  think  it  is  very  safe  to  say  that. 

Senator  Leahy.  I  would  hate  to  see  a  situation  where  we  are 
looking  at  one  of  the  last  generations  of  independent  farmers.  I 
think  that  that  is  the  feeling  of  everyone  in  thiis  room.  I  think  we 
would  all  agree  with  that,  and  I  think  all  consumers  agree  with 
that,  too,  if  they  really  stop  to  think  about  it.  Let  us  continue  to 
work  and  hope  that  we  can  come  up  with  the  kind  of  programs 
that  make  it  possible  for  young  people  to  farm.  We  have  an  agrari- 
an history  to  live  up  to  in  this  country.  It  has  helped  keep  this 
Nation  strong  for  a  couple  hundred  years.  We  have  to  find  a  way  to 
continue  to  do  it  for  the  sake  of  the  country. 

I  thank  all  of  you  for  coming  here.  I  know  that  every  one  of  you 
has  things  that  you  would  rather  be  doing  today,  but  you  help  in 
coming  here  as  did  the  panel  before  you  and  all  the  other  panelists. 
Thank  you. 

Mr.  Patterson.  Thank  you.  Senator. 

Senator  Leahy.  We  have  Dan  HoUingsworth,  a  dair3rman  from 
San  Jacinto,  CA,  and  Fred  Douma,  California  chairman  of  the  Milk 
Producers  Council.  I  might  say  that  Senator  Wilson,  who  is  a 
member  of  this  committee,  is  back  in  California.  He  hoped  to  be 
here  to  welcome  you  and  asked  me  to  pass  on  welcomes  to  you 
both. 

STATEMENT  OF  DAN  HOLLINGSWORTH,  DAIRYMAN,  SAN 
JACINTO,  CA 

Mr.  HoUingsworth.  Thank  you,  Mr.  Chairman.^  I  appreciate  you 
stajdng  through  your  lunch  hour  so  I  could  give  my  testimony 
before  this  committee,  and  I  think  you  have  stayed  long  enough  to 
at  least  get  some  good  news  because  I  want  to  tell  you  today  in  my 
testimony  how  we  can  solve  the  dairy  surplus  situation,  bring  milk 
supply  down  to  demand  levels,  cut  the  Commodity  Credit  Corpora- 
tion's purchases  to  4  billion  pounds,  not  cost  the  Government  any 
money,  not  cost  the  dairymen  any  money,  and  not  hurt  a  single 
producing  dair3niian  in  the  process. 

The  plan  would  work  like  this.  I  think,  first  of  all,  we  have  to 
look  at  our  goals.  We  have  a  short-term  goal  in  this  industry  and 
we  have  a  long  term  goal.  I  think  Chairman  Cochran  stated  the 
long-term  goal  just  as  well  as  I  can.  I  am  in  complete  agreement 
with  that.  In  the  short-term  goal  we  need  to  brin^  supply  down  to 
demand  levels.  We  need  to  return  some  profitability  to  this  indus- 
try, and  we  need  to  reduce  those  Commodity  Credit  Corporation 
purchases  to  less  than  4  billion  pounds  and  get  the  Government 
out  of  the  business  of  funding  an  exhorbitant  dairy  program. 

The  plan  would  work  like  this.  The  plan  is  called  the  no  net  cost 
self  help  dairy  plan,  and  it  would  be  a  total  herd  reduction  plan  on 


^  See  p.  487  for  the  prepared  statement  of  Mr.  HoUingsworth. 
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a  bid  basis  voluntarily.  A  dairyman  would  submit  his  bid.  It  would 
be  administered  by  the  USDA  under  the  direction  of  the  Secretary 
of  Agriculture. 

A  dair3rman  who  wants  to  get  into  this  program  would  say,  OK, 
you  can  have  my  cows,  my  total  herd  for  x  number  of  dollars  over 
slaughter  value.  One  might  say  $100,  $200,  $500,  whatever. 

This  plan  would  be  spread  out  over  a  period  of  6  to  12  months  to 
lessen  the  impact  on  the  red  meat  industry.  And  then  the  Secre- 
tary would  start  picking  bids.  He  would  start  at  the  $100  cows  and 
work  on  up  the  line  and  say  this  month  he  is  going  to  pick  up  to 
200,000  cows.  He  would  start  at  the  bottom  and  work  up.  When 
that  dairyman's  bid  is  accepted,  he  would  have  30  days  for  those 
cows  either  to  go  to  slaughter  or  export.  This  process  would  contin- 
ue for  6  to  12  months. 

He  would  also  further  agree  that  he  is  going  to  remain  out  of 
business  for  a  specified  period  of  time. 

By  the  way,  along  with  this  bid  he  would  send  a  copy  of  his 
creamery  statement  for  the  past  12  months  so  the  Secretary  knows 
exactly  how  much  production  they  are  taking  offline.  When  we  get 
down  to  that  4  billion  pounds  it  would  cease.  This  is  our  short-term 
goal. 

Now,  what  have  we  accomplished?  At  this  point  in  time  we  have 
gotten  the  dair3rman  out  of  business  who  wanted  out  at  his  price 
voluntarily.  We  have  reduced  the  Commodity  Credit  Corporation's 
purchases  to  that  4  billion  pounds.  The  Government  is  completely 
out  of  the  business  of  buying  excess  product,  and  we  have  not  hurt 
a  single  dairyman  in  the  process. 

Let  us  look  at  the  costs  on  this.  Let  us  say  that  we  take  out  1 
million  cows  and  the  cost  on  that  1  million  cows  would  be  $450  mil- 
lion if  we  take  an  estimated  cost  of  $450  per  cow.  Now  we  have 
$450  million,  then  let  the  remaining  dair3niien  pay  for  that  over  a 
period  of  36  months. 

If  we  divide  that  $450  million  by  36  months,  you  will  find  it  is 
$12  million  a  month. 

Senator  Leahy.  This  only  works  if  those  dairymen  who  want  to 
sell  their  cattle  really  want  to  get  out  forever. 

Mr.  Hollingsworth.  That  is  right,  and  it  may  not  be  forever,  but 
it  should  be  a  specified  period  of  time.  I  do  not  know  what  that 
magic  number  is.  Some  say  5  years.  Some  say  1  year.  Some  say 
none.  But  I  think  it  should  be  a  factor  in  there.  He  is  doing  th^ 
voluntarily.  It  may  be  a  person  who  wants  to  retire.  It  may  be  a 
person  who  says,  well,  I  can  pay  off  my  banker  this  way  and  we 
can  go  out  and  at  least  buy  a  home  in  town  and  do  something  else. 

This  is  going  to  happen  an3rway.  But  let  me  look  at  costs.  If  you 
take  $450  million  and  divide  that  by  36  months  you  have  $12  mil- 
lion a  month.  Now  we  have  reduced  production  down  to  about  125 
or  126  billion  pounds  a  year.  At  120  billion,  1  cent  a  month  will 
raise  $1  million.  So  this  plan  is  going  to  cost  about  12  cents  per 
hundredweight  with  an  interest  factor  throw  in.  It  would  be  14 
cents.  That  is  based  on  an  average  cost  of  $450  per  cow.  You  will 
not  know  what  that  cost  is  until  the  program  is  over.  But  the  sav- 
ings to  the  taxpayer  are  immense  under  this  program.  Take  a  cow 
producing  12,000  pounds  of  milk  per  year.  Take  storage  and  pur- 
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chase  costs  and  all  of  that  at  $17  a  hundredweight.  That  is  $2,040 
for  every  cow  you  take  out. 

If  you  take  out  1  million  cows  it  is  $2  billion.  They  are  going  to 
come  out  an3rway  one  way  or  the  other.  They  have  to  go. 

Npw,  I  do  not  want  to  dwell  too  much  on  this,  but  another  thing 
we  could  do  is  instead  of  taking  the  support  price  cut  in  July  is 
freeze  that  support  at  $12.10.  This  program  could  be  started  now.  It 
does  not  have  to  wait  until  September  30.  It  is  a  startup  ahead  of 
that  1985  farm  bill  to  get  us  back  in  balance  and  then  address 
these  other  problems  on  a  long  term  basis. 

Many  of  them  have  been  advanced  today  on  how  to  keep  that 
supply  and  demand  in  balance.  There  are  many  proposals  I  can 
agree  with. 

But  I  want  to  read  something  to  you.  I  want  to  quote  it,  so  I 
should  read  it.  It  was  a  statement  by  Deputy  Secretary  Lyng  before 
this  committee  on  April  14,  1983,  in  which  he  said:  "A  solution  to 
the  dairy  problem  must  be  unique.  It  should  be  designed  to  strike 
directly  at  the  heart  of  the  situation." 

He  further  quoted  the  Secretary  of  Agriculture's  dairy  policy 
statement  issued  the  month  before  in  March  1983  in  which  the  Sec- 
retary urged  that  a  solution  embrace  these  principles: 

It  should  allow  freedom  of  initiative  for  an  individual  dcdryman.  It  should  not 
force  him  to  operate  under  any  t3rpe  of  restrictive  system. 

It  should  maintain  the  basic  t3rpe  of  program  that  has  served  producers  and  the 
industry  so  well  since  1949. 

It  should  lower  dairy  surpluses  by  simultaneously  reducing  milk  production  and 
increasing  consimiption. 

It  should  be  simple  to  administer  and  easily  understood  by  dairy  farmers. 

It  should  give  the  Secretary  of  Agriculture  the  flexibility  over  time  to  adjust  the 
program  to  changing  supply  and  demand  situations. 

Proposals  which  embrace  these  principles  will  receive  the  support  of  this  adminis- 
tration. 

These  principles  are  just  as  valid  today  as  they  were  2  years  ago. 
The  no  net  cost,  self  help  dairy  plan  with  a  support  price  reflecting 
market  conditions  coupled  with  a  promotion  program  already  in 
effect  embraces  all  of  these  principles  and  deserves  the  support  of 
Congress  and  the  administration  and  should  be  enacted  as  soon  as 
practicable. 

I  also  should  mention  that  the  program  I  have  outlined  here 
today  has  been  endorsed  by  the  Washington  State  Dairjrmen's  Fed- 
eration, which  is  a  trade  association  in  the  State  of  Washington 
that  represents  about  1,000  dairymen  in  that  State. 

It  has  also  been  endorsed  by  the  Northwest  Dairymen's  Associa- 
tion, which  is  a  producer  group  of  1,500  members  in  the  four  States 
in  the  Northwest. 

I  presented  this  plan  to  a  group  of  the  dairy  leadership,  at  the 
Western  Conference  of  Dairymen,  in  Reno  the  day  before  yester- 
day. There  are  a  few  signatures  here  from  our  neighborhood.  With 
the  balance  from  the  conference  with  82  signatures  in  support  of 
this  program  that  I  would  like  to  make  a  part  of  the  record.^  These 
people  are  in  13  different  States. 


^  Retained  in  the  committee  files. 
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I  know  that  I  could  add  more  to  this,  but  I  will  leave  some  time 
for  questions.  Thank  you  very  much,  Mr.  Qiairman,  for  the  oppor- 
tunity to  be  here  today. 

Senator  Leahy.  Thank  you  very  much.  I  am  going  to  want  to 
think  over  that  plan  a  bit  and  I  may  even  send  a  couple  of  ques- 
tions out  to  you.  That  is  the  first  I  have  heard  of  this  particular 
plan,  and  I  suspect  other  members  we  will  have  some  questions. 

Please  go  ahead,  Mr.  Douma. 

STATEMENT  OF  FRED  DOUMA,  CHAIRMAN,  MILK  PRODUCERS 

COUNCIL 

Mr.  Douma.  Thank  you,  Mr.  CSiairman.  My  name  is  Fred 
Douma.  I  am  a  dairy  producer  from  southern  California.*  I  am  aJso 
the  chairman  of  the  Milk  Producers  Council,  a  trade  association  of 
dairy  producers.  My  testimony  today  is  endorsed  by  all  of  the  vari- 
ous producer  groups  in  southern  Ccdifomia  and  in  concert  in  prin- 
ciple with  the  majority  of  the  dairy  industry  in  California. 

Our  proposals  for  the  1985  farm  act  dairy  programs  can  be  divid- 
ed into  four  basic  positions.  The  first  position  is  a  firm  belief  in  the 
necessity  of  maintaining  the  current  type  of  purchase  program; 
that  is  outright  purchase  of  cheese,  butter,  and  nonfat  powder.  This 
t3rpe  of  program  is  necessary  to  maintain  stability  in  the  dairy  in- 
dustry because  of  the  very  perishable  nature  of  fluid  milk  products 
and  response  time  to  changing  market  conditions.  Response  time  to 
a  tight  market  is  at  a  minimum  2y2  years  to  enable  the  necessary 
increase  in  milking  cows  to  come  on  line. 

Conversely,  once  a  signal  is  given  to  increase  production  and  the 
necessary  increase  of  replacement  heifers  has  taken  place,  the  re- 
sponse time  to  change  a  flooded  market  is  equally  as  long  since  the 
increase  in  replacement  heifers  has  already  happened. 

This  natural  response  time  to  change  in  market  demands  and 
the  inverse  relationship  in  the  commercial  marketplace  to  produc- 
tion and  consumption  should  clarify  the  necessity  of  maintaining  a 
truly  market  related  Support  Program.  Any  dairy  program  should 
truly  be  a  Price  Stabilization  Program  and  not  a  Price  Enhance- 
ment Program. 

Our  second  position  is  to  achieve  for  the  long  term  a  tie  between 
the  support  price  for  dairy  products  and  the  real  cost  of  producing 
mUk.  A  dairy-specific  parity  index  as  developed  by  the  National 
Milk  Producers  Federation  appears  to  achieve  this  goal.  This  type 
of  index  has  the  ability  to  track  current  and  actual  costs  of  produc- 
ing milk,  whereas  the  parity  index  which  exists  in  current  law  has 
very  little  relationship  to  milk  production  costs. 

The  third  position  that  we  support  is  the  application  of  mandato- 
ry and  discretionary  supply-demand  adjustments  to  any  price 
which  is  determined  through  a  dairy-specific  index.  This  kind  of  ad- 
justment would  enable  the  Secretary  to  achieve  a  proper  market 
oriented  price.  A  3  to  4  billion  pounds  of  milk  equivalent  purchase 
by  the  Commodity  Credit  Corporation  should  be  the  base  level  to 
implement  either  a  plus  or  minus  factor  to  the  index  price.  Any 


'  See  p.  490  for  the  prepared  statement  of  Mr.  Douma. 
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increase  in  import  quotas  of  dairy  products  should  be  added  to  the 
base  level  of  CCC  purchases. 

Our  fourth  position  is  the  acceptance  of  the  $11.60  per  hundred- 
weight support  price,  which  appears  to  be  inevitable  under  current 
law  to  be  the  price  on  July  1  of  this  year,  as  a  support  price  until 
expected  CCC  purchases  are  below  4  billion  pounds  of  milk  equiva- 
lent. We  believe  this  price  level  will  accomplish  this  goal  by  Octo- 
ber 1986  unless  feed  prices  do  not  make  the  expected  and  justified 
upward  adjustment. 

As  a  last  resort  we  could  accept  a  standby  authority  after  Octo- 
ber 1986  for  further  adjustment  below  the  $11.60  per  hundred- 
weight support  price,  of  50-cent  increments  if  the  goal  of  4  billion 
pounds  if  CCC  purchases  is  still  not  expected  to  be  achieved. 

The  groups  that  I  represent  emphatically  oppose  any  program  or 
even  standbv  authority  for  a  Milk  Support  Program  based  on 
quotas,  production  bases,  diversion  payments,  producer  assess- 
ments, or  similar  programs.  Adjustments  in  production  and  con- 
sumption must  be  accomplished  through  adjustments  in  the  price. 
Any  diversion  program  or  quota  system  will  and  has  created  distor- 
tions in  available  milk  supplies  in  some  areas  while  maintaining 
CCC  purchases  in  other  areas. 

Assessments  on  all  milk  production  are  a  penalty  on  producers 
who  are  serving  the  commercial  market  and  creates  a  source  of 
funds  to  purchase  products  from  areas  which  are  unable  or  unwill- 
ing to  serve  a  greater  share  of  the  commercial  market. 

Likewise,  quota  programs  would  prohibit  the  proper  allocation  of 
resources  to  the  production  areas  which  are  the  most  efficient 
sources  of  milk  to  a  particular  area  because  of  cost  and  location  of 
that  milk.  A  Voluntary  Diversion  Program  would  also  have  as  its 
main  outfall  the  desire  for  producers  to  make  temporary  cutbacks 
in  production  with  the  goal  of  being  in  a  position  to  return  to  full 
capacity  at  the  end  of  any  contract  period.  This  does  not  achieve 
the  necessary  adjustment  needed  for  long  range  solutions. 

The  price  alternative  will  send  the  proper  signal  to  producers. 
More  importantly,  the  demand  side  of  the  supply-demand  equation 
will  respond  witn  increased  sales  of  dairy  products.  Recent  history 
can  only  emphasize  this  important  fact.  When  milk  production  de- 
creased by  1  percent  the  commercial  use  of  dairy  products  in- 
creased by  3  percent.  This  was  the  result  of  stable  and  lower  prices 
and  the  improved  economy  in  general.  This  increase  in  commercial 
use  of  dairy  products  has  played  a  major  role  in  reducing  CCC  pur- 
chases in  the  past  marketing  year. 

Senator  Leahy.  Which  do  you  think  was  more  important,  an  im- 
proved economy  or  lowering  of  prices? 

Mr.  DouMA.  Improved  economy.  We  urge  your  consideration  and 
support  for  a  price  and  market  oriented  Dairy  Support  Program. 
We  oppose  any  type  of  base,  diversion,  and  assessment  type  of  pro- 
gram. We  oppose  any  consideration  of  a  Target  Price  Program  with 
deficiency  payments  for  dai^. 

A  Dairy  Price  Support  Fro^am  with  appropriate  and  timely 
supply^emand  adjustments  will  achieve  the  necessary  stability 
needed  in  the  dairy  industry  to  maintain  the  milk  production  nec- 
essary to  adequately  serve  the  consuming  public  with  a  necessary 
and  vital  food  product  at  the  most  reasonable  price. 
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Thank  you. 

Senator  Leahy.  Gentlemen,  are  you  involved  in  discussions  with 
your  counterparts  or  counterpart  groups  in  other  parts  of  the  coun- 
try on  dairy  matters? 

Mr.  DouMA.  Yes,  we  are. 

Senator  Leahy.  There  is  a  growing  feeling  by  some  that  it  is 
California  versus  the  rest  of  the  country.  Certainly  you  have  heard 
some  of  those  same  complaints  or  I  assume  you  have.  Milk  produc- 
ers in  other  parts  of  the  country  feel  that  they  have  a  more  diffi- 
cult time  getting  a  milk  program  enacted  because  California  pro- 
duction will  skew  whatever  happens  elsewhere. 

Do  you  have  any  thoughts  about  that? 

Mr.  DouMA.  I  wish  the  rest  of  the  country  would  come  to  Califor- 
nia and  look  at  our  pricing  structure  and  see  what  actually  has 
been  the  case.  Yes,  we  have  our  own  State  pricing  system.  During 
this  program  with  the  50-cent  adjustment  and  the  support  price 
coming  down,  the  California  bottom  price,  which  equates  to  the 
MW  price,  which  is  the  bottom  price  for  market  milk  manufactur- 
ing, the  California  price  at  the  bottom  is  $11.69. 1  think  the  MW  in 
February  was  $12.20. 

The  high  that  California  got  through  the  Jiily  through  December 
swing  in  the  market  for  the  MW  increase,  we  got  up  to  $12.17  for  1 
month,  the  same  time  period  that  MW  price  was  $12.72. 

Now,  the  change  in  the  class  I,  California  has  been  accused  of  in- 
sulating ourselves  from  the  assessment.  Yes,  it  was  put  in  as  cost 
in  our  class  I  formula,  and  it  affected  the  class  I  price  to  the  extent 
of  about  21  cents.  It  affected  the  producer  quota  price  by  about  18 
cents. 

The  swing  in  the  MW  price  at  the  same  time  in  the  rest  of  the 
Nation  almost  offset  the  entire  45-cent  assessment.  The  State  pric- 
ing structure  and  the  minimum  prices  set  are  the  prices,  the  only 
prices  we  are  able  to  get  if  we  do  not  have  the  cooperative  struc- 
ture where  we  are  going  to  get  overorder  premiums. 

Class  I  comparisons,  just  recently  I  wrote  them  down  on  the  35 
cities  that  the  USDA  prints  once  a  month.  For  February  1985  the 
Federal  order  minimum  average  class  I  price  for  these  35  cities  is 
$14.55.  The  co-op  price  added  on  that  was  $15.38.  The  California 
class  I  price  in  February  1985  was  $13.67. 

Now,  I  do  not  understand  why  we  get  those  kind  of  concerns 
from  the  rest  of  the  Nation. 

Senator  Leahy.  I  thought  you  might  like  me  to  ask  the  question, 
however.  I  could  see  that  you  had  given  some  thought  to  what 
might  be  an  answer. 

Mr.  HoLUNGSWORTH.  Mr.  Chairman,  may  I  make  one  more  com- 
ment? 

Senator  Leahy.  Yes. 

Mr.  HoLUNGSWORTH.  It  seems  to  me  that  since  we  started  drop- 
ping the  support  price  from  $13.10  and  now  we  are  looking  at 
$11.60,  that  all  these  price  decreases  while  inflation  is  still  going 
up  are  for  one  reason  only,  and  that  is  to  reduce  the  supply  of  milk 
in  this  country  and  to  freeze  out  a  bunch  of  dairjrmen. 

We  can  go  through  bankruptcies,  forced  sales,  and  all  kinds  of 
these  stressful  situations,  but  until  those  cattle  go  to  slaughter  or 
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export  we  have  not  accomplished  a  thing  toward  our  goal.  There  is 
an  easier  way  to  do  it,  and  that  is  all  I  have  to  say. 

Senator  Leahy.  Thank  you,  Mr.  HoUingsworth.  Mr.  Douma, 
thank  you.  I  appreciate  your  being  here,  and  you  were  good  to 
come  this  far.  Thank  you. 

I  would  like  to  ask  Dr.  Cook,  Dr.  Knutson,  Mr.  O'Connell,  Mr. 
Anderson,  and  Mr.  Randall  to  come  forward,  please,  if  they  might. 
We  will  start  with  Dr.  Cook.  Go  ahead,  sir. 

STATEMENT  OF  DR.  ROBERT  COOK,  PROFESSOR,  MICHIGAN 
STATE  UNIVERSITY,  EAST  LANSING,  MI 

Dr.  Cook.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
appear  before  this  committee.  I  was  sitting  back  there  thinking 
why  I  am  here  and  I  am  here  for  a  couple  of  reasons.  One  is  be- 
cause I  think  your  staff  are  real  good  bird  dogs.  They  found  me  in 
a  hotel  in  Baltimore  yesterday  and  asked  me  to  appear  here  this 
morning. 

Senator  Leahy.  I  should  point  out  that  my  previous  incarnation 
was  as  a  prosecutor.  When  my  staff  used  to  find  somebody  in  a 
hotel,  they  were  usually  arresting  him.  I  note  for  the  record  that 
that  was  not  this  case;  Dr.  Cook  was  there  in  connection  with  his 
profession  and  he  did  us  a  favor  by  coming  back  here.  Go  ahead, 
sir. 

Dr.  Cook.  Thank  you.  I  am  Robert  Cook,  professor  in  animal  sci- 
ence at  Michigan  State  University,  and  my  job  is  to  work  on  the 
development  of  new  technologies  in  dairy  cattle  production  that 
improves  efficiency  of  production.  We  have  developed  a  new  tech- 
nology, and  I  think  that  is  what  is  interesting  the  committee  right 
now,  that  increases  milk  production  by  10  percent.  It  is  now  being 
commercialized  by  the  Tennessee  Eastman  Co. 

This  product  has  been  under  investigation  for  about  20  years, 
and  it  has  been  through  all  the  appropriate  research.  It  was  ap- 
proved for  sale  in  November  1984.  In  November  of  1984  a  test  mar- 
keting program  was  started  in  Michigan  and  this  test  marketing 
program  was  successful.  Now  Eastman  Chemical  Co.  have  author- 
ized the  sale  of  this  new  product  in  Michigan  beginning  March  1  of 
1985. 

The  product  is  sold  now  only  in  Michigan,  but  as  I  understand 
their  program  they  will  develop  a  test  marketing  program  in  seven 
Northeastern  States  this  year  and  then  from  there  they  will  go  to 
the  Midwest  region,  and  probably  in  1986  they  will  go  nationwide 
with  this  new  product. 

This  has  been  a  product  that  originated  at  the  university.  We 
have  worked  over  the  years  in  cooperation  with  Eastman  Chemical 
Co.,  as  I  said,  and  they  have  commercialized  it.  We  believe  it  is  a 
major  advance  in  dairy  cattle  nutrition.  It  gives  a  10-percent  in- 
crease in  milk  production.  There  is  no  increase  in  feed  consump- 
tion. So  there  is  a  major  improvement  in  efficiency.  Dairy  farmers 
now  have  an  opportunity,  I  think,  to  use  this  to  improve  their  effi- 
ciency and  at  the  same  time  probably  increase  milk  production. 

Senator  Leahy.  It  is  an  interesting  idea  that  you  raise.  I  raised 
this  idea  in  Vermont  earlier  this  week  and  I  raised  a  question 
about  it  with  the  Department  of  Agriculture.  I  asked  USDA  what 
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steps  they  have  taken  in  embryonics?  They're  talking  about  the 
super  cow.  I  have  this  image  of  one  big  cow  up  in  New  England. 
All  the  New  England  States  hooked  onto  the  cow.  With  three  or 
four  other  cows  strategically  placed  around  the  country  we  have 
the  MX  of  cows. 

I  applaud  what  you  are  doing.  I  think  it  is  important  to  lower 
the  production  costs  for  farmers.  I  hope,  though,  at  some  point  ev- 
erybody will  figure  out  what  all  these  improvements  in  efficiency 
mean.  To  what  extent  does  efficiency  also  require  people  to  get  out 
of  dairy  farming?  Are  there  other  things  that  farmers  can  go  into? 

I  am  going  to  ask  the  staff  to  take  over  at  this  point  for  the  rest 
of  the  hearing,  something  I  rarely  do.  I  have  agreed  to  join  in  a 
bipartisan  effort  of  some  significance,  at  the  request  of  the  Republi- 
can leadership.  I  mention  that  only  to  indicate  that  it  is  something 
I  am  tr3dng  to  do  of  a  bipartisan  nature.  I  am  going  to  ask  staff  to 
listen  to  the  rest  of  the  testimony. 

I  apologize  greatly.  It  is  not  a  matter  of  lack  of  interest.  As  the 
staff  knows,  I  actually  sit  down  and  read  the  testimony  that  comes 
in  here.  Today's  hearing  is  about  a  matter  that  is  of  obvious  impor- 
tance to  me,  not  just  as  a  Vermonter,  but  as  a  senior  member  of 
this  committee. 

We  are  going  to  have  to  enact  a  dairy  program  that  makes  sense. 
We  are  going  to  have  to  keep  changing  and  we  are  going  to  adopt  a 
position  that  reflects  the  realities  of  the  marketplace.  If  we  are 
able  to  do  that,  we  will  owe  a  great  deal  of  thanks  to  people  like 
you  who  will  take  the  time  to  come  to  help  us  as  we  grope  along. 
None  of  us  have  a  magic  formula  here.  If  any  one  Senator  at  this 
table  could  be  told,  "OK,  you  write  the  program.  It  will  pass  auto- 
matically and  the  President  will  sign  it,'  I  do  not  think  any  one  of 
us  would  know  precisely  what  to  do. 

We  have  the  difficulty  that  we  have  to  do  it  bit  by  bit  and  com- 
promise by  compromise. 

The  record  will  stay  open  for  further  statements  and  questions. 

Mr.  NiRENBERG.  Dr.  Knutson. 

STATEMENT  OF  DR.  RONALD  D.  KNUTSON,  PROFESSOR,  AGRICUL- 
TURAL AND  FOOD  POLICY  CENTER,  TEXAS  A&M  UNIVERSITY, 
COLLEGE  STATION,  TX 

Dr.  Knutson.  I  appreciate  the  discussion  on  technology  that  just 
preceded  me  because  my  statement  is  very  closely  related  to  that.^ 
We  have  done  a  lot  of  research  at  Texas  A&M  on  dairy  policy  and 
on  dairy  technology.  The  most  important  finding  of  our  research  is 
that  the  dairy  industry  is  on  the  verge  of  a  technological  revolu- 
tion. This  revolution  holds  the  potential  for  generating  chronically 
surplus  milk  supplies  and  marked  regional  shifts  in  milk  produc- 
tion. 

Even  with  the  wisest  policy  decisions,  these  conditions  will  foster 
extensive  economic  and  social  turmoil  in  the  industry  in  the  next 
10  years  or  the  next  20  years.  The  majority  of  the  milk  today  is 
produced  in  the  Northeast  and  in  the  upper  Midwest  on  some 
150,000  farms  that  are  characterized  as  typical  family  farm  dairies. 


^  See  p.  493  for  the  prepared  statement  of  Dr.  Knutson. 
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They  have  from  20  to  150  cows  per  farm.  In  contrast,  only  5,000 
well  managed  dairy  farms  of  a  scale  typical  of  the  Southwest  dairy- 
ing could  produce  all  of  the  milk  sold  commercially  in  the  United 
States  in  1985;  5,000  farms  could  produce  all  of  the  milk  that  we 
need  in  this  country  today. 

According  to  USdA  statistics  and  an  Office  of  Technology  Assess- 
ment study  released  this  week  by  this  committee,  these  large  scale 
farms  are  clearly  the  most  efficient  in  the  United  States. 

In  the  past  the  dairy  industry  has  been  relatively  stable.  Dairy 
policy  has  played  an  important  role  in  fostering  this  stability.  In 
the  future.  Government  will  have  a  more  diffici^t  time  promoting 
stability  and  if  it  is  overly  aggressive  in  trjdng  to  stabilise  the  in- 
dustry, surpluses  and  high  Government  expenditures  wiU  be  the 
rule  rather  than  the  exception. 

One  of  the  lessons  of  dairy  policy  over  the  past  decade  has  been 
that  the  milk  industry  has  great  potential  for  generating  surpluses. 
Unless  these  surpluses  are  curbed  in  their  infancy,  they  have  ad- 
verse effects  on  other  segements  of  agriculture  including  beef  pro- 
ducers and  margarine  manufacturers  as  we  have  he£uxl  in  these 
hearings. 

In  light  of  these  research  results,  conditions,  and  observations, 
the  following  suggestions  are  made  for  future  dairy  policy. 

One,  the  major  goal  of  dairy  policy  should  be  to  facilitate  adjustment 
in  the  dairy  industry  to  a  supply-demand  balance  while  providing 
every  opportunity  for  all  sizes  and  types  of  milk  producers  to  com- 
pete. 

Two,  the  price  support  purchase  program  should  be  continued  in  its 
present  form.  The  support  price  levels  should  by  law  be  adjusted 
automatically  to  achieve  a  relative  supply-demand  balance.  This 
can  be  accomplished  automatically  by  using  either  a  supply- 
demand  adjuster  as  has  been  discussed  or  by  a  producer  assessment 
that  covers  the  cost  of  a  substantial  proportion  of  the  purchase  pro- 
gram. 

Three,  authorization  for  the  current  dainr  diversion  proeram 
should  be  continued  on  an  enabling  and  self-nnancing  basis.  When 
surplus  conditions  warrant,  it  could  then  be  implemented  on  a 
targeted  regional  basis  without  delay.  With  an  effective  supply-de- 
mand adjuster  it  should  not  be  necessary  to  use  the  diversion  pro- 
gram very  often,  if  ever. 

Four,  authorization  should  be  provided  for  a  special  targeted  study 
of  the  problems  of  technology  transfer  and  generation  to  family  sized 
dairy  farms.  These  are  the  farms  that  are  going  to  be  in  the  greatest 
difficulty  in  the  next  two  decades. 

Such  authorization  should  consider  both  the  extension  and  re- 
search dimensions  of  the  problem.  It  should  also  explicitly  recog- 
nize the  role  of  cooperatives  in  developing  technology  transfer 
mechanisms. 

Five,  a  special  study  should  be  authorized  of  needed  adjustments  in 
the  federal  milk  marketing  order  system  in  recognition  of  changes 
in  the  economics  of  milk  production.  Such  a  study  should  have  a 
tools  orientation.  The  concept  of  a  single  basing  point  for  geograph- 
ic pricing  of  milk  may  now  be  obsolete.  Major  adjustments  in  the 
Federal  order  system  are  likely  now  needed.  The  precise  nature  of 
those  adjustments  require  serious  study  and  evaluation. 
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In  conclusion,  let  me  emphasize  that  the  pace  of  change  in  the 
industry  is  accelerating.  Dairy  policy  must  be  sufficiently  flexible 
to  cope  with  that  change.  This  can  best  be  accomplished  with  pro- 
grams that  automatically  adjust  support  prices  to  market  clearing 
levels. 

Even  with  such  a  policy  change*  special  attention  will  need  to  be 
given  to  surplus  and  structural  change  issues  evolving  from  techno- 
logical dynamics  of  the  dairy  industry.  Thank  you. 

Mr.  NiRENBERG.  Thank  you  very  much.  Mr.  O'Connell,  you  are 
next. 

STATEMENT  OF  RICHARD  T.  O'CONNELL,  PRESIDENT, 
CHOCOLATE  MANUFACTURERS  ASSOCIATION 

Mr.  O'CoNNELL.  Thank  you.  My  name  is  Richard  T.  O'Connell.^  I 
am  president  of  the  Chocolate  Manufacturers  Association.  CMA 
represents  about  15  manufacturers  of  chocolate  and  cocoa  products. 
We  provide  a  wide  variety  of  chocolate  products  including  baking 
chocolate,  chocolate  confections,  chocolate  syrups,  and  cocoa  for 
drinking  purposes  and  chocolate  flavored  milk. 

Our  members  are  also  basic  manufacturers  and  ingredient  sup- 
pliers for  ice  cream,  bakery  goods,  cereals,  biscuit,  and  cracker 
products.  We  use  about  $430  million  worth  of  milk  annually,  and 
we  are  the  third  largest  user  of  milk  for  processing  after  cheese 
and  ice  cream. 

Milk  chocolate  consists  of  about  90  percent  of  the  total  chocolate 
confectionary  sales.  About  20  percent  of  a  chocolate  bar  is  milk.  In 
keeping  with  the  directive  given  at  the  beginning  of  the  hearing,  I 
will  not  comment  on  the  Diversion  Program,  except  to  say  we  hope 
it  ends  on  March  31. 

CMA  has  studied  the  possible  consequences  of  three  proposals: 
One,  continuing  the  present  dairy  program  assuming  the  price  sup- 
port will  be  $11.60  after  July  1;  two,  the  administration's  dairy  pro- 
posal; and,  three,  the  dairy  program  submitted  by  Senator  Helms. 

The  details  of  our  appraisal  of  these  alternatives  are  in  our 
longer  and  more  comprehensive  testimony  which  we  have  submit- 
ted for  the  record. 

In  short,  we  believe  the  continuation  of  current  policy  means  a 
continuation  of  current  problems,  and  we  are  concerned  that  the 
administration's  plan  will  lead  to  instability  and  price  swings  over 
the  next  several  years. 

The  program  on  which  we  want  to  offer  comments  today  is  S. 
616,  the  comprehensive  legislation  introduced  by  Senator  Helms. 
Under  the  Helms  bill  the  dairy  price  support  for  fiscal  1986  will  be 
$11.60  per  hundred  weight.  In  following  years  the  Secretary  would 
set  milk  price  support  levels  as  necessary  to  stabilize  government 
purchases  between  2  and  4  billion  pounds  annually. 

We  are  in  favor  of  a  program  which  limits  Government  pur- 
chases. We  believe  S.  616  would  achieve  a  close  balance  between 
mUk  supply  and  use  in  the  later  years  of  the  proposal;  by  gradually 
reducing  supports  it  would  avoid  incentives  to  overproduce.  It 
would  also  avoid  price  instability.  However,  we  have  some  prob- 


'  See  p.  496  for  the  prepared  statement  of  Bir.  O'Connell. 
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lems  with  the  first  2  years  of  the  proposed  program.  Because  the 
price  support  remains  at  $11.60  per  hundredweight  for  fiscal  1986 
Government  costs  will  remain  high  as  net  removals  increase. 

Under  S.  616  we  predict  Government  costs  of  $1.9  billion.  Since 
purchases  will  be  8.2  billion  pounds  in  fiscal  1987,  the  price  support 
would  be  reduced  only  cents  75  per  hundredweight  when  a  $1  per 
hundredweight  reduction  is  needed. 

In  general,  S.  616  adjusts  dairy  price  supports  about  1  year 
behind  the  need.  We  believe  the  price  supports  should  be  reduced 
at  least  50  cents  per  hundredweight  in  April  1986  with  another  50 
cents  per  hundredweight  in  October  1986.  It  is  important  to  make 
the  reductions  early  and  steady  in  small  increments.  We  have  two 
other  concerns  about  the  Helms  proposal.  We  believe  the  Secretary 
should  be  given  more  discretion  and  this  is  included  in  our  written 
testimony. 

We  also  believe  the  Secretary  should  be  required  to  examine  the 
regional  implication  of  price  support  changes  in  each  of  his  annu€d 
projections.  The  industry  is  very  different  from  region  to  region. 
Some  of  the  recent  problems  have  come  from  different  region^  re- 
sponses and  failures  to  respond.  More  comprehensive  regional  anal- 
ysis each  year  would  improve  the  accuracy  and  usefulness  of  these 
forward  looks. 

In  my  testimony  I  have  reviewed  a  number  of  proposed  changes 
to  the  dairy  program,  some  rather  simple,  some  more  complex. 
CMA  believes  simplicity  is  the  key  to  an  effective  dairy  program. 
The  dairy  program  has  been  considered  by  Congress  seven  times  in 
the  last  4  years.  All  kinds  of  proposals  have  been  attempted. 

The  one  simple  proposal  which  has  never  been  adopted  is  the 
easiest  to  implement  and  the  most  economically  rational.  And  that 
is  simply  lower  the  price  support.  A  lower  price  support  will  de- 
crease production,  decrease  Government  purchases  and  costs,  and 
decrease  the  retail  price  of  the  product.  The  elimination  of  exces- 
sive surpluses  and  the  decrease  in  retail  prices  will  balance  the  in- 
terests of  the  producer,  the  consumer,  the  taxpayer,  and  the  user. 
What  more  could  anyone  want  from  a  dairy  program?  Thank  you. 

Mr.  NiRENBERG.  Thank  you  very  much.  Mr.  Anderson. 

STATEMENT  OF  ROBERT  F.  ANDERSON,  EXECUTIVE  DIRECTOR, 
NATIONAL  CHEESE  INSTITUTE  AND  AMERICAN  BUTTER  INSTI- 
TUTE 

Mr.  Anderson.  My  name  is  Robert  F.  Anderson.  I  am  the  execu- 
tive director  of  the  National  Cheese  Institute  and  the  American 
Butter  Institutes.  I  am  pleased  to  summarize  the  views  of  the  proc- 
essors of  over  half  the  milk  produced  in  this  country.  The  full  text 
has  been  submitted.^ 

Our  members'  primary  purpose  is  to  supply  butter  and  cheese  to 
the  commercial  trade.  However,  we  also  have  the  responsibility 
under  the  Dairy  Price  Support  Program  to  provide  the  processing, 
packaging,  and  sales  link  between  the  farmer  and  the  Commodity 
Credit  Corporation.  We  assume  this  task  willingly  because  experi- 
ence has  shown  the  importance  of  that  link  to  market  stability  in 


^  See  p.  498  for  the  prepared  statement  of  Mr.  Anderson. 
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the  dairy  industry.  Dairying  is  in  many  ways  unique.  This  unique- 
ness is  understood  by  governments  of  countries  with  substantial 
dairy  industries. 

Each  of  these  governments  have  dairy  policies  that  are  intended, 
among  several  objectives,  to  promote  stability  in  the  dairy  indus- 
try. We  are  here  today  to  discuss  the  roles  our  Government  should 
take,  and  I  think  we  have  probably  discussed  it  quite  a  bit.  It  is 
awfully  hard  at  this  late  date  to  say  anything  pieuticularly  new 
except  to  say  that  it  is  veir  heartening  to  see  the  dairy  industry  to 
united  behind  one  proposal.  I  do  not  think  the  Government  can  say 
in  the  future  the  dairy  industry  was  not  united  behind  the  propos- 
al, and  that  is  stability  in  the  dairy  industry. 

ABI  and  NCI  have  just  conducted  a  lengthy  and  profound  review 
of  the  various  dairy  policy  proposals.  As  a  result,  we  wish  to  go  on 
record  as  favoring  a  dairy  policy  which  would  utilize  a  Commodity 
Purchases  Program  to  bring  about  a  supply  and  demand  market 
within  a  5-year  period.  We  favor  this  policy  because  it  is  positive, 
workable,  and  it  is  a  workable  program. 

I  suppose  each  industry  believes  they  are  different  and  in  need  of 
special  attention.  Hearings  such  as  this  one  will  sort  out  the  facts 
and  give  you  folks  some  ideas.  We  submit  the  following  factors  are 
in  fact  unique  to  the  dairy  industry  and  not  other  agricultural  in- 
dustries and  are  important  enough  to  deserve  special  legislative 
consideration. 

One,  production  of  milk  requires  special  inputs.  We  have  heard  tes- 
timony to  that  effect. 

Two,  choice  of  the  rate  of  output  is  severely  limited  for  milk  pro- 
duction. 

Three,  entering  or  leaving  milk  production  involves  the  major  shift 
in  capitsd  structure. 

Four,  harvesting  of  a  field  crop  is  a  sinde  time  thing.  In  contrast, 
milk  is  harvested  two  or  three  times  a  day  every  day  of  the  year. 
Milk,  being  perishable,  must  move  off  the  farm  in  a  rapid  and  or- 
derly manner.  Milk's  value  on  any  given  day  is  a  function  of  the 
supply  available  that  day  and  the  demand.  The  flow  of  milk,  not 
the  unit  of  milk,  must  be  priced. 

Five,  the  processor  assembly  of  milk  is  costly  and  must  be  sched- 
uled well  in  advance  to  prevent  quality  deterioration. 

These  are  mcgor  unique  factors  which  distinguish  dairying  from 
other  agriculture  industries.  However,  the  underlying  conditions 
that  make  the  dairy  industry  in  the  United  States  work  is  stability. 
And  that  is  what  we  are  all  talking  about  today.  Milk  cannot  be  set 
aside  to  wait  for  the  market  to  open  up.  It  must  be  sold. 

The  Product  Purchase  Program  we  recommend  provides  that 
measure  of  stability  which  permits  the  flow  of  milk  to  acUust  to 
market  needs  in  an  orderly  manner.  Without  that  stability  we 
could  again  witness  the  chaotic  market  conditions  I  saw  as  a  youth 
in  Iowa.  I  am  sure  Senator  Melcher  might  have  joined  me  on  Dead 
Man's  Hill  south  of  Sioux  City  to  see  those  very,  very  scenes  as 
farmers  fought  one  another  and  there  were  bloody  battles.  Milk 
was  tipped  over  and  flowed  all  over  the  ground  mingled  with  their 
blood.  It  was  a  terrible  scene. 

As  a  kid,  I  can  just  tell  you  it  does  not  ever  need  to  be  repeated 
again.  Congress  took  action  to  bring  back  stability  into  the  dairy 
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industry,  and  since  1949  the  Dairy  Price  Support  Program  has  for 
the  most  part  successfully  accomplished  its  goal.  For  all  its  35 
years  the  program  has  assured  the  consumer  an  adequate  supply  of 
dairy  products  at  a  reasonable  price,  and  the  dairy  farmer  was  as- 
sured a  market. 

The  undergirding  principle  of  product  purchases  remains  today 
and  for  the  future  the  major  factor  needed  to  maintain  the  stabili- 
ty vital  to  the  dairy  industry.  It  is  also  apparent  that  the  price  sup- 
port level  works  better  if  it  is  a  floor  rather  than  a  ceiling  to  the 
market.  Events  also  indicate  the  original  percent  of  parity  equiva- 
lent index  is  no  longer  relevant. 

The  key  to  a  workable  Product  Purchase  Program  is  to  keep  the 
support  price  at  a  level  which  is  slightly  below  market  clearing 
prices.  This  will  assure  a  measure  of  stability  to  the  producer  and 
the  consumer  without  overloading  the  Government  warehouses  or 
the  need  for  the  market  disruptions  of  giveaway  programs. 

Dair^  price  acUustments  for  the  near  future  are  expected  to  be 
reductions  using  some  t3rpe  of  triggering  level  probably  based  on 
net  market  removals.  Therefore,  the  cheese  industry,  which  must 
store  its  product  several  months  before  it  is  ready  for  the  market, 
recommends  that  the  adjustment  be  made  once  a  year  and  that  it 
be  made  in  April.  October  is  a  bad  time  for  adjusting  prices.  This  is 
a  time  when  the  seasonal  increase  of  production  and  an  adjustment 
in  the  market  is  expected.  Further,  the  announcement  should  be 
made  in  early  March  so  that  the  commercial  market  can  react  and 
make  adjustments  to  minimize  inventory  losses.  That  is  based  on 
the  factors  that  are  occurring  right  at  this  very  moment.  People 
are  not  buying  butter  or  cheese.  They  are  waiting  for  the  drop  in 
price. 

The  cheese  industry  also  urges  CCC  to  increase  the  price  at 
which  Government-owned  cheese  is  sold  back  to  the  trade  from  110 
to  115  percent  of  purchase  price.  TTiis  would  encourage  commercial 
long  hold  storage.  In  addition  to  this  action  to  encourage  commer- 
cial storage  of  cheese  the  Government  should  also  state  that  any 
reduction  in  a  sell-back  price  in  effect  when  a  support  level  de- 
crease is  announced  will  not  be  lowered  for  3  months.  This  protects 
the  commercial  inventory  of  stored  cheese  from  being  devcdued  by 
a  lower  priced  Government-stored  cheese. 

In  a  different  vein,  we  believe  any  plan  that  could  place  200,000 
dairy  farmers  on  a  list  to  get  supplement  deficiency  payments  under 
a  target  pricing  system  would  not  get  Government  out  of  dairying. 
Furthermore,  the  target  price  level  would  be  a  bone  of  contention 
fought  over  and  argued  about  within  these  halls  and  everywhere 
and  nobody  would  be  a  winner. 

In  conclusion,  we  recommend  that  any  revisions  to  the  dairy  pro- 
gram should  retain  the  product  purchase  provision  as  the  under- 
girding  principle  that  would  maintain  the  stability  so  essential  to 
dairving.  This  feature  should  be  coupled  with  a  procedure  that 
would  carefully,  efficiently,  and  effectively  bring  about  a  more  bal- 
anced supply  and  demand  market  in  which  the  Government  is  not 
the  primary  market  or  price  leader. 

The  purpose  of  the  program  should  have  the  Government  as  the 
silent,  nonmvolved  partner. 

Mr.  NiRKNBERG.  Thank  you.  Mr.  Randall,  you  are  next. 
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STATEMENT  OF  DONALD  A.  RANDALL,  EXECUTIVE  VICE  PRESI- 
DENT AND  GENERAL  COUNSEL,  NATIONAL  INDEPENDENT 
DAIRY  FOODS  ASSOCIATION 

Mr.  Randall.  Thank  you.^  The  National  Independent  Dairy 
Foods  Association  is  a  national  trade  association  of  independent 
dairy  processors,  manufacturers,  and  distributors  of  fluid  milk  and 
a  variety  of  dairy  food  products. 

The  concerns  that  we  have  are  that  as  we  go  to  a  market  orient- 
ed program  that  we  will  create  great  imbalances  in  the  market  be- 
cause of  the  current  structure  of  the  various  entities  that  are  in- 
volved in  production  of  the  milk  products  and  in  marketing  it. 

We  generally  support  the  basic  principles  and  some  of  tne  specif- 
ic provisions  of  the  administration  s  bill  and  also  support  Chairman 
Helms'  bill.  We  subscribe  to  MIF's  philosophy  with  respect  to  the 
farm  support  program. 

We  are  more  than  concerned  about  the  program  in  the  sense 
that  we  believe  that  Congress  must  not  place  the  Agricultural  Mar- 
keting Act  off  limits  and  the  thousands  of  r^ulations  that  apply  to 
it. 

It  will  not  be  easy  to  get  into  other  areas,  but  the  enormity  of 
the  problem  demands  that  Congress  revise  the  entire  system,  not 
just  the  price  support  program.  It  is  necessary  to  change  the  act  to 
make  it  more  effective,  fair,  and  more  compatible  with  our  new 
market  directed,  oriented  industry. 

This  is  why  we  propose  specific  amendments  to  the  AMAA. 
There  are  other  amendments  that  should  be  under  consideration, 
but  we  think  that  this  is  a  basic  start.  Although  we  support  the 
administration,  we  do  not  want  to  go  the  full  mile  that  they  have 
called  for  here,  and  we  think  that  if  we  fail  to  address  the  Agricul- 
tural Marketing  Adjustment  Act  inequities,  that  we  will  see  fur- 
ther deterioration  in  the  proprietary  processing  facilities  through- 
out the  country. 

From  1975  to  1985  we  had  a  drop  from  7,000  to  about  1,200  in 
that  category. 

NIDA's  members  are  concerned  about  the  large  interstate,  re- 

S'onal  cooperatives  who  have  immense  marketing  power.  Thev 
ive  the  power  to  impose  over-order  premium  prices  for  fluid  milk 
and  to  influence  market  order  provisions.  Our  small,  tax  paying, 
proprietary  companies  need  to  be  assured  that  Congress  will  not 
create  a  situation  in  which  we  will  become  victimized  by  a  reorga- 
nization of  our  market  oriented  dairy  policy. 

I  have  an  attachment  that  I  would  like  to  submit  for  the  record 
which  are  our  proposed  amendments  themselves.  I  will  try  to  be 
very  brief  to  wind  up  with  these. 

No.  1,  is  to  clarify  the  public  consumer  interest  in  the  market 
orders  by  requiring  the  Secretary  to  make  specific  public  consumer 
interest  determinations  prior  to  issuing  or  amending  any  of  the 
orders. 

No.  2,  direct  that  the  cooperatives  are  required  to  make  full  dis- 
closure to  their  members  of  the  gross  sales  receipts  for  their  milk 
and  all  accounts  withheld,  deducted,  or  charged  against  their  milk 


^  See  p.  501  for  the  prepared  statement  of  Mr.  Randall. 
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checks.  We  believe  that  the  failure  of  the  cooperatives  to  inform 
their  members  about  the  costs  of  their  processing  and  manufactur- 
ing has  directly  resulted  in  an  overprocessing  capacity  in  the 
United  States  to  a  great  degree,  and  they  have  mortgaged  the  milk 
checks  of  their  members  by  doing  so.  We  think  that  a  uniform  re- 
quirement of  disclosure  would  help  to  bring  some  discipline  to  tiie 
cooperatives  in  that  area. 

No.  3,  require  cooperatives  to  pay  Federal  order  minimum  prices 
to  members  in  cash  when  cooperatives  compete  with  noncoopera- 
tive  handlers. 

No.  4,  to  make  block  voting  optional;  that  is,  the  Secretary  could 
allow  block  voting  by  cooperative  managers  for  all  of  their  produc- 
ers at  his  discretion,  but  the  Secretary  would  be  required  to  take  a 
sample  poll  on  market  orders  and  changes.  The  independent  pro- 
ducers are  disenfranchised  by  the  block  voting  procedures. 

No.  5,  prevent  any  added  barriers  in  milk  market  orders  by  ex- 
panding the  antibarrier  section  to  prohibit  any  regulations  which 
impede  the  free-market  movement  and  sale  of  milk  and  dairy  prod- 
ucts. I  was  glad  to  see  that  Senator  Kasten  and  Dr.  Knutson  had 
both  indicated  an  interest  in  the  changing  of  the  market  orders. 

No.  6,  give  concurrent  jurisdiction  to  the  U.S.  Attorney  Genercd 
in  the  Justice  Department  to  enforce  the  Capper-Volstead  Act  for 
undue  price  enhancement. 

And  while  these  amendments  are  not  all  inclusive,  they  are  a 
good  start  and  we  think  necessary  in  this  year.  We  do  support  a 
more  careful  study  of  the  market  order  issues,  but  we  do  not  be- 
lieve you  can  wait  until  1990  to  get  the  results.  You  would  have  a 
disaster  among  the  proprietary  processors  in  the  meantime.  Tliank 
you. 

Mr.  NiRKNBERG.  Thank  you  very  much.  Let  me  state  that  the 
record  will  be  kept  open  as  Senators  will  likely  have  some  ques- 
tions to  send  to  each  of  you. 

I  do  have  some  questions  here  for  the  combined  panel.  Dr.  C!ook, 
I  want  to  thank  you  for  joining  us  today.  It  was  on  very  short 
notice.  As  you  are  aware  the  committee  is  very  interested  in  tech- 
nological developments  that  are  facing  the  industry.  I  was  wonder- 
ing, how  long  do  you  project  it  will  be  before  your  feed  additive  is 
available  to  farmers  anywhere  in  the  country? 

Dr.  Cook.  I  think  that  probably  this  will  be  marketed  nationwide 
in  the  middle  of  1986.  But  that  does  not  mean  that  it  will  penetrate 
the  total  dairy  market  by  the  middle  of  1986.  It  depends  on  the 
farmer  acceptance.  I  think  it  is  a  useful  product,  and  I  would  hope 
that  within  3  years  it  would  penetrate  at  least  80  percent  of  the 
market. 

Mr.  NmENBERG.  De  you  have  any  basis  for  making  a  prediction 
as  to  the  extent  to  which  the  product  will  be  accepted  by  farmers? 

Dr.  Cook.  Well,  it  seems  from  the  first  test  marketing  program 
that  it  is  going  to  be  readily  accepted.  At  least  65  percent  of  the 
farmers  tlmt  have  used  it  said  they  would  purchase  it.  So  I  think  it 
is  going  to  penetrate  the  market  rapidly. 

Mr.  NmENBERG.  When  the  bovine  growth  hormone  is  available 
commerdally,  will  farmers  use  both  your  additive  and  the  hormone 
or  will  they  have  to  choose  between  these  two  products? 
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Dr.  Cook.  Well,  that  is  a  point  of  discussion  now  in  the  scientific 
community,  and  it  is  really  not  known.  The  introduction  of  bovine 
growth  hormone  is  probably  5  to  7  years  away.  So  we  have  to  see 
what  the  acceptance  is  of  our  product.  But  I  suspect  that  it  is  prob- 
ably one  or  the  other  that  may  be  used. 

Mr.  NiRENBERG.  What  is  the  cost-benefit  ratio  that  a  farmer  will 
experience  using  your  product? 

Dr.  CkK)K.  The  industry  marketing  this  now  is  pricing  it  so  that 
the  farmer  has  a  2  to  1  return  on  his  investment.  Of  course,  if  it 
penetrated  the  total  dairy  industry,  we  calculate  it  would  amount 
to  probably  an  increase  in  efficiency  of  about  $1  billion  annually. 
Of  course,  that  is  assuming  that  it  penetrates  the  total  dairy 
market. 

Mr.  NiRENBERG.  That  is  $1  million? 

Dr.  CkK)K.  $1  billion. 

Mr.  NiRENBERG.  Thank  you.  And  a  last  question,  this  product, 
does  it  affect  in  any  way  the  dairyman's  feed  requirements? 

Dr.  C!ooK.  It  does  not.  Usually  for  most  technologies  that  have 
been  developed  for  dairy  cattle  nutrition,  if  a  cow  produces  more, 
she  eats  more.  This  is  not  the  case  for  this  product.  The  cow  pro- 
duces more  and  consumes  the  same  or  in  some  cases  even  less  feed. 
So  it  is  a  mcgor  improvement  in  efficiencv. 

Mr.  NiRENBERG.  If  dairymen  start  calling  up  the  committee  to 
find  out  more  about  where  they  can  get  your  product,  where  do  I 
send  them? 

Dr.  Cook.  I  will  pass  the  buck  to  Eastman  Chemical  Co.,  I  think, 
in  Kingsport,  TN.  That  is  the  headquarters  for  the  marketing  divi- 
sion. They  are  the  people  to  talk  to. 

Mr.  NiRENBERG.  Thank  you.  Dr.  Knutson,  I  understand  you  par- 
ticipated in  the  OTA  report. 

Dr.  Knutson.  I  certainly  did. 

Mr.  NiRENBERG.  Did  the  report  at  all  consider  the  product  which 
Dr.  Cook  and  his  associates  have  produced? 

Dr.  Knutson.  It  did  not  consider  that  specific  product.  It  did  con- 
sider the  bovine  growth  hormone  as  one  of  the  technology  changes, 
and  as  vou  know,  the  conclusion  of  that  report  was  that  as  these 
new  technologies  come  into  use  they  are  going  to  technically  favor 
larger  scale  dairy  farmers  because  they  tend  to  be  the  first  adopt- 
ers of  those  new  technologies. 

Mr.  NiRENBERG.  As  you  have  said  a  couple  of  times,  the  dairv  in- 
dustry will  trend  towards  larger  farms  generally  in  the  Sun  Belt.  Is 
there  anything  that  Congress  can  do  to  change  or  buffer  this  trend 
and  would  you  specifically  recommend  any  of  these  actions? 

Dr.  Knutson.  Well,  I  think  there  are  two  important  areas  of 
action,  one  related  to  the  issue  of  research  and  extension.  I  think 
that  there  really  needs  to  be  a  major  thrust,  as  Senator  Kasten  in- 
dicated toward  research  and  extension  involving  moderate  sized 
dairy  farms,  terget  programs. 

Presumably  these  farms  would  be  concentrated  in  the  Northeast 
and  the  upper  Midwest.  The  research  would  emphasize  the  produc- 
tion of  technologies  that  are  not  size  biased — that  do  not  favor 
large  farms.  The  effort  would  target  extension  programs  to  technol- 
ogy transfer  related  to  moderate  size  farm  survivial  The  second 
point  I  would  make  relates  to  the  Federal  milk  marketing  order 
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^stem.  As  you  know,  we  have  priced  milk  on  the  basis  of  Eau 
Claire  plus  transportation  costs  for  most  of  the  United  States.  That 
has  resulted  in  a  much  higher  price  in  southern  regions  of  the 
United  States  than  in  the  Midwest. 

The  original  concept  of  Eau  Claire  plus  was  that  Eau  Claire,  WI 
was  the  center  of  the  most  efficient  milk  production  region  in  the 
United  States.  Now  the  OTA  study— and  I  might  say  the  USDA 
studies  indicate  this  as  well — the  upper  Midwest,  the  Northeast  is 
no  longer  the  most  efficient  place  to  produce  milk.  Under  those  cir- 
cumstances one  could  say  maybe  it  ought  to  be  Tulaire,  CA  plus  as 
your  pricing  base.  I  am  not  suqgesting  that,  but  what  I  am  suggest- 
ing is  that  the  old  basis  for  pricing  milk  is  no  longer  relevant  to 
the  industry.  We  need  to  take  a  look  at  what  kinds  of  basing  points 
are  needed  in  the  milk  industry  to  get  milk  moved  geograplucally 
where  it  is  needed,  but  not  to  generate  high  production  of  milk  in 
r^ons  where  you  do  not  really  need  it. 

So  I  think  the  Federal  order  change  systems  and  the  research 
and  extension  systems  are  the  two  areas  where  you  need  msgor 
new  studies  and  emphasis  in  terms  of  helping  traditional  produc- 
tion regions  to  survive  and  make  an  efficient  industry. 

Mr.  NiRENBERG.  Well,  please  feel  welcome  to  provide  the  conmiit- 
tee  with  specific  recommendations  in  that  regard.  I  was  wondering, 
you  had  said  that  our  entire  milk  supply  could  be  produced  by 
5,000  farms  in  the  Southwest.  Is  there  any  geographical  or  other 
barriers  that  place  a  limit  as  to  how  much  production  in  the  South- 
west could  grow? 

Dr.  Knutson.  Sure.  I  did  not  mean  to  imply  that  those  farms 
would  all  be  located  in  the  Southwest.  What  I  meant  to  say  is  that 
we  have  now  technologies  in  the  dairy  industry  which  favor  some 
very,  very  large  scale  farm  operations.  These  technologies  are  not 
just  the  bovine  growth  hormone  or  embryo  transplant  technology. 
There  is  a  whole  host  of  new  technologies  coming  on  board. 

Presumably  the  large  scale  farms  are  going  to  be  located 
throughout  the  U.S.  geographically.  There  are  limits  on  how  much 
milk  you  would  want  to  produce  in  the  Southwest,  for  example.  Ob- 
viously, there  is  no  reason  why  the  CCC  should  be  buying  all  of  the 
surplus  dairy  products  from  California.  But,  on  the  other  hand,  you 
can  see  why  increased  cheese  production  in  California  might  be  jus- 
tified. 

The  point  is  that  not  all  the  milk  is  going  to  be  produced  in  the 
Southwest,  but  that  it  is  going  to  be  produced  on  larger  scale  farms 
unless  we  do  some  things  to  neutralize  the  effect  on  the  middle 
sized  family  farm  operations. 

Mr.  NmENBERG.  Thank  you.  Mr.  Randall  and  Mr.  Anderson  and 
Mr.  O'Connell,  we  all  heard  earlier  today  a  discussion  about  con- 
sumer prices.  Do  you  have  any  thoughts  as  to  the  degree  in  which 
reductions  of  support  level  are  passed  on  to  the  consumers  in  each 
of  your  product  areas? 

Mr.  O  CoNNELL.  A  few  years  ago  the  Council  on  Wage  and  Price 
Stability  did  a  study,  and  it  concluded  that  our  industry — that  is 
the  chocolate  and  confectionary  industry — was  one  of  the  better 
ones  for  passing  along  price  changes  to  the  consumer.  We  have  to 
take  into  account  about  55  percent  of  our  total  costs  of  production 
are  ingredients  and  our  main  ingredients  are  cocoa  products,  choco- 
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late,  sugar,  and  milk.  There  is  a  blend  of  prices  depending  on  the 
coordination  of  those  four  ingredients. 

But  by  and  large  in  nonbar  goods — and  I  want  to  qualify  that — 
we  try  to  reflect  the  price  changes.  Now  in  bar  goods — that  is  the 
chocolate  bars — ^we  use  a  nickel-ending  price.  In  other  words  the 
prices  is  times  5$.  And  price  movement  has  an  accordian  effect. 
Prices  increase  until  we  reach  the  next  nickel-ending  price  and  as 
further  ingredient  prices,  inflation,  labor  costs,  or  other  operational 
costs  rise  tiie  bar  good  prices  are  raised  another  5  percent. 

Basically  this  has  been  the  historic  price  movement  since  infla- 
tion began  in  the  late  1960's. 

Mr.  NiRENBERG.  Mr.  Anderson? 

Mr.  Anderson.  I  do  not  have  anything  specific  except  to  look  at 
the  record  which  indicates  that  both  butter  and  cheese  prices  have 
traditionally  been — the  index  has  been  under  for  r^ular  foods. 

Thejr  go  up  faster  than  they  come  down.  I  know  ttiat.  That  is  the 
historic  level  and  industry  does  not  have  much  to  say  about  that. 
But  there  are  adjustments  made  weekly  through  the  marketplace 
and  I  think  they  go  through  rather  rapidly. 

Mr.  NiRENBERG.  Thank  you. 

Mr.  Randall.  The  one  observation  that  I  would  make  is  that  the 
artificial  barriers  that  are  established  through  the  cooperatives' 
manipulations  of  the  market  orders  very  often  influences  the  abso- 
lute price  that  the  processor  has  to  pay  for  it.  The  co-ops'  ability  to 
unilaterally  impose  overorder  premium  prices,  for  instance,  above 
the  support  price  creates  an  artificial  increase  in  the  price.  While 
you  may  be  reducing  the  support  prices  they  may  be  raising  them 
with  artificial  barriers  and  artificial  price  enhancements  of  that 
nature. 

So  you  are  not  going  to  get  an  offset  in  reduction  of  cost  at  the 
manidfacturing  level.  Now,  given  where  we  are  going  with  a 
market-oriented  policy  where  market  forces  can  work,  then  I  think 
you  will  see  the  pass-through  because  manufacturers  in  competi- 
tion with  one  another  are  going  to  reflect  the  most  efficient,  cost 
productive  price  at  the  consumer  level  that  they  can  in  order  to 
compete.  So  I  think  we  have  something  to  look  forward  to,  but  not 
as  long  as  the  market  orders  and  barriers  that  exist  together  with 
the  power  of  the  cooperatives  to  raise  prices  unilaterally  in  over- 
order  actions. 

Mr.  NiRENBERG.  Mr.  Randall,  in  your  testimony  you  raise  a 
number  of  concerns  about  the  internal  operation  of  the  coopera- 
tives. Do  you  find  that  farmers  share  these  concerns  or  are  not 
aware  of  them? 

Mr.  Randall.  Our  members  tell  us  that  they  do  not  understand. 
The  farmers,  the  members  themselves  of  the  cooperatives  do  not 
have  a  democratic  understanding  of  what  their  cooperatives  are 
doing  in  manufacturing  and  how  that  cost  is  imposed  upon  them. 
That  is  why  our  amendment  suggested  that  if  they  are  going  to  get 
into  the  processing  side  of  it,  the  members  themselves  should  have 
an  understanding  of  what  those  manufacturing  costs  are  going  to 
be  and  not  have  it  simply  passed  through  by  deduct  to  their  milk 
check.  Make  them  go  directly  to  the  members  and  tell  them  here  is 
what  we  want  to  do.  Help  us  raise  the  capital  and  do  it  just  like 
private  industry  does  it.  Then  you  will  have  discipline  in  those  de- 
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cisions  to  produce  and  to  process.  They  now  are  undisciplined  in 
that  regard. 

Mr.  NiRENBERG.  Mr.  Randall,  I  have  heard  that  there  is  about  70 
percent  more  nonfat  dry  milk  production  capacity  than  is  required 
by  commercial  demand.  Does  this  sound  reasonable  and  is  there  a 
comparable  excess  capacity  for  butter  and  cheese? 

Mr.  Randall.  I  do  not  think  I  could  comment  on  that  particular 
aspect  of  it. 

Dr.  Knutson.  Let  me  comment  on  that.  There  is  a  substantial 
excess  capacity  in  butter  and  nonfat  dry  milk  simply  because  that 
is  the  cheapest  way  to  process  residual  supplies  of  milk  in  a 
market.  In  the  southern  markets  throughout  the  United  States  you 
have  to  have  some  facilities  to  handle  flush  milk  supplies  in  the 
spring  of  the  year.  Instead  of  building  a  large  cheese  plant,  which 
is  much,  much  more  expensive  per  hundred  pounds  to  process,  you 
build  a  butter-powder  plant.  Therefore,  I  would  argue  that  there  is 
a  justification  for  substantial  excess  capacity  in  the  butter-powder 
segment,  while  you  would  have  less  justification  for  excess  capacity 
in  cheese. 

Mr.  Anderson.  I  guess  I  do  not  know  of  any  excess  capacity  in 
cheese.  There  are  some  large  plants  converting  to  cheese  and  we 
may  see  excess  capacity  in  cheese,  certain  styles  of  cheese;  cheddar, 
for  example.  We  are  as  an  industry  trying  to  convert  to  other 
styles  of  cheese,  making  the  imported  styles  so  that  those  are  avail- 
able. 

Mr.  NiRENBERG.  Thank  you  very  much.  Once  again  we  appreciate 
you  gentlemen  having  such  patience  serving  in  the  cleanup  slot  of 
our  lineup.  The  record  will  be  kept  open  for  additional  comments. 
Thank  you  very  much.  Meeting  adjourned. 

[Whereupon,  at  1:15  p.m.,  the  committee  recessed,  to  reconvene 
at  9:30  a.m.,  Monday,  March  25,  1985,  in  room  328-A  Russell 
Senate  Office  Building.] 
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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 

Feed  Grain  Issues 


MONDAY,  MARCH  25,  1985 

U.S.  Senate, 
Committee  on  Agriculture,  Nutrition,  and  Forestry, 

Washington,  DC. 
The  committee  met,  at  9:41  a.m.,  in  room  SR-328-A,  Russell 
Senate  Office  Building,  Hon.  Thad  Cochran  presiding. 

Present:  Senators  Cochran,  Zorinsky,  Melcher,  Dixon,  and 
Heflin. 

STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM 

MISSISSIPPI 

Senator  Cochran.  The  committee  will  please  come  to  order. 

Today  we  continue  our  hearings  in  connection  with  the  writing 
of  the  1985  farm  bill.  Today  our  hearing  focuses  on  the  feed  grain 
programs.  These  include  the  programs  for  com,  sorghum,  barley, 
and  oats. 

The  outlays  from  the  Commodity  Credit  Corporation  under  the 
1981  farm  bill  for  these  programs  are  estimated  by  the  Department 
of  Agriculture  to  be  $17.8  billion.  This  represents  28  percent  of  the 
total  net  expenditures  under  the  Federal  Government's  farm  pro- 
gram. 

It  is  interesting,  though,  to  observe  how  widely  these  outlays 
have  fluctuated  from  one  year  to  the  other.  One  year  there  was 
$6.8  billion  in  outlays  compared  with  a  surplus — a  negative  $758.4 
million — in  another  year.  This  indicates  a  great  deal  of  instability 
as  far  as  cost  to  the  Government  and  projected  revenues  for  farm- 
ers under  these  programs.  We  are  interested  in  looking  at  ways  to 
improve  the  opportunities  for  farmers  to  operate  at  a  profit  and  to 
bring  greater  stability  into  the  feed  grain  programs. 

We  are  happy  this  morning  to  have  Senator  Larry  Pressler  of 
South  Dakota  as  our  leadoff  witness  for  this  hearing.  Senator  Pres- 
sler is  one  of  the  leaders  in  the  Senate  in  the  agriculture  area, 
even  though  he  is  not  a  member  of  this  committee. 

We  welcome  you,  Senator,  and  you  may  proceed  as  you  choose. 
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STATEMENT  OF  HON.  LARRY  PRESSLER,  A  U.S.  SENATOR  FROM 

SOUTH  DAKOTA 

Senator  Pressler.  Well,  thank  you  very  much,  Senator  Ckx^hran, 
and  my  colleague  Senator  Grassley  for  this  chance  to  testify  before 
the  Senate  Agriculture  Committee,  I  shall  be  very  brief. 

I  want  to  start  off  by  noting  something  in  this  morning's  paper 
that  I  think  is  of  significance  to  agriculture.  I  noted  that  the  Presi- 
dent said  on  Saturday  night  at  a  gridiron  dinner,  which  is  off  the 
record,  but  the  Washington  Post  has  the  President  quoted  in  a  hu- 
morous note  that  he  quipped  '1  think  we  should  keep  the  grain 
and  export  the  farmers."  Now,  the  Post  goes  on  to  say  that  the  joke 
fell  flatter  than  a  bad  wheat  crop.  I  was  present.  The  Post  asked 
me  what  I  thought  afterwards,  and  I  said  I  did  not  think  it  was 
funny  and  I  did  not  laugh.  I  know  that  these  occasions  are  meant 
for  good  humor  and  mirth.  I  do  not  mean  to  be  a  spoil  sport,  but  at 
a  time  when  so  many  farmers  are  in  trouble,  I  think  it  indicates  a 
level  of  insensitivity  by  the  White  House,  by  the  writers  and  the 
President. 

For  example,  if  large  numbers  of  workers  in  this  country  were 
unemployed  and  suffering,  I  do  not  think  that  the  President  of  the 
United  States  would  make  a  joke  about  them  at  an  annual  dinner 
of  this  sort. 

I  do  not  mean  to  be  a  bad  sport,  but  I  think  some  word  of  apol- 
ogy or  explanation  should  be  issued  by  the  White  House  on  this 
quote.  I  think  it  is  an  unfortunate  quote,  and  wanted  to  say  that  I 
sense  there  is  a  level  of  insensitivity  at  some  levels  in  the  Wliite 
House  if  not  the  President  himself  on  this  issue.  That  is  my  feeling. 
I  wanted  to  make  that  a  part  of  the  record. 

Turning  to  my  statement,  Mr.  Chairman,  I  would  like  to  summa- 
rize and  to  read  parts  of  it  into  the  record.  I  will  cover  some  of  the 
highlights. 

I  Gist  would  like  to  thank  you  for  allowing  me  to  testify  today  on 
the  1985  farm  bill.  This  committee  should  be  commended  for  the 
extensive  hearings  it  is  holding  on  this  important  legislation.  I  un- 
derstand today's  hearing  will  focus  on  the  feed  grains  program  of 
the  farm  bill,  and  I  will  focus  my  comments  to  the  feed  grains  pro- 
gram, but  would  also  like  to  make  a  few  comments  on  the  other 
sections  of  the  farm  bill. 

As  you  know,  earlier  this  year  I  introduced  S.  250,  legislation  to 
authorize  a  feed  grains  program,  as  well  as  programs  for  wheat, 
export  promotion,  and  soil  conservation.  S.  250  was  the  first  mcgor 
farm  bill  propc^al  introduced  this  year.  The  key  part  of  the  grain 
support  program  in  S.  250  is  a  tiered  target  price  program.  For  ex- 
ample, a  com  farmer  would  receive  a  target  price  of  $3.13  per 
bushel  for  production  up  to  10,000  bushels,  a  target  price  of  $2.98 
per  bushel  for  production  between  10,000  and  20,000  bushels,  and  a 
target  price  of  $2.83  for  production  between  20,000  and  30,000  bush- 
els. There  would  be  a  limitation  of  30,000  bushels  of  com  per  farm 
that  would  be  eligible  for  farm  price  support  payments.  There  are 
several  benefits  to  a  program  of  this  type: 

Rrst,  the  family  farm  and  preservation  of  the  family  farm 
system  are  important  issues  of  concern  in  rural  America.  I  might 
add,  Mr.  Chairman,  in  this  mornings'  Post  also,  not  to  be  quol^ 
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the  Post  continuously  here,  but  Ward  Sinclair  had  an  article  about 
the  enormous  productivity  of  many  of  the  big  California  farms. 
Some  of  these  farms  have  subsidized  irrigation  and  other  benefits. 
A  dryland  family  farmer  can  hardly  compete  against  this.  The  plan 
that  I  am  putting  forth  would  give  some  recognition  to  the  smaller 
producer. 

The  tiered  target  price  program  responds  to  that  concern  by  di- 
recting price  support  benefits  to  fanmyHsize  farmers  and  limiting 
the  amount  of  benefits  large  corporate  farms  would  receive.  The 
bushel  limitations  for  each  commodity  were  based  on  national  av- 
erage production  of  those  grains  per  farm.  Along  with  the  bushel 
limitation,  there  would  be  a  $20,000  total  payment  limitation.  Such 
a  program  would  substantially  increase  support  for  family  farmers 
while  holding  program  expenses  within  budget  constraints. 

Two,  the  cost  of  farm  programs  potentially  could  be  reduced  sig- 
nificantly. If  payments  were  limited  to  the  levels  specified  in  my 
bill,  we  would  not  have  producers  receiving  millions  of  dollars  in 
farm  program  benefits  as  we  had  in  the  PK  Program.  Tlie  need 
for  acreage  reduction  programs  and  payments,  as  well  as  their  ex- 
pense, would  be  reduced.  Producers  would  not  have  an  incentive  to 
increase  acreage  or  their  production  basis  if  they  did  not  receive 
deficiency  payments  based  on  their  total  production.  Without  the 
constant  pressure  to  produce  the  maximum  number  of  bushels, 
farmers  would  very  likely  become  more  diversified  and  increase 
soil  conservation  efforts. 

Three,  our  grain  would  be  competitive  on  the  world  market.  S. 
250  contains  a  provision  for  a  commodity  loan  program,  but  it 
would  be  set  at  a  market  clearing  level.  The  loan  program  would 
return  to  its  original  purpose.  Limitations  would  also  be  placed  on 
the  amount  of  grain  that  could  be  put  under  loan.  Production 
beyond  the  support  limits  would  be  sold  on  the  open  market  for 
whatever  price  it  might  bring.  A  farmer  might  produce  100,000 
bushels  of  com.  Thirty  thousand  bushels  of  that  com  would  be  eli- 
gible for  support  payments.  Seventy  thousand  bushels  of  that  com 
would  be  sold  on  the  open  market.  This  would  make  U.S.  grain 
more  price  competitive  on  the  world  market  and  increase  our  agri- 
cultural exports. 

I  believe  this  concept  would  help  both  family  farmers — ^by  provid- 
ing them  with  an  adequate  price  support  system  and  increased  ex- 
ports— and  the  American  taxpayer — by  potentially  reducing  the 
cost  of  farm  programs  to  the  Federal  Government.  I  would  hope 
that  the  committee,  during  its  consideration  of  the  1985  farm  bill 
would  carefully  consider  this  concept  of  a  tiered  price  support  pro- 
gram. 

Any  feed  grains  program  or  general  farm  program  must  have  in- 
creased agricultural  exports  as  one  of  its  key  provisions.  It  is  cru- 
cial that  we  aggressively  promote  our  farm  products  abroad  and 
expand  our  export  markets.  This  can  be  accomplished  by  the  con- 
tinuation of  a  strong  Public  Law  480  program,  the  Blended  Credit 
Program,  and  the  GSM-102  Export  Credit  Guarantee  Program. 

The  development  of  an  intermediate-term  export  credit  program 
and  the  use  of  barter  trade  and  long-term  grain  agreements  should 
also  be  included  in  the  1985  farm  bul.  Effectively  increasing  domes- 
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tic  farm  prices  through  the  market  requires  that  we  all  agree  on 
agricultural  export  expansion. 

The  feed  grains  program  must  also  be  compatible  with  an  effec- 
tive soil  conservation  program.  If  American  agriculture  is  to  con- 
tinue to  produce  record  crops,  it  is  essential  that  we  reduce  soil  ero- 
sion. Conservation  programs  should  include  the  "sodbuster"  provi- 
sions to  discourage  the  further  plowing  of  highly  erodible  land,  and 
also  a  program  to  encourage  farmers  to  invest  in  soil  conservation 
projects,  such  as  shelterbelts. 

In  conclusion,  I  once  again  urge  the  committee  to  carefully  con- 
sider the  target  price  concept  and  other  features  of  S.  250  when  the 
1985  farm  bUl  is  drafted.  I  believe  the  concepts  in  S.  250  provide 
many  €ulvantages  which  would  help  to  reduce  farm  program  costs, 
while  still  providing  an  adequate  safety  net  for  family  farmers. 

I  thank  you  for  the  opportunity  to  testify,  and  I  would  be  happy 
to  answer  any  questions  you  might  have. 

I  know  you  have  many  other  witnesses,  and  I  thank  you  very 
much. 

Senator  Cochran.  Thank  you.  Senator,  for  being  here  and  con- 
tributing to  our  hearings.  We  appreciate  having  the  benefit  of  your 
suggestions  and  also  having  the  opportunity  to  hear  you  outline 
your  bill,  S.  250.  It  certainly  is  an  interesting  proposal  and  one  that 
deserves  the  careful  consideration  of  this  committee. 

Thank  you  very  much. 

Senator,  do  you  have  any  questions  of  the  witness?  Senator 
Dixon? 

Senator  Dixon.  I  want  to  thank  Senator  Pressler  for  making  that 
important  contribution  to  the  work  of  this  committee.  We  know  of 
his  warm  support  for  the  needs  of  agriculture  in  this  country,  and 
we  thank  him  for  the  benefit  of  his  advice  this  morning. 

Senator  Cochran.  We  are  to  have  Senator  Chuck  Grassley  here 
this  morning  to  present  to  the  committee  one  of  the  witnesses  who 
will  testify  later  in  our  hearing.  We  have  not  reached  that  part  of 
the  agenda  that  would  call  for  his  constituent  to  testify,  but  Sena- 
tor Grassley,  please  proceed  to  tell  us  about  your  constituent  who 
is  here  this  morning  and  whatever  other  comments  you  would  like 
to  make  to  the  committee. 

You  are  recognized. 

STATEMENT  OF  HON.  CHUCK  GRASSLEY,  A  U.S.  SENATOR  FROM 

IOWA 

Senator  Grassley.  First  of  all,  I  want  to  compliment  Senator 
Pressler  as  well  for  his  statement,  his  work  and  his  leadership  in 
this  area.  He  referred  to  the  Washington  Post.  Also  I  would  refer 
to  some  articles,  six  I  think,  that  are  running  starting  today  on  the 
farm  problem  in  the  Midwest.  Maybe  some  people  thought  when 
the  farm  bill  was  vetoed,  that  somehow  there  was  no  problem  out 
there.  I  think  that  the  attention  this  is  getting  in  the  national 
press  brings  greater  importance  to  the  hearings  that  you  are  hold- 
ing. Senator  Helms,  under  his  leadership,  is  giving  consideration 
to,  our  farm  programs,  because  the  1981  farm  bill  is  running  out 
and  must  be  reauthoriased  this  year. 
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You  bring  before  this  group  many  very  important  witnesses,  gen- 
eral farm  groups,  as  well  as  the  commodity  groups.  I  know  that 
probably  everyone  of  these  national  leaders  are  outstanding  voices 
for  agriculture  and  a  very  important  resource  for  this  committee. 

But  I  have  the  pleasure  of  presenting  not  only  a  national  leader 
but  also  a  friend.  He  is  going  to  be,  I  think,  on  the  first  panel  on 
your  program  this  morning.  He  is  Varel  Bailey  from  western  Iowa. 
He  is  president  of  the  National  Com  Growers  Association.  He  is  a 
family  farmer  raising  livestock,  grains,  and  specializing  in  com.  He 
is  also  a  community  leader,  political  leader  in  Iowa  as  well.  He  rose 
through  the  ranks  of  the  Com  Growers  Association  to  be  their 
president  now.  He  is  spending  a  great  deal  of  time  in  Washington 
this  spring  as  head  of  that  organization,  devoting  the  time  that 
ought  to  be  put  in,  not  only  for  his  interest  in  agriculture  general- 
ly, but  as  a  leadership  in  that  organization. 

I  have  had  an  opportunity  to  work  with  this  organization  for  a 
long  period  of  time.  They  do  espouse  a  free  market  philosophy,  but 
see  agriculture  and  Government  working  together  to  preserve  the 
important  aspect  of  food  production  for  all  of  our  people. 

The  National  Com  Growers  Association  spends  a  great  deal  of 
their  resources  in  education  not  only  of  Washington  but  also  of  the 
general  public.  They  recognize  that  agriculture  is  only  3  percent  of 
the  population  and  that  is  a  big  job  that  everyone  of  the  farmers  in 
the  country  has  of  communicating  to  the  public  at  large  the  impor- 
tance of  agriculture,  the  problems  of  agriculture,  and  the  necessity 
for  working  together  to  preserve  this  important  segment  of  the 
economy,  not  only  for  the  3  percent  of  the  population  that  have 
income  from  farming,  but  also  because  one  out  of  five  jobs  in  the 
country  is  directly  or  indirectly  related  to  healthy  agricidture. 

In  the  upper  Midwest,  particularly  my  State,  7  out  of  10  jobs  are 
related  to  agriculture.  So  whatever  the  situation  is  with  agricul- 
ture, it  has  a  ripple  effect,  affecting  not  only  farmers,  but  people  in 
the  food  chain,  and  eventually  consumers.  That  is  why  these  hear- 
ings are  very  important.  That  is  why  the  1985  farm  bill  is  so  impor- 
tant. That  is  why  the  National  Corn  Growers  Association,  through 
Varel  Baily,  as  their  spokesman  today,  should  be  listened  to  and  I 
know  will  be  listened  to  by  this  committee. 

So,  I  thank  you,  Mr.  Chairman.  I  thank  Varel  for  being  here, 
taking  time  away  from  his  family  and  his  farm  operation,  and  for 
being  a  leader  to  help  us  solve  this  problem,  and  for  being  a 
spokesman  generally  for  agriculture  as  well  as  just  for  the  com 
growers. 

Thank  you,  Mr.  Chairman. 

Senator  Cochran.  Thank  you.  Senator,  for  being  here  and  for 
presenting  Mr.  Bailey  to  the  committee. 

Senator  Grassley,  of  course,  is  a  very  influential  Member  of  the 
Senate,  not  only  on  agriculture  issues,  but  others  as  well.  We  ap- 
preciate your  being  here,  and  we  appreciate  the  advice  and  counsel 
and  cooperation  that  we  know  we  will  have  from  you  as  we  proceed 
to  develop  the  provisions  of  the  new  farm  bill. 

Thank  you  very  much  for  being  here. 

Senator  Grassley.  Thank  you,  and  I  am  sorry  I  cannot  stay  for 
the  testimony.  But  I  will  have  a  chance  to — I  have  studied  the  pro- 
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gram  that  they  will  present,  but  I  also  want  to  study  the  commit- 
tee's reaction. 

Senator  Cochran.  Thank  you,  Senator. 

Senator  Dixon.  Mr.  Chairman. 

Senator  Cochran.  Senator  Dixon. 

Senator  Dixon.  May  I  inquire — are  we  going  to  do  this  in  the 
panel  with  several  of  the  witnesses  at  the  same  time? 

Senator  Cochran.  We  have  a  panel  including  Mr.  Bailey;  Jerry 
Franz,  who  is  vice  president.  Legislative  Affairs  Committee  of  the 
Com  Growers;  and  Michael  Hall. 

First,  though,  we  are  scheduled  to  hear  from  John  White,  who  is 
your  constituent,  before  we  hear  from  the  Com  Growers  Associa- 
tion. 

Senator  Dixon.-  If  I  might  have  the  privilege  of  introducing  an 
old  friend. 

Senator  Cochran.  Certainly. 

Our  next  witness  is  scheduled  to  be  James  Provan,  who  is  a 
member  of  the  European  Parliament.  I  am  not  sure  he  is  here  at 
this  time. 

We  will  go  ahead,  then,  to  Mr.  White  if  he  would  come  forward. 
He  is  president  of  the  Illinois  Farm  Bureau,  and  we  recognize  Sen- 
ator Edxon  to  present  him  to  the  committee. 

STATEMENT  OF  HON.  ALAN  J.  DIXON,  A  U.S.  SENATOR  FROM 

ILLINOIS 

Senator  Dixon.  John,  would  you  mind  sitting  up  there  by  Sena- 
tor Cochran? 

This  is  my  friend,  John  White,  president  of  the  Illinois  Farm 
Bureau.  Thad  Cochran,  the  distinguished  Senator  from  Mississippi. 

Mr.  Chairman,  I  have  the  distinct  pleasure  of  introducing  an  old 
warm  friend,  John  White,  president  of  the  Illinois  Farm  Bureau. 
He  has  contributed  much  in  the  course  of  his  years  of  service  to 
the  Farm  Bureau  and  to  the  agricultural  movement  in  our  State.  I 
am  sure  that  all  he  calls  to  the  attention  of  the  committee  this 
morning  will  be  very  valuable  to  us. 

I  might  say  that  his  organization  was  supportive  of  the  amend- 
ment that  this  Senator  offered  during  the  course  of  the  recent 
debate  on  the  Ethiopian  relief  bill.  You  will  recall  my  amendment 
provided  for  a  50-percent  advance  against  the  CCC  Fund  for  the 
farmer  in  the  spring  against  what  he  would  receive  after  harvest, 
all  with  a  $50,000  cap. 

We  all  know  the  history  of  what  occurred  there.  We  have  been 
recently,  may  I  say  to  the  Chair,  negotiating  with  distinguished 
Members  on  your  side,  including  Representative  Bob  Michel,  the 
Republican  leader  in  the  House;  Representative  Ed  Madigan,  an 
old  friend  of  mine  from  my  Illinois  legislature  days,  concerning  the 
modification  of  that  bill,  something  along  the  lines  of  a  third  ad- 
vance and  a  $30,000  cap,  a  credit  elsewhere  test,  and  some  other 
things  that  might  make  it  more  palatable  to  the  administration.  I 
regret  to  say  that  so  far  we  have  not  had  much  progress. 

But  I  would  like  to  publicly  acknowledge  the  important  value 
that  the  prestige  of  John  White  in  the  Farm  Bureau  had  in  the 
cause  as  we  proceeded  in  the  Senate.  I  know  that  everjrthing  he 
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gives  to  us  this  morning,  Mr.  Chairman,  will  be  a  big  value  as  we 
undertake  the  very  serious  problem  of  trying  to  mark  up  the  farm 
bill  in  1985  that  adequately  addresses  the  problem  of  American  ag- 
riculture. I  am  pleased  to  have  the  distinct  privil^e,  Mr.  Chair- 
man, of  introducing  this  fine  man  and  this  great  leader  of  my  State 
to  the  distinguished  chairman. 

Senator  Cochran.  Thank  you,  Senator.  Thank  you  very  much. 

Mr.  White,  you  may  proceed. 

We  have  a  copy  of  your  statement  which  we  will  put  in  the 
record  in  its  entirety,  and  we  encourage  you  to  make  any  summary 
comments  that  you  choose  to. 

Thank  you  for  being  here. 

STATEMENT  OF  JOHN  WHITE,  JR,  PRESIDENT,  ILLINOIS  FARM 
BUREAU,  BLOOMINGTON,  IL,  REPRESENTING  THE  AMERICAN 
FARM  BUREAU  FEDERATION 

Mr.  White.  Thank  you,  Mr.  Chairman. 

Thank  you.  Senator  Dixon.  I  appreciate  your  comments. 

In  reference  to  the  comments  in  supporting  the  advance  loan 
concept,  I  think  the  immediacy  of  the  problem  is  evident  by  the  es- 
timate we  took  supporting  that  activity  to  try  and  get  the  farmers 
back  in  the  field  this  spring  and  then  get  on  to  meaningful  farm 
legislation  in  terms  of  the  farm  bill  of  1985. 

Well,  the  American  Farm  Bureau  Federation  is  the  Nation's 
largest  general  farm  organization  with  an  extensive  membership  in 
48  States  and  Puerto  Rico.  As  indicated,  I  do  serve  as  president  of 
the  Illinois  Farm  Bureau  and  am  a  member  of  the  board  of  direc- 
tors of  the  American  Farm  Bureau  Federation. 

As  you  indicated,  Mr.  Chairman,  you  do  have  a  copy  of  my  state- 
ment so  in  that  vein  I  will  just  highlight  several  areas  of  our  pro- 
posal, and  hoping  that  the  entire  statement  might  be  given  consid- 
eration some  other  time. 

Farm  Bureau  policy  is  debated,  amended  and  revised  by  voting 
delegates  from  each  of  our  member  States.  At  our  66th  annual 
meeting  in  January,  our  delegates  adopted  policies  regarding  farm 
programs  in  general  and  policies  specific  to  feed  grain  programs. 
Our  general  farm  program  policy  states: 

We  support  a  farm  bill  which  will: 

One,  maximize  long-term  opportuntities  for  profit  in  agriculture; 

Two,  reduce  existing  incentives  for  overproduction  at  home  and 
abroad; 

Three,  ensure  price  competitiveness  for  U.S.  farm  products  in 
world  markets; 

Four,  provide  opportunities  to  reduce  stocks  through  production 
adjustments  and/or  expanded  demand; 

Five,  assure  consumers  of  adequate  supplies  of  efficiently  pro- 
duced products  they  wish  to  consume; 

Sixth,  cause  a  supply  reduction  program  to  be  implemented 
when  carryover  exceeds  workable  levels; 

Seven,  provide  target  prices  as  an  income  supplement  for  farm- 
ers to  help  them  make  the  adjustment  to  a  market-responsive  agri- 
culture; 
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gram  that  they  will  present,  but  I  also  want  to  study  the  commit- 
tee's reaction. 

Senator  CkK;HRAN.  Thank  you,  Senator. 

Senator  Dixon.  Mr.  Chairman. 

Senator  Cochran.  Senator  Dixon. 

Senator  Dixon.  May  I  inquire — are  we  going  to  do  this  in  the 
panel  with  several  of  the  witnesses  at  the  same  time? 

Senator  Cochran.  We  have  a  panel  including  Mr.  Bailey;  Jerry 
Franz,  who  is  vice  president.  Legislative  Affairs  Committee  of  the 
Com  Growers;  and  Michael  Hall. 

First,  though,  we  are  scheduled  to  hear  from  John  White,  who  is 
your  constituent,  before  we  hear  from  the  Corn  Growers  Associa- 
tion. 

Senator  Dixon.  If  I  might  have  the  privilege  of  introducing  an 
old  friend. 

Senator  Cochran.  Certainly. 

Our  next  witness  is  scheduled  to  be  James  Provan,  who  is  a 
member  of  the  European  Parliament.  I  am  not  sure  he  is  here  at 
this  time. 

We  will  go  ahead,  then,  to  Mr.  White  if  he  would  come  forward. 
He  is  president  of  the  Illinois  Farm  Bureau,  and  we  recognize  Sen- 
ator Ddxon  to  present  him  to  the  committee. 

STATEMENT  OF  HON.  ALAN  J.  DIXON,  A  U.S.  SENATOR  FROM 

ILLINOIS 

Senator  Dixon.  John,  would  you  mind  sitting  up  there  by  Sena- 
tor Cochran? 

This  is  my  friend,  John  White,  president  of  the  Illinois  Farm 
Bureau.  Thad  Cochran,  the  distinguished  Senator  from  Mississippi. 

Mr.  Chairman,  I  have  the  distinct  pleasure  of  introducing  an  old 
warm  friend,  John  White,  president  of  the  Illinois  Farm  Bureau. 
He  has  contributed  much  in  the  course  of  his  years  of  service  to 
the  Farm  Bureau  and  to  the  agricultural  movement  in  our  State.  I 
am  sure  that  all  he  calls  to  the  attention  of  the  committee  this 
morning  will  be  very  valuable  to  us. 

I  might  say  that  his  organization  was  supportive  of  the  amend- 
ment that  this  Senator  offered  during  the  course  of  the  recent 
debate  on  the  Ethiopian  relief  bill.  You  will  recall  my  amendment 
provided  for  a  50-percent  advance  against  the  CCC  Fund  for  the 
farmer  in  the  spring  against  what  he  would  receive  after  harvest, 
all  with  a  $50,000  cap. 

We  all  know  the  history  of  what  occurred  there.  We  have  been 
recently,  may  I  say  to  the  Chair,  negotiating  with  distinguished 
Members  on  your  side,  including  Representative  Bob  Michel,  the 
Republican  leader  in  the  House;  Representative  Ed  Madigan,  an 
old  friend  of  mine  from  my  Illinois  legislature  days,  concerning  the 
modification  of  that  bill,  something  along  the  lines  of  a  third  ad- 
vance and  a  $30,000  cap,  a  credit  elsewhere  test,  and  some  other 
things  that  might  make  it  more  palatable  to  the  administration.  I 
r^ret  to  say  that  so  far  we  have  not  had  much  progress. 

But  I  would  like  to  publicly  acknowledge  the  important  value 
that  the  prestige  of  John  White  in  the  Farm  Bureau  had  in  the 
cause  as  we  proceeded  in  the  Senate.  I  know  that  everything  he 
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gives  to  us  this  morning,  Mr.  Chairman,  will  be  a  big  value  as  we 
undertake  the  very  serious  problem  of  trying  to  mark  up  the  farm 
bill  in  1985  that  adequately  addresses  the  problem  of  American  ag- 
riculture. I  am  pleased  to  have  the  distinct  privil^e,  Mr.  Chair- 
man, of  introducing  this  fine  man  and  this  great  leader  of  my  State 
to  the  distinguished  chairman. 

Senator  Cochran.  Thank  you.  Senator.  Thank  you  very  much. 

Mr.  White,  you  may  proceed. 

We  have  a  copy  of  your  statement  which  we  will  put  in  the 
record  in  its  entirety,  and  we  encourage  you  to  make  any  summary 
comments  that  you  choose  to. 

Tliank  you  for  being  here. 

STATEMENT  OF  JOHN  WHITE,  JR,  PRESIDENT,  ILLINOIS  FARM 
BUREAU,  BLOOMINGTON,  IL,  REPRESENTING  THE  AMERICAN 
FARM  BUREAU  FEDERATION 

Mr.  White.  Thank  you,  Mr.  Chairman. 

Thank  you.  Senator  Dixon.  I  appreciate  your  comments. 

In  reference  to  the  comments  in  supporting  the  advance  loan 
concept,  I  think  the  immediacy  of  the  problem  is  evident  by  the  es- 
timate we  took  supporting  that  activity  to  try  and  get  the  farmers 
back  in  the  field  this  spring  and  then  get  on  to  meaningful  farm 
legislation  in  terms  of  the  farm  bill  of  1985. 

Well,  the  American  Farm  Bureau  Federation  is  the  Nation's 
largest  general  farm  organization  with  an  extensive  membership  in 
48  States  and  Puerto  Rico.  As  indicated,  I  do  serve  as  president  of 
the  Illinois  Farm  Bureau  and  am  a  member  of  the  board  of  direc- 
tors of  the  American  Farm  Bureau  Federation. 

As  you  indicated,  Mr.  Chairman,  you  do  have  a  copy  of  my  state- 
ment so  in  that  vein  I  will  just  highlight  several  areas  of  our  pro- 
posal, and  hoping  that  the  entire  statement  might  be  given  consid- 
eration some  other  time. 

Farm  Bureau  policy  is  debated,  amended  and  revised  by  voting 
delegates  from  each  of  our  member  States.  At  our  66th  annual 
meeting  in  January,  our  delegates  adopted  policies  regarding  farm 
programs  in  general  and  policies  specific  to  feed  grain  programs. 
Our  general  farm  program  policy  states: 

We  support  a  farm  bill  which  will: 

One,  maximize  long-term  opportuntities  for  profit  in  agriculture; 

Two,  reduce  existing  incentives  for  overproduction  at  home  and 
abroad; 

Three,  ensure  price  competitiveness  for  U.S.  farm  products  in 
world  markets; 

Four,  provide  opportunities  to  reduce  stocks  through  production 
adjustments  and/or  expanded  demand; 

Five,  assure  consumers  of  adequate  supplies  of  efficiently  pro- 
duced products  they  wish  to  consume; 

Sixth,  cause  a  supply  reduction  program  to  be  implemented 
when  carryover  exceeds  workable  levels; 

Seven,  provide  target  prices  as  an  income  supplement  for  farm- 
ers to  help  them  make  the  adjustment  to  a  market-responsive  agri- 
culture; 
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Eight,  provide  loan  levels  for  all  major  export  commodities  to  fa- 
cilitate orderly  marketing  and  price  competitiveness.  These  levels 
should  be  related  to  a  3-  to  5-year  average  domestic  price.  Loan  levels 
should  not  provide  incentives  for  production  that  exceeds  demand 
in  domestic  and  world  markets.  These  levels  should  be  adjusted  an- 
nually by  no  more  than  10  percent;  and 

Nine,  recognize  that  all  commodities  are  interrelated  and  any 
change  in  supply,  demand  or  price  of  one  affects  the  others. 

Feed  grain  producers  have  experienced  unstable  market  condi- 
tions for  several  years.  Many  actions  taken  by  Government  in  an 
attempt  to  provide  market  stability  have  instead  had  a  destabiliz- 
ing impact  on  the  industry.  The  PIK  Program,  supported  by  the 
American  Farm  Bureau  Federation,  coincided  with  widespread 
drought  in  the  Midwest  and  resulted  in  a  com  crop  in  1983  that 
was  approximately  half  of  the  production  in  1982.  Com  prices  rose 
in  response  to  tighter  supplies  which  benefited  feed  grain  produc- 
ers that  had  a  crop  to  sell,  but  also  caused  livestock  producers  to 
pay  more  for  feed.  The  short  crop  allowed  the  industry  to  reduce 
carryover  but  not  enough  to  move  all  of  the  supplies  out  of  the 
Farmer-Owned  Reserve  Program. 

We  are  now  back  on  the  increasing  production  treadmill.  Carry- 
over supplies  increased  last  year  and  are  expected  to  increase 
again  in  1985-86  if  normal  weather  patterns  prevail.  These  in- 
creases occurred  despite  production  programs  in  effect  in  both 
years. 

As  a  result  of  these  polices.  Farm  Bureau  has  developed  a  legisla- 
tive proposal  for  the  1985  farm  bill  which  is  market  responsive  and 
fiscally  responsibile.  We  believe  that  by  tying  loan  and  target  price 
levels  to  an  average  of  market  prices,  the  signals  that  producers  re- 
ceive when  making  production  decisions,  will  be  founded  in  market 
reality,  and  not  in  political  expediency. 

I  would  like  to  offer  then  more  detail  to  the  committee  on  the 
provisions  of  our  proposal  that  most  directly  affect  feed  grain  pro- 
ducers. 

Now  we  support  loan  rates  that  are  tied  to  a  3-  to  5-year  average 
of  market  prices  for  wheat  and  feed  grains.  We  would  set  the  loan 
rate  at  75  percent  of  a  5-year  average  of  domestic  prices,  excluding 
the  high  and  low  valued  years.  To  avoid  wide  fluctuations  in  loan 
rates,  however,  we  propose  that  the  rates  be  adjusted  by  no  more 
than  10  percent  in  any  year,  including  the  first  year  of  the  pro- 
gram. We  believe  that  a  loan  rate  set  in  this  manner  will  signed  to 
our  international  competition  that  we  will  not  provide  them  with 
long-term  price  protection.  Instead  of  inflexible  loan  rates  which 
have  allowed  foreign  governments  to  expand  production  based  on 
support  levels  that  reduce  their  risk  in  the  market,  we  will  signal 
to  the  world  that  we  will  compete  with  them  in  a  wider  range  of 
prices.  This  then  will  make  their  domestic  programs  more  costly 
and  reduce  their  incentive  to  continue  heavily  subsidized  programs. 

However,  recc^izing  the  need  for  a  transitional  program,  the 
Farm  Bureau  will  continue  to  support  continued  use  of  deflciency 
payments  of  income  supplement  to  producers  of  the  crop  that  cur- 
rently have  deficiency  payments  in  their  programs,  with  a  $50,000 
limit  on  the  deficiency  payments,  however.  We  recommend  freezing 
taii^et  prices  for  1986  at  the  1985  levels.  In  1987  and  thereafter, 
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target  prices  would  be  set  at  110  percent  of  the  5-year  average  used 
to  determine  the  loan  rate.  Adjustments  to  target  price  levels,  how- 
ever, would  be  limited  to  5  percent  in  any  year. 

Because  feed  grain  producers  have  been  caught  in  a  rapid  defla- 
tion of  their  assets,  the  high  real  interest  rates,  and  an  overvalued 
dollar  abroad,  this  target  price  system  will  allow  producers  time  to 
acljust  to  a  more  market  responsive  farm  program  while  maintain- 
ing income  levels  for  program  participants.  Necessary  adjustments 
could  occur  gradually  while  attempts  to  expand  imports  and  ad- 
dress the  issues  of  international  market  access  and  subsidy  prac- 
tices can  be  confronted. 

Dealing  with  export  market  expansion,  we  believe  that  the  area 
in  which  substantial  improvement  can  be  realized  in  agricultural 
profitability  still  lies  in  the  area  of  exports.  We  therefore  have 
placed  great  emphasis  on  the  need  for  a  strong  trade  title  in  the 
1985  farm  bill. 

Two  traditional  ways  of  enhancing  exports  have  been  through 
the  judicious  use  of  Commodity  Credit  Corporation  export  credits 
and  the  Public  Law  480  or  Food  for  Peace  Program.  These  pro- 
grams should  be  continued  and  improved.  In  view  of  the  need  for 
food,  which  has  been  made  worse  bv  the  African  famine  situation, 
and  the  potential  for  economic  development  followed  by  better  cash 
market  opportunities,  I  believe  that  a  much  stronger  Public  Law 
480  program  is  currently  justified. 

Regarding  Commodity  Credit  Corporation  export  credits,  it  is  re- 
grettable that  the  CCC  Credit  Revolving  Fund,  which  was  part  of 
the  1981  farm  bill,  was  never  funded  and  activated.  There  are  still 
valid  reasons  for  incorporating  the  revolving  fund  in  the  1985  farm 
bill  with  funding  made  available  to  make  it  an  effective  export 
tool. 

An  intermediate  Commodity  Credit  Corporation  Export  Credit 
Program  is  needed  to  take  care  of  export  credit  needs  for  terms  of 
3  to  7  years  as  provided  for  in  the  Agricultural  Trade  Act  of  1978. 
This  legislation  should  be  more  fully  utilized. 

The  Blended  Credit  Program,  which  unfortunately  has  been  sad- 
dled with  the  requirements  of  the  cargo  preference  law,  needs  to  be 
made  a  part  of  new  farm  l^islation  with  an  exemption  from  cargo 
preference.  As  a  matter  of  fact,  all  agricultural  exports  should  be 
exempted  firom  cargo  preference  requirements,  whether  commer- 
cial or  Government  assisted.  There  are  other  ways  of  financing  a 
strong  merchant  marine  without  harming  agricultural  exports.  We 
should  not  harm  farm  exports  in  our  efforts  to  have  a  stronger 
American  fiag  fieet.  Farm  Bureau  will  strongly  support  legislation 
to  exempt  agricultural  commodities  and  products  from  the  cargo 
preference  law. 

Regarding  trade  n^otiations,  we  must  give  our  trade  negotiators 
the  tools  they  need  and  our  strong  support  to  gain  better  market 
access  and  to  resolve  outstanding  imfair  trade  practices  such  as 
export  subsidies,  which  have  eroded  U.S.  overseas  markets.  In  this 
respect,  we  would  support  what  might  be  called  a  bonus  export  pro- 
gram. 

Under  such  a  program,  bonus  tonnage  of  farm  commodities  and 

[>roducts  would  be  made  available  from  CCC  owned  commodities  to 
ower  U.S.  export  prices  to  offset  the  advantage  of  competing  coun- 
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tries  which  subsidize  their  exports.  The  baker's  dozen  concept  per- 
haps. 

ACREAGE  REDUCTION  PROGRAMS 

We  support  acreage  reduction  programs  that  are  triggered  when 
carryover  supplies  exceed  workable  levels.  For  wheat  and  feed 
grains,  we  recommend  that  the  Secretary  be  required  to  call  for  an 
acreage  reduction  program  when  carryover  is  projected  to  exceed  4 
percent  of  annual  world  utilization.  The  ARP  programs  should  be 
large  enough  to  assure  a  reduction  in  carryover  supplies.  We 
expect  that  through  increased  efforts  to  expand  foreign  markets 
under  the  trade  title  of  our  proposal  and  great  competitiveness  in 
world  markets  through  flexible  price  and  income  support  pro- 
grams, that  acreage  reduction  programs  will  be  used  only  to  cor- 
rect temporary  imbalances;  not  as  an  annual  program. 

With  reference  to  the  farmer-held  grain  reserve,  we  favor  elimi- 
nation of  the  farmer-held  grain  reserve.  Grain  farmers  have 
learned  that  they  cannot  store  their  way  to  prosperity,  and  the  re- 
serve has  exerted  detrimental  influence  on  livestock  markets.  The 
reserve  has  been  used  as  a  tool  to  temporarily  prop  up  market 
prices  in  an  attempt  to  reduce  Federal  expenditures  for  deficiency 
payments.  The  buildup  of  supplies  in  the  reserve  has  long-term 
negative  consequences  for  both  the  grain  and  livestock  industries. 
Without  the  reserve,  we  would  never  have  accumulated  the  exces- 
sive stocks  that  gave  need  for  a  PIK  Program. 

In  reference  to  conservation,  we  are  concerned  that  farm  pro- 
grams have  provided  incentives  to  plow  up  fragile  lands.  Our  policy 
states,  ''We  oppose  economic  incentives  to  artificially  stimulate  pro- 
ducers to  bring  fragile  lands  under  cultivation.  Any  producer  that 
brings  such  land  under  cultivation  should  be  ineligible  for  any  Fed- 
eral incentive  payments  for  any  crop  in  his  entire  farming  oper- 
ation." 

We  also  support  implementetion  of  a  conservation  reserve  pro- 
gram which  offers  producers  contracts  of  7  to  15  years  imder  which 
erosion-prone  cropland  would  be  converted  to  less  intensive  uses 
such  as  pasture,  permanent  grass,  legumes,  or  noncrop  bearing 
trees. 

The  policy  that  could  best  offer  prosperity  to  U.S.  agriculture 
would  be  a  commitment  to  fiscal  responsibility  and  reducing  over- 
all Federal  spending  in  order  to  get  interest  rates  down,  exchange 
rates  in  line,  and  exports  back  into  the  world  market.  We  therefore 
continue  to  support  a  freeze  on  Government  spending  at  1985 
levels. 

We  believe  that  our  proposal  will  benefit  the  feed  grain  industry 
as  it  provides  the  opportunity  for  profit  to  all  of  agriculture.  The 
features  outlined  above  allow  us  to  move  toward  market  orienta- 
tion, provide  continued  assistance  in  the  form  of  terget  prices,  and 
expand  export  markets.  Only  in  this  way  can  we  return  agriculture 
to  a  healthy  and  balanced  condition. 

Farm  Bureau  will  work  closely  with  the  Senate  Agriculture  Com- 
mittee in  developing  a  sound  and  fiscally  responsible  farm  bill.  I 
would  be  happy  to  respond  to  any  questions  you  might  have. 

Thank  you,  Mr.  Chairman. 
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Senator  Cochran.  Thank  you  very  much,  Mr.  White. 
The  other  day  when  the  Secretary  of  Agriculture  was  testifying 
before  the  Senate  Appropriations  Committee,  I  asked  him  what  the 
cost  to  the  Government  would  be  if  we  enacted  legislation  this  year 
that  would  freeze  the  target  prices  and  loan  rates  for  program  com- 
modities at  1985  levels.  He  and  his  advisers  testified  at  that  time 
that  the  cost  would  be  about  $15  billion. 

If  that  is  true,  if  that  is  the  cost,  would  that,  in  your  judgment, 
l>e  an  unnecessarily  large  amoimt  of  Federal  assets  to  allocate  to 
agriculture  next  year,  or  would  that  be  consistent  with  our  effort  to 
reduce  the  deficit? 

Mr.  White.  Well,  we  have  looked  at  projecting  the  cost  of  our 
program  more  in  terms  of  the  life  of  the  farm  bill,  the  4-year  pro- 
-am. We  are  estimating  those  costs  are  in  the  magnitude  of  $27 
l>ilUon  to  cover  the  4  years.  So  something  less  than  what  USDA  is 
estimating  in  terms  of  their  projections  for  this  next  year. 

Senator  Cochran.  Their  estimate  would  be  about  $15  billion 
each  year  according  to  their  testimony.  So  you  are  apart  now 
almost  $30  billion. 

Mr.  White.  I  guess  that  is  right. 

Senator  Dixon.  It  would  be  more  than  50  percent  lower,  would  it 
not,  Mr.  Chairman? 

Senator  Cochran.  His  cost  is  29 

Senator  Dixon.  27. 
Senator  Cochran.  27. 

Senator  Dixon.  And  the  other  is  60, 1  think. 
Senator  Cochran.  Sixty — $33  billion  difference  over  a  4-year 
period — ^that  is  what  I  said. 
Mr.  White.  Yes. 

Senator  Cochran.  How  much  would  you  suggest  that  we  put  into 
the  bill  as  far  as  payment  limitation  is  concerned?  Should  there  be 
any  payment  limit  on  deficiency  pa3mients? 

Mr.  White.  Yes.  We  are  suggesting  a  $50,000  limit  on  deficiency 
payments;  no  limit  in  terms  of  the  loan  or  whatever  that — any 
other  benefit  requirements  that  might  involve.  Our  feeling  being 
that  $50,000  limitation  would  avoid  some  of  the  pitfalls  that  we 
have  seen  in  some  of  the  other  legislation  in  terms  of  what  might 
be  described  by  some  as  a  windfall  in  some  sectors  of  agriculture 
and,  at  the  same  time,  those  types  of  programs  have  a  free  benefit 
to  some  that  might  really  be  in  need. 

Senator  CocmtAN.  WMch  kind  of  acreage  reduction  program 
would  you  advocate  that  we  authorize  the  Secretary  to  implement? 
Mr.  White.  We  would  leave  it  in  the  hands  of  the  Secretary  en- 
tirely, again  based  on  need.  I  think  there  might  be  a  throttling 
effect  there  too  in  terms  of  what  the  exposure  to  the  budget  would 
be.  In  times  of  overproduction  or  excessive  overproduction,  the  Sec- 
retary obviously  could  ask  then  for  more  reduction,  acreage  reduc- 
tion in  the  next  crop  year  to  sort  of  bring  down  the  production  if 
he  felt  that  would  be  the  basis. 

However,  I  think  that  you  have  to  ask  yourself  the  question  of 
what  enticement  would  there  be  there  to  get  the  participation? 
Would  he  have  to  go  so  far  as  pa3mients  for  acreage  reduction  or 
could  he  just  do  it  by  just  a  deficiency  route?  In  other  words,  kind 
of  a  reverse  situation.  If  the  decision  becomes  that  you  want  a  lot 
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of  participation,  he  could  ask  for  just  a  small  reduction  in  acres^e, 
if  you  will,  percentage,  and  we  would  get  more  farmers  to  partici- 
pate. On  the  other  hand,  if  his  concern  was  about  budgeting  clo- 
sure, he  could  ask  for  a  large  acreage  reduction,  and  there  would 
be  very  little  participation.  Kind  of  a  reverse  concept  and  might  be 
debatable  in  essence  of  where  the  outcome  would  be  in  terms  of  a 
lot  of  participation,  less  production,  or  much  participation. 

Senator  Cochran.  There  was  an  article  in  the  New  York  Times 
this  morning.  I  guess  we  ought  to  quote  the  Times  since  Senator 
Pressler  quoted  tne  Post  a  lot. 

Mr.  White.  In  view  of  all  the  quoting 

Senator  Cochran.  It  shows  everyone  got  up  early  and  read  the 
paper.  That  is  a  good  sign. 

The  article  I  read  that  I  am  referring  to  now,  though,  was  about 
one  of  our  grain  traders,  grain  dealers,  who  was  advocating  that  we 
consider  subsidizing  our  exports  inasmuch  as  our  competitors 
around  the  world  are  subsidizing  their  exports  and  they  are  beat- 
ing us  at  this  game.  They  are  really  getting  a  bigger  share  of  the 
international  market  than  we  are,  andf  not  all  of  that  is  due  to  just 
the  overvaluation  of  the  dollar  in  its  relation  to  the  foreign  curren- 
cies, according  to  this  fellow's  attitude. 

What  is  your  reaction  to  that?  Should  we  just  go  on  and  say,  all 
right,  let  us  quit  pretending.  These  fellows  are  getting  the  b^t  of 
us  so  we  can  play  that  game  too;  let's  subsidize  our  exports  direct- 

ly. 

Mr.  White.  Well,  I  think  that  is  why  we  put  the  emphasis  that 
we  have  on  our  bonus  provisions  in  our  suggestions  here,  that 
baker's  dozen  concept,  if  you  will.  Let  the  foreign  buyer  buy  12  and 
get  13.3,  or  whatever  the  unit  might  be,  whether  it  be  a  hundred- 
weight of  rice,  or  a  bale  of  cotton,  or  bushels  of  grain,  in  whatever 
those  ratios  might  be.  If  they  order  six,  they  pay  for  six  and  get 
seven,  you  know,  whatever. 

But  I  think  though  we  have  to  send  the  message  that  we  are  seri- 
ous about  maintaining  ourselves  in  the  export  market  and  continue 
to  fight  for  that  market.  We  have  seen  certainlpr  what  some  other 
sectors  of  the  world  have  done  in  terms  of  buymg  that  market,  if 
vou  will.  I  question  the  advisability  of  how  deep  the  pocket  should 
be.  I  do  not  want  to  get  into  the  pay  for  it,  like  that.  But  it  seems 
that  we  have  to  be  serious  about  this  business  of  big  bucks,  and  it 
certainly  has  raised  havoc  with  us  here  in  American  agriculture  in 
terms  of  losing  a  large  share  of  that  market,  largely  as  a  result  of 
some  of  the  policies  that  we  have  displayed  in  recent  years. 

Senator  Cochran.  Senator  Dixon. 

Senator  Dixon.  John,  your  organization  has  been  very  support- 
ive, in  the  last  couple  of  sessions  of  the  Senate,  of  my  amendment 
to  prevent  the  President,  and  any  President  in  the  future,  from  de- 
claring an  embargo  without  a  majority  vote  of  both  Houses. 

As  you  know,  in  the  last  session  of  the  Senate,  I  think  we  put 
that  amendment  on  the  Export  Administration  Act  bv  a  big  mcgori- 
ty,  more  than  2  to  1.  But  unfortunately  each  time  the  bill  died  in 
conference  committee. 

I  have  suggested,  questioning  Jack  Block  a  couple  of  weeks  ago 
when  he  was  before  our  committee,  that  we  incorporate  in  the  19§5 
farm  bill  that  kind  of  provision. 


Digitized  by 


Google 


203 


Would  the  Farm  Bureau  favor  incorporating  in  the  1985  farm 
bill  a  provision  that  would  prevent  Presidents,  in  the  future,  from 
declaring  an  embargo  without  a  majority  of  both  Houses? 

Mr.  White.  Yes.  Our  policy  is  very  clear  on  that  respect,  Senator. 

We  have  said  for  a  long  time,  you  know,  that  these  types  of  ac- 
tivities by  any  administration  are  verv  detrimental  to  our  industry, 
that  it  ought  to  take  more  than  just  the  whim  of  a  President  to  put 
forth  this  type  of  embargo  or  this  type  of  language. 

Too  often,  the  farm  has  been  asked  to  carry  foreign  policy  on  his 
back  in  terms  of  this  type  of  activity,  and  we  certainly  think  the 
Congress  ought  to  be  more  involved  in  those  types  of  actions  and 
prevent  that  from  happening  m  the  first  place. 

But,  you  know,  we  have  heard  a  lot  about  what  the  cost  of  the 
embargoes  have  been  to  American  agriculture,  but  the  thing  we 
have  not  heard,  I  feel,  is  what  did  this  cost  us  in  terms  of  lost  op- 
portunity. There  are  many  now  that  are  even  shunning  the  expres- 
sion when  we  come  to  embargoes.  It  simply  has  been  overtalked  or 
too  much  has  been  said  about  it.  But  I  continue  to  say  that  the  real 
loss  to  American  agriculture  has  been  the  opportunities  that  we 
lost  as  a  result  of  those  embargoes  in  terms  of  other  countries 
around  the  world  coming  into  the  foreign  market,  into  the  produc- 
tion activities  that  they  have.  I  do  not  know  how  you  would  put  a 
value  on  that.  But  I  very,  very  feel  that  a  lot  of  our  problems  today 
center  aroimd  those  embargoes  that  we  have  experienced  in  the 
past. 

Senator  Dixon.  Well,  I  certainly  agree  with  that. 

Along  those  lines,  I  trust  that  your  organization  still  enthusiasti- 
cally supports  the  concept  of  contract  sanctity. 

We  have  proposed  that  we  would  also  offer  such  an  amendment 
to  the  1985  farm  bill  guaranteeing  contract  sanctity.  I  presume 
your  organization  still  supports  that  concept? 

Mr.  White.  Yes,  very  much. 

Senator  Dixon.  I  thank  you  for  your  mention  in  your  remarks  of 
what  we  commonly  allude  to  here  as  the  sodbuster  legislation.  I  see 
that  you  have  taken  a  stronger  position:  That  a  farmer  who  con- 
verts fragile  or  highly  erodible  land  into  producing  land  would  not 
be  eligible  for  any  Federal  incentive  pajmaents  for  any  crop  in  his 
entire  family  operation,  is  that  correct? 

Mr.  White.  That  is  correct. 

Senator  Dixon.  It  would  not  be  limited  to  the  profit  question? 

Mr.  White.  That  is  correct. 

Senator  Dixon.  Well,  that  is  good. 

Then  I  suppose  you  would  support  that  kind  of  amendment  to 
the  farm  bill  this  year  as  well? 

Mr.  White.  Yes. 

Senator  Dixon.  So  there  are  three  things  we  are  discussing  here 
that  are  altogether  apart  from  the  question  of  price  support  and 
things  of  that  kind:  The  question  of  embargo,  the  question  of  con- 
tract sanctity,  and  sodbuster  legislation,  all  of  which  I  think  are 
very  material  gains  for  the  American  farmer  if  we  can  incorporate 
them  into  this  bill. 

Mr.  White.  In  the  bonus  trade  concept,  the  terms  of  it  would  be 
very  competitive. 

Senator  Dixon.  I  thank  the  Chair. 
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Senator  CJochran.  Thank  you,  Senator. 

Senator  Heflin. 

Senator  Hefun.  You  mention  this  bonus.  I  was  trying  to  read 
your  statement.  I  did  not  have  it  in  advance. 

Where  in  your  written  statement  is  the  concept  of  the  baker's 
dozen  or  the  loan — I  mean  the  bonus  thing.  I  woidd  like  to  see  ex- 
actly how  it  is  done. 

Mr.  White.  It  starts  at  the  top  of  page  4  and  the  bottom  of  page 
3. 

Essentially  what  we  are  saying  is  that  with  the  stocks  that  the 
Commodity  Credit  Corporation  holds  from  time  to  time,  we  would 
like  to  see  some  of  those  be  moved  out  of  there  in  terms  of  a  for- 
eign buyer  coming  into  the  marketplace  and,  say,  buying  a  unit  of 
six  or  something,  and  we  would  give  them  the  seventh  one  free. 
That  would  help  us  to  compete  against  the  overvalue  of  the  dollar 
abroad  and  entice  that  foreign  buyer  into  our  marketplace  rather 
than  the  way  he  presently  is  trjdng  to  function. 

Senator  Hefun.  Would  this  concept  be  tied,  into  what  I  believe 
this  committee  asked  at  one  time,  to  restrictions  based  upon  sur- 
pluses and  some  type  of  required  reserve  that  might  necessary?  Is 
that  the  concept  that  you  would  use? 

Mr.  White.  Well,  perhaps  in  the  long  run.  But  I  think  in  the 
short  run,  our  thrust  would  be  more  along  the  lines  of  trving  to  get 
back  into  the  competition  in  terms  of  the  overvalued  dollar,  to  beat 
that  competition,  with  the  30-  to  40-percent  disadvantage  that  we 
presently  have  in  the  foreign  marketplace,  to  offset  some  of  that,  if 
you  will,  by  this  type  of  an  arrangement  bonus.  But  it  flows  very 
closely  to  what  you 

Senator  Hefun.  Well,  if  you  added  some  type  of  export  PIK 
where  the  CCC  surpluses  might  be  used  as  that  type  of  a  bonus 
which  would  not  reflect  itself  in  this  year's  budget. 

Mr.  WnriE.  Very  true.  But  again  I  want  to  emphasize  though 
that  in  looking  at  the  other  provisions  of  our  farm  bill  where  we 
are  eliminating  the  farmer-held  reserve  and  the  adjusting  of  loan 
factors  and  so  forth,  it  would  be  unlikely  that  we  would  be  building 
CCC  stocks  into  the  future,  so  long  term  you  might  not  have  that 
stock  there  to  use  as  you  might  suggest  in  terms  of  an  ongoing  or 
long-term  PIK  type  of  bonus  program. 

Senator  Hefun.  Well,  should  there  be  some  type  of  limitation,  or 
would  it  depend  on  the  country?  Most  of  the  people  you  are  deeding 
with  in  a  foreign  export  market  are  some  t3rpe  of  Government  pur- 
chasing agency  or  board. 

Do  you  think  there  ought  to  be  any  limits  as  to  countries?  Should 
it  be  allocated  in  regards  to  population  of  countries,  or  should  it  be 
based  on  increases  in  previous  sales?  What  sort  of  a  mechanism 
should  be  used  as  an  incentive  for  the  export  purchases,  to  give  it 
as  an  incentive  to  get  them  to  buy  additional  farm  commodities? 

Mr.  White.  Well,  I  think  all  of  those  would  come  into  play.  I  em- 
phasize the  part  that  certainly  the  customers  that  we  have,  the 
good  customers  that  we  have  had,  ought  to  be  recognized  and  given 
some  benefit  too  in  the  effort  to  span  to  thank  them,  if  you  win,  for 
their  past  business  in  terms  of  allowing  them  to  participate  in  this 
t3rpe  of  a  bonus  program.  But  all  those  that  you  mentioned  certain- 
ly could  be  involved  in  it. 
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Senator  Hefun.  Do  you  have  any  idea  of  what  type  of  cost  it 
would  be  on  that  basis? 

Mr.  WHriE.  No.  We  have  not  put  any  dollars  to  it.  But  I  do  not 
think  it  would  be  near  as  much  as  we  might  think  it  would  be 
simply  because  you  immediately  start  subtracting  storage  papr- 
ments  and  interest  on  storage  payments  and  that  sort  of  thing  m 
the  Commodity  Credit  Corporation  program. 

Senator  Hefun.  Corn  is  somewhat  related  in  the  sweetner  busi- 
ness to  sugar. 

Have  you  all  taken  a  position  relative  to  the  sugar  program? 

Mr.  White.  I  do  not  have  that  before  me  today,  but,  yes,  our  posi- 
tion is  simply  to  continue  the  sugar  program  as  it  presently  is. 

Senator  Hefun.  I  believe  that  is  all. 

Senator  Cochran.  Thank  you.  Senator. 

Thank  you  very  much,  Mr.  White,  for  being  here  this  morning 
and  helping  our  committee  in  the  way  you  have. 

Mr.  WnriE.  Thank  you  very  much. 

Senator  Cochran.  Our  next  agenda  item  is  a  panel  including 
Varel  Bailey,  president.  National  Corn  Growers  Association,  from 
Anita,  lA.  He  is  accompanied  by  Jerry  Franz,  vice  president,  legis- 
lative affairs.  He  is  from  Pojmette,  WI.  Michael  Hall,  who  is  execu- 
tive vice  president  of  the  Corn  Growers  here  in  Washington,  is  also 
here  today. 

We  welcome  you  to  the  committee.  Senator  Grassley  has  already 
told  us  what  a  fine  fellow  you  are,  Mr.  Bailey.  We  are  glad  to  have 
had  that  presentation  from  him.  He  is  a  fine  Senator. 

You  may  proceed,  Mr.  Bailey. 

STATEMENT  OF  VAREL  BAILEY,  PRESIDENT,  NATIONAL  CORN 
GROWERS  ASSOCIATION,  ANITA,  lA,  ACCOMPANIED  BY  JERRY 
FRANZ,  VICE  PRESIDENT,  LEGISLATIVE  AFFAIRS  COMMITTEE, 
POYNETTE,  WI 

Mr.  Bailey.  Thank  you,  Senator  Cochran,  Senator  Heflin,  and 
others  of  the  committee.  We  really  appreciate  the  chance  to  testify 
before  this  panel.  I  want  to  thank  Senator  Grassley  for  his  kind  in- 
troduction. 

Com  Growers,  as  you  know,  represents  16  affiliated  States,  and 
have  members  in  all  48  States,  and  even  a  member  or  two  in 
Hawaii  and  Alaska. 

Our  organization  has  long  supported  the  concept  that  profitabil- 
ity for  com  production  must  come  from  the  marketplace  and  not 
Government  programs.  We  continue  to  support  market  oriented 
programs.  I  hope  that  my  prepared  testimony  will  be  entered  into 
the  record,  and  I  might  just  hit  the  high  pointe.^ 

First  of  all,  our  present  farm  legislation  has  evolved  over  the  last 
50  years  simply  and  basically  to  provide  stable  and  plentiful  supply 
of  food  and  fiber.  So  many  times,  it  says  that  farm  programs  have 
failed.  But  if  you  consider  farm  programs  in  that  context,  we  have 
done  better  than  anyone  ever  dreamed.  We  provide  a  lower  cost  of 
food  than  anywhere  else  in  the  world  and,  to  a  large  degree,  farm 
programs  have  had  a  part  in  that. 


'  See  p.  507  for  the  prepared  statement  of  Mr.  Bailey. 
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I  think,  based  on  that,  let  me  go  into  a  kind  of  synopsis  of  what 
the  Com  Growers  think  is  important. 

First  of  all,  on  target  price.  We  feel  that  we  need  a  freeze  at 
$3.18  per  bushel  basic^ly  where  the  1981  legislation  was,  and  after 
that,  after  those  3  years  of  a  freeze,  we  adjust  to  no  more  than  one- 
half  of  the  loan  rate  adjustment. 

The  loan  rate  would  be  frozen  at  $2.55  for  3  years,  and  after  3 
years,  we  would  go  to  100  percent  of  the  past  5-year  average,  delet- 
ing high  and  low,  with  no  more  than  a  5  percent  adjustment  per 
year.  The  loan  rate  would  be  changed  immediately  to  a  market  ori- 
ented loan  with  the  payback  based  on  5-month  State  average  farm- 
gate  price,  or  the  maximum  of  the  loan,  and  not  subject  to  the  pay- 
ment limitation. 

If  you  examine  that  concept,  even  though  it  might  be  legislated 
as  a  nonrecourse  loan,  there  would  be  very  little  benefit  to  every 
corporate  drain  to  the  Government.  So,  in  effect,  with  the  market 
oriented  concept,  it  would  behave  like  a  recourse  loan. 

We  feel  that  with  that  concept  though,  that  we  would  have  years 
of  excess  supply  that  we  may  want  to  have  extensions  of  the  loan, 
storage  payments  on  those  extensions  if  needed. 

PAYMENT  UMrrATIONS 

We  oppose  any  pa3mient  limitation  on  pa3mients,  on  deficiency 
payments.  But  in  the  event  there  is,  we  maintain  that  the  50,000 
limitation  applies  only  to  the  deficiency  pasrments,  that  between 
loan  and  target,  and  that  only. 

On  conservation  acreage  reserve,  we  recommend  a  long  term,  5 
to  10  years,  to  be  set  by  a  formula  based  on  excessive  production 
capacity,  and  the  participation  be  on  a  bid  basis  and  targeted 
toward  fragile  lands. 

I  might  just  say  that  we  do  not  have  all  the  mechanisms  put  in 
here,  but  we  feel  that  about  two-thirds  of  the  excess  production  ca- 
pacity should  be  taken  out  by  the  long-term  reserve,  one-third  left 
for  the  annual  set-aside. 

On  the  reserve,  grain  reserve,  we  feel  we  need  a  phaseout  to  a 
minimum  level  of  about  500  million  bushels  of  com,  and  the  ma- 
turing farmer-owned  reserve  inventory  be  phased  into  the  Public 
Law  480  program,  and  the  CCC  owned  stock  be  phased  into  an 
export  for  PIK  or  equalizer  to  the  value  of  the  dollar  going  in  an 
export  trade. 

EXPORT  EXPANSION 

We  feel  that  we  need  some  increase  in  funding  on  FAS,  and  ap- 
propriations for  the  Export  Revolving  Fund  that  has  been  touched 
on  early  this  morning,  and  Public  Law  480  programming.  We  think 
that  there  is  potential  here  to  double  the  Public  Law  480  targeting 
strictly  toward  title  II  and  title  HI  of  that  program.  We  think  there 
may  be  some  chance  for  increased  appropriations  for  both  direct 
and  guaranteed  export  credit  programs.  There  is  a  preference  in 
here,  on  cargo  preference  in  the  back,  that  really  to  maintain  the 
U.S.  maritime,  the  defense  issue,  and  has  little  to  do  with  agricul- 
ture. 
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Let  me  give  some  points  to  give  you  some  idea  of  why  we  recom- 
mend these  things. 

First  of  all,  the  target  program  in  the  past  has  basically  been 
called  an  income  transfer  program.  But  when  you  examine  what 
has  happened  on  target  price,  target  prices  have  provided  agricul- 
ture really  with  a  safeguard  against  short-term  capital  fluctua- 
tions, .^gnculture  is  really  a  long-term  capital  industry.  When  you 
look  at  it  in  that  way,  the  resources  devoted  to  food  production  are 
a  direct  function  of  the  marginal  expectation  of  profit.  In  other 
words,  when  all  the  signals  in  the  world  during  the  seventies  were 
to  expand  agricultural  production,  it  was  the  target  price  that  gave 
us  the  stability  and  the  financial  markets  to  draw  in  the  capital  to 
create  that  production  basis. 

It  is  true  that  target  price  and  deficiencpr  pa3mients  translate  di- 
rectly into  land  and  asset  values,  but  that  is  what  provides  the  cap- 
ital that  agriculture  needs  to  produce  and  to  respond. 

For  this  reason,  we  sav  that  the  return  of  freeze  of  the  1981  legis- 
lation is  what  is  needea  to  stabilize  the  financial  condition  out  in 
the  countryside. 

Now,  let  us  take  a  look  at  loans.  First  of  all,  you  have  to,  I  think, 
recognize  that  elasticity  for  demand  of  food  and  fiber  is  pretty  in- 
elastic. So  that  any  small  amount  of  excess  or  shortage,  you  see 
wide  swings  in  the  price.  Any  time  you  see  wide  swings  in  the 
price,  that  increases  the  risk  of  production.  Increased  risk  means 
higher  priced  foods.  So  when  you  approach  the  loan  rate  in  this 
manner,  then  you  come  to  the  conclusion  that  the  cost  of  the  com- 
modity loan  really  does  loan  the  price  of  food  to  the  consumer  be- 
cause it  lowers  the  risk  to  the  producer,  and  also  lowers  the  risk  to 
all  the  processors  as  well. 

Based  on  this,  again,  when  we  referred  to  the  financial  crisis 
that  agriculture  is  in,  a  freeze  of  those  loan  prices  for  3  years,  I 
think,  is  really  justified  when  we  consider  the  world  economic  con- 
dition. 

Now,  there  are  three  problems  though.  With  the  commodity  loan 
mechanism  as  it  was  threatened  almost  50  years  ago.  No.  1  has 
been  the  opening  of  international  trade.  No.  2  has  been  the  floating 
of  the  world  currency.  No.  3  is  sharp  rise  in  international  trade 
protectionism.  These  are  not  in  the  normal  framework  of  agricul- 
ture policy,  but  they  are  very  important  when  it  comes  to  agricul- 
ture out  in  the  coimtryside. 

Take  a  look  at  international  trade,  it  has  been  actually  explosive 
in  1955  when  we  went  to  $26.8  billion.  To  $251  billion  in  1980.  We 
decided  that  if  we  compete  in  that  marketplace,  we  are  all  going  to 
be  better  off  and  have  a  high  standard  of  living.  The  problem  is 
that  this  mechanism  internationalizing  trade  has  allowed  other 
areas  in  the  world  to  develop  excess  capacity  based  on  our  fixed 
commodity  loan  rates.  We  really  offer  them  an  umbrella. 

Turning  to  the  internationalization  of  the  U.S.  dollar,  it  really 
has  made  the  ability  to  flow  money  and  pursuit  of  capital  and 
assets  around  the  world  very  liquid,  but  this  really  has  caused  dis- 
tortion in  international  commercial  trade.  I  might  note — I  think  it 
is  pretty  well  documented — that  only  4  percent  of  the  international 
money  flow  is  to  service  international  trade  and  the  other  96  per- 
cent is  to  service  pursuit  of  assets  and  speculation.  So  the  old  con- 
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cept  that  if  you  had  a  strong  economy,  the  currencies  would  level 
out  based  upon  relative  economy  strength  does  not  work  any  more 
because  of  this  international  financial  flow. 

The  problem  really  comes  down  that  we  are  right  now  in  agricul- 
ture liquidating  our  capital  because  of  not  signals  from  true  agri- 
culture demand,  but  from  a  false  signal  of  relative  currency  values. 

Concerning  protectionism,  we  have  already  touched  this  morning 
earlier,  other  people,  about  embargoes  and  trying  to  negotiate  out 
of  protectionism.  I  think  it  is  pretty  well  coming  down  in  our  mind 
anyway  that  it  is  going  to  take  cost  of  treasury  between  nations 
before  we  are  really  going  to  solve  the  protectionism  problem. 

Now,  considering  the  point  I  just  made,  the  market  oriented  loan 
mechanism  is  the  best  alternative;  that  loan  mechanism  allows 
U.S.  farmers  to  be  knowledgeable  of  the  loan  value  in  advance  for 
the  most  deficient  production  management;  the  payback  provision 
is  based  on  the  marketplace;  any  price  lower  than  initial  loan  rate 
is  a  measure  of  the  accumulated  effects  of  price  exchange  rates, 
protectionism  is  practiced  by  our  competitors  around  the  world. 

In  the  testimony,  there  are  11  items  that  comment  as  advantages 
to  the  market  oriented  loan.  First  of  all,  there  is  elimination  of 
CCC  stocks.  We  end  up  with  better  grain  quality.  We  become  a  pre- 
ferred supplier.  We  do  not  provide  an  umbrella  with  the  fixed  loan 
rate.  We  stop  foreign  expansion.  We  raise  the  cost  for  protection- 
ism to  other  countries.  There  is  no  need  to  be  worried  about  cargo 
preference  because  we  are  meeting  them  at  the  marketplace.  It  fits 
within  the  regulation  in  the  GATT,  General  Agreement  on  Tariff 
and  Trade,  and  basically  allows  us  to  compete  with  our  foreign  cus- 
tomers and  competitors  on  the  same  price  load. 

We  do  not  have  all  of  the  figures  worked  out.  We  are  analyzing 
the  cost  of  these  programs,  and  over  the  next  several  weeks  when 
these  numbers  become  available,  we  will  surely  share  them  with 
the  panel  if  they  desire.  I  might  say  though  that  we  do  have  some 
preliminary  sheets  that  we  are  working  on,  and  I  would  like  to 
present  them  at  this  time,  if  I  might. 

Senator  Cochran.  We  appreciate  having  this.  We  will  make  this 
a  part  of  the  record  as  an  exhibit  to  your  testimony. 

Mr.  Bailey.  I  might,  just  a  quick  explanation.  The.  first  one  is  an 
analysis  of  USDA's  presentation  on  March  7  to  this  panel,  and  the 
important  line,  I  think,  is  the  bottom  row  which  is  the  shortfall  of 
aggregate  gross  income  from  1984.  I  point  out  that  working 
through  the  numbers  that  they  presented,  we  show  an  aggregate 
gross  income  shortfall  of  almost  $12  billion  just  on  these  five  com- 
modities. 

The  second  page  is  the  farm  debt  institution,  and  a  mechanism 
there  confused  what  debts  are  unserviceable. 

The  third  sheet  is  the  breakout,  assuming  various  rates  of 
return,  correlating  that  to  the  price  of  corn  as  a  representative 
commodity,  and  showing  down  at  the  bottom  then  the  projected 
debts  unserviceable  based  on  those  prices  to  the  farmer. 

At  this  time,  we  would  be  happy  to  respond  to  any  questions  you 
might  have. 

Senator  Cochran.  I  think  your  organization  keeps  up  with  how 
we  are  doing  in  terms  of  trade  in  corn,  feed  grains  around  the 
world. 
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What  are  our  prospects  for  increasing  market  share  overseas?  Do 
you  have  a  brief  overview  of  what  the  future  looks  like  for  us  in 
that  area? 

Mr.  Bailey.  Well,  for  the  last  couple  of  years,  the  feed  grain 
market  has  been  trending  down.  I  think  the  fact  that  the  current 
situation  in  the  last  90  days  is,  I  think,  termed  nothing  short  of  ter- 
rible, probably  not  fully  known  in  policjmaakers*  language. 

Senator  Cochran.  What  has  our  trade  during  the  last  year  been 
with  China,  for  example?  Do  you  have  any  figures  on  that — how 
that  compares  with  previous  years? 

Mr.  Bailey.  Off  the  top  of  my  head  I  cannot  quote  you  the  fig- 
ures. I  know  though  that  they  are  actually  exporting  grain,  and 
before  their  com.  And  they  were  actually  importing  corn  before. 
The  figures  we  are  looking  at  is  that  they  could  effectively  lay  corn 
our  west  coast  docks  cheaper  than  we  can  provide  it  out  in  the 
West. 

Senator  Cochran.  I  asked  that  because,  in  your  testimony,  you 
suggested  some  additional  appropriations  for  the  Foreign  Agricul- 
ture Service. 

I  think  3  years  ago  I  took  a  delegation  to  China  to  talk  about  in- 
creasing agriculture  trade.  We  were  spending  some  money  through 
the  FAS  to  promote  the  sale  of  com  and  for  feed  grain,  thinking 
that  China  offered  us  some  very  real  growth  possibilities  in  trade, 
not  only  feed  grains  but  wheat  as  well. 

I  was  just  wondering  how  we  were  doing,  whether  there  has  been 
any  progress  made  and  if  not  we  were  maybe  spending  this  money 
unwisely  if  we  are  trjdng  to  promote  trade  with  them  and  they  are 
turning  around  and  exporting  to  us. 

Mr.  Bailey.  This  may  be  hard  to  understand  but,  basically,  we 
€u-e  on  schedule  as  far  as  market  development  goes  with  China. 

If  you  examine  the  track  record  of  most  countries  where  we  have 
got  a  market  development  at  work,  the  first  response  is  to  move  in 
and  to  work  with  their  production  of  agriculture  to  modify  that,  be- 
cause that  is  where  the  real  change  takes  place. 

The  first  response  out  of  a  country  where  you  do  market  develop- 
ment work  is  normally  to  increase  the  capacity  of  cereal  grains 
production.  In  a  lot  of  cases  to  the  point  that  it  is  excess  of  what 
they  can  demand  would  consume  domestically  in  a  short  term. 

The  problem  with  China  is  that  we  do  not  have  the  feed  mills 
built.  We  do  not  have  the  hogs  and  the  cattle  and  the  poultry  facili- 
ties to  go.  We  do  not  have  the  fructose  plants  and  the  alcohol 
plants  built.  So  right  now  it  is  true,  they  can  produce  more  com 
than  they  can  consume  and  at  the  point,  I  think  we  must  remem- 
ber, that  a  market  development  project  is  a  5-  to  7-year  turna- 
round. The  first  dollar  put  in  until  you  can  really  document  great- 
er than  a  dollar  response  is  5  to  7  years  out.  It  is  tough  to  say, 
guys,  we  need  to  continue  those  moneys  when  it  appears  that  the 
money  we  spent  2  years  ago  has  been  a  negative  impact. 

I  do  not  think  over  the  long  term  that  that  will  be  the  case  and 
we  just  have  to  evaluate  our  programs  and  make  them  better. 

Senator  Cochran.  Where  else  in  the  world  do  you  foresee  growth 
possibilities  for  U.S.-produced  com  and  grain? 

Mr.  Bailey.  Well,  I  think  the  Pacific  rim  is  one  that  has  to  be 
evaluated  very  carefully;  possibly,  North  Africa.  Another  one  that 
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is  maybe  subject  to  discussion,  but  all  of  the  controlled  economies 
in  Asia  and  Eastern  Europe,  I  think,  have  to  be  reevaluated. 

There  are  some  real  substantive  changes  taking  place  in  the  way 
that  those  economies  in  Eastern  Europe  are  responding  to  the 
world  situation.  So,  I  would  think  that  some  select  technic^  assist- 
ance of  the  type  that  FAS  and  the  cooperative  program  provide 
would  be  a  good  investment  in  those  areas,  also. 

Senator  Cochran.  There  was  one  proposal  made  to  the  commit- 
tee in  its  initial  hearing  on  the  1985  farm  bill  that  was  described  as 
a  marketing  loan  approach.  Rather  than  having  the  Conmiodity 
Credit  Corporation  actually  receiving  commodity  when  loans  were 
forfeited,  provided  nonrecourse  loan  provisions,  you  could  pay  it 
back  at  either  the  loan  rate  or  the  world  price,  whichever  is  lower. 

This  would  mean  that  the  Commodity  Credit  Corporation  would 
not  end  up  with  the  commodity.  It  would  be  marketed.  It  would 
force  the  marketing  of  that  commodity  for  whatever  the  market 
could  bring. 

Have  you  all  had  an  opportunity  to  look  at  that  proposal,  and  if 
you  have,  do  you  have  any  reaction  to  it  at  this  time? 

Mr.  Bailey.  That  is  the  basic  framework  of  the  market-oriented 
loan  concept  that  is  in  this  testimony,  and  the  true  cost  of  that  pro- 
gram is  being  studied  right  now.  One  of  the  things  that  we  £u-e  at- 
tempting to  do  is  to  charge  the  cost  of  that  program  against  any  of 
the  alternatives. 

The  alternatives  that  may  be  considered  would  be  possibly  the 
administration's  program  or  the  one  on  the  other  extreme,  I  think, 
is  some  mandatory  production  quota  program,  and  try  to  select  out 
the  best  total  program. 

Part  of  this  total  program  has  to  be  addressing  the  financial 
crisis  in  agriculture  as  well.  It  really  does  not  do  us  a  lot  of  good, 
for  example,  to  go  to  the  free  market  if  we  are  going  to  end  up 
spending  bUlions  and  billions  of  dollars  in  some  t3rpe  of  a  loan  sub- 
sidy or  a  gigantic  FmHA,  for  example,  to  pick  up  the  pieces  out  in 
rural  America. 

We  would  be  much  better  off  to  devise  a  program  that  works  in 
the  world  marketplace  and  is  lowest  cost  in  that  framework  rather 
than  an  alternative  that  is  purely,  in  an  agricultural  sense  or 
USDA  sense,  cheaper,  but  in  total  verv  expensive. 

Senator  Cochran.  Well,  I  am  frank  to  say  that  I  am  impressed 
with  your  testimony.  I  think  that  your  suggestion  is  certainly  one 
that  ought  to  be  carefully  considered  by  the  committee. 

We  may  very  well  end  up  somewhere  consistent  with  what  you 
suggest.  There  is  no  way  to  know  what  this  committee  is  going  to 
do.  They  are  a  bunch  of  individuals  on  the  committee.  I  do  not 
know  whether  a  consensus  is  going  to  be  shaped  very  easily  or  if  it 
may  be  difficult. 

(Senator  Heflin. 

Senator  Hefun.  You  mention  China  and  the  other  countries 
which  now  are  exporting.  I  am  happy  to  see  you  are  optimistic  that 
they  are  not  going  to  be  necessarily  long-term  rivals.  There  are 
some  people  that  feel  China's  exports  will  grow  and  continue  to  be 
substantial  competitors  in  the  future. 

Some  developing  coimtries  that  we  have  given  assistance  to  are 
also  now  competitors  for  export  markets  in  com.  Zimbabwe,  as  I 
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understand  it,  is  now  one.  On  these  developing  countries  and  other 
things,  is  there  any  significance  that  should  be  given  as  to  their 
future  growth?  What  is  your  feeling  about  some  of  these  other 
problems. 

Mr.  Bailey.  I  think  you  make  a  very  valid  point.  The  fact  is  that 
the  foreign  policy  of  the  United  States  as  it  goes  out  around  the 
world  is  in  a  lot  of  cases  not  veiy  coordinated.  We  very  likely  may 
have  AID  doing  one  program  and  FAS  doing  another. 

Again,  I  am  here  as  a  farmer  looking  at  the  world  landscape  as  it 
appears  to  me.  It  appears  that  we  very  much  need  to  tcJce  a  hard 
look  at  the  long-term  potential  of  these  countries  and  see  really 
what  they  need  and  what  is  to  our  benefit  as  we  give  aid  or  assist- 
ance or  technology  transfer. 

So,  I  guess,  I  cannot  comment  on  any  specific  coimtries  at  this 
time,  but  your  point  is  very  valid.  That  evaluation  needs  to  be 
made  before  we  start  committing  money  and  manpower  for  assist- 
ance in  these  countries. 

Senator  Hefun.  I  have  invited  other  organizations,  and  I  would 
invite  you  to,  in  writing,  give  us  your  views  on  proposed  tax  simpli- 
fication programs  as  to  how  they  would  affect  com  farmers. 

There  are  those  that  consider  it  in  different  lights  and  different 
ways,  and  it  may  well  be  that  it  could  be  harmful  or  it  may  be 
helpflil.  It  has  a  lot  of  attractive  features.  At  the  same  time,  there 
are  some  matters  pertaining  to  this  that  might  have  disastrous  ef- 
fects upon  certain  segments  of  the  economy  and  certain  industries 
within  the  farming  community.  I  think  we  ought  to  view  those. 

I  think  there  is  a  growing  support  for  some  form  of  a  tax  simpli- 
fication bill,  and  I  think  as  we  look  at  farm  legislation  it  could  well 
be  that  tax  treatment  will  enter  into  some  t3rpe  of  decisions  that 
are  made  relative  to  farm  legislation. 

I  would  invite  you  to  submit  such  a  statement  to  this  committee. 
I  woidd  like  to  see  somebody  on  your  staff  study  it  and  see  how  the 
com  grower — and  he  may  differ  as  to  size,  geographical  location, 
and  otherwise  would  be  anected. 

Do  you  have  any  comments  on  that  you  would  like  to  make 
orally  at  this  time? 

Mr.  Bailey.  Well,  yes,  thank  you.  We  appreciate  the  opportimity 
to  participate.  I  would  just  mention  that  I  do  not  just  produce  com; 
I  have  a  cattle  operation,  so  I  have  been  aware  of  the  debate  in  the 
cattle  industry  between  outside  investor  capital,  and  so  forth,  in 
that  industry  for  a  long  time. 

We  point  out  that  only  now  the  grain  industry  is,  I  think,  becom- 
ing increasingly  aware  of  the  ramifications  of  tax  legislation  in 
their  industry.  It  is  commonly  known  to  rural  appraisers  that  the 
value  of  farmland  for  agricultural  purposes  is  kind  of  cash  flow, 
plus  25  percent,  and  that  25  percent  is  the  expectation  of  capital 
gains  and  other  types  of  things. 

Now,  in  the  grain  industry,  that  25  percent  is  evaporating,  and 
more  than  that  in  some  cases.  So  we,  too,  have  an  appreciation  of 
what  tax  legislation  can  do  to  the  base  capitalization  of  an  indus- 
try. 

Senator  Hefun.  One  other  question.  Since  sugar  and  com  are 
somewhat  related  as  sweeteners,  what  is  the  position  of  your  orga- 
nization relative  to  the  sugar  program? 
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Mr.  Bailey.  Well,  you  are  right.  The  com  industry  is  involved  in 
sugar.  We  have  come  from  a  laboratory  concept  about  7  years  ago 
to  now  providing  55  percent  of  all  the  domestically  used  sweetener 
in  this  country. 

Our  position  really  is  based  on  the  protectionist  and  trade  policy 
of  foreign  coimtries,  and  predominately  the  east  coast.  We  feel  that 
the  U.S.  sweetener  industry,  specifically  the  corn  part  of  that»  in  a 
level  pla3dng  field  would  be  the  lowest  cost  producer  in  the  world. 

To  basically  do  away  with  the  quota  system  and  the  support 
system  that  is  in  place  today  would  literally  be  throwing  the  oest 
industry  in  the  world  today  away,  stepping  aside  for  some  other  na- 
tion's policy  to  step  in  and  dump  their  excess  stocks  on  the  world 
marketplace.  We  think  that  maintenance  of  the  current  program  is 
essential. 

Senator  Hefun.  That  is  all. 

Senator  Cochran.  Senator  Melcher. 

Senator  Melcher.  Thank  you,  Mr.  Chairman. 

The  proposal  that  you  are  making,  Mr.  Bailey,  is  that  there  be  a 
status  quo,  a  freeze,  for  2  years  for  loan  rates  and  target  prices*  is 
that  correct? 

Mr.  Bailey.  As  per  the  1981  legislation.  We  would  suggest  that 
the  com  target  price  really  needs  to  be  the  $3.18  that  was  in  the 
legislation,  and  if  you  foUowthrough  the 

Senator  Melcher.  Is  that  where  the  target  price  is  now? 

Mr.  Bailey.  It  is  $3.03  right  now,  based  on  the  1983-84  adjust- 
ment. 

Senator  Melcher.  And  what  is  loan? 

Mr.  Bailey.  $2.55. 

Senator  Melcher.  You  are  suggesting  that  Treasury  exposure  be 
increased  15  cents  per  bushel? 

Mr.  Bailey.  In  this  case,  yes.  On  com,  specifically. 

Senator  Melcher.  This  is  unanimous? 

Mr.  Bailey.  Well,  as  you  foUowthrough  the  logic  of  the  presenta- 
tion, to  a  large  extent  I  think  that  we  can  say  that  the  plunge  in 
land  prices  out  in  the  Com  Belt  really  got  rolling  when  we  told  ev- 
eryone that  we  no  longer  were  going  to  stay  on  the  1981  legislation 
track. 

We  were  going  to  freeze  the  target  price,  and  so  everyone  imme- 
diately was  looking  at  land  prices  and  recomputed,  and  the  plunge 
in  land  prices,  and  thus  the  real  credit  problems  in  the  Com  Belt, 
got  started. 

Mr.  Franz.  I  might  add  that  we  took  that  freeze  with  the  expec- 
tation of  expanded  exports  and  they  have  not  materialized*  so  that 
has  contributed  to  that. 

Mr.  Bailey.  The  target  price  freeze  at  $3.03  was  predicated  on 
roughly  $4.5  to  $5  billion  of  export  credits  and  a  real  commitment 
of  the  U.S.  Government  to  move  into  the  world  marketplace  and 
move  the  product,  and  that  has  not  happened. 

Senator  Melcher.  Do  you  object  to  the  administration's  farm 
bill? 

Mr.  Bailey.  Yes. 

Senator  Melcher.  But  not  after  3  years? 

Mr.  Bailey.  After  3  years,  we  oner  a  mechanism  that  is  some- 
what different  than  the  administration's.  We  recognize,  and  I  think 
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everyone  recognizes  that  political  laws  cannot  hold  back  economic 
laws  forever.  It  is  a  matter  of  adjusting  and  whether  the  Govern- 
ment is  going  to  resist  change  or  facilitate  change. 

Senator  Melcher.  It  would  change  the  loan  rate  after  3  years  to 
no  more  than  5  percent  decline.  Who  knows  what  is  going  to 
happen  in  the  next  3  years? 

Mr.  Bailey.  Yes. 

Senator  Melcher.  But  it  would  provide  for  no  more  than  a  2.5- 
percent  decline  in  the  target  price? 

Mr.  Bailey.  Yes. 

Senator  Melcher.  So  there  would  be  greater  exposure  each  year 
if  there  were  a  declining  market. 

Mr.  Bailey.  Yes,  and  on  a  rising  market,  less.  That  mechanism,  I 
think,  basically  gives  the  right  incentive  to  Government  that  as  the 
prices  plunge,  the  Government  needs  to  be  more  active  in  the 
export  side  in  the  involvement,  and  as  prices  rise,  their  exposure  is 
lowered  and  they  need  relatively  less  emphasis. 

Senator  Melcher.  I  agree  that  the  Government  needs  incentive. 
We  hear  so  much  around  here  from  the  Government  that  you  need 
incentive.  It  is  refreshing  to  have  it  reversed.  Government  needs  a 
little  incentive  for  exports. 

You  mentioned  Public  Law  480;  you  want  to  see  it  doubled.  Are 
you  aware  of  section  416? 

Mr.  Bailey.  Not  specifically. 

Senator  Melcher.  It  is  another  of  the  possibilities  for  donation, 
but  it  carries  with  it  the  opportunity  for  barter,  trade,  concession- 
ary sales,  everything  that  Public  Law  480  has,  plus  more.  Com,  im- 
fortunately,  is  not  a  commodity  available  for  section  416;  only  dairy 
products  and  wheat  are. 

Mr.  Bailey.  I  might  make  a  comment.  In  part  of  the  policy 
framework  that  we  would  approach  in  the  evaluation  would  some 
effect  have  to  do  with  how  does  it  fit  with  the  general  agreements 
on  tariff  and  trade;  how  does  it  fit  with  precipitation  of  increased 
skirmishes  and  trade  wars,  and  what  is  the  best  option  for  the  com 
industry  in  changing  and  influencing  trade  policy  with  other  coun- 
tries. 

Senator  Melcher.  We  have  talked  about  that  long  enough.  I  am 
just  ready  to  start  doing  it  and  I  hope  you  are. 

Thank  you,  Mr.  Chairman. 

Mr.  Franz.  Could  I  add  a  couple  of  comments? 

Senator  Melcher.  Mr.  Franz. 

Mr.  Franz.  No.  1,  under  our  proposal  we  would  have  the  oppor- 
tunity to  really  try  a  world  market  price,  and  that  price  of  com 
would  be  then  available  also  to  our  domestic  livestock  producers 
rather  than  the  loan  price. 

We  did  take  USDA's  projected  prices  and  plug  that  into  Iowa 
State's  formula  on  ability  to  service  the  farm  debt.  These  are  pre- 
liminary. Using  11  percent  interest  rates,  we  can  proiect  servicing 
75  percent  of  the  farm  debt  in  1985,  40  percent  in  1986,  and  16  per- 
cent in  1987,  and  then  it  goes  back  up  out  to  1990. 

That  would  be  with  a  constant  farm  debt.  And,  of  course,  with 
this  decline  in  ability  to  service,  that  debt  would  change  and,  of 
course,  so  would  interest  rates  to  agriculture.  Certainly,  by  1986  or 
1987,  the  Farm  Credit  System  would  be  insolvent,  and  certainly 
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many  more  rural  banks,  and  that  is  why  we  need  this  target  price 
freeze  to  stop  the  decline  of  farm  asset  values,  or  we  will  have  a 
real  debacle  m  rural  America. 

Senator  Melcher.  People  use  this  term  "freeze"  with  different 
meanings.  When  you  go  from  $3.03  to  $3.18,  I  hardly  would  ceQI 
that  a  freeze. 

Mr.  Franz.  Well,  no. 

Senator  Melcher.  I  do  not  think  an  increase  is  in  the  cards.  A 
15-cent  increase  for  corn  is  $1  billion  per  year,  or  very  close  to  it.  I 
do  not  believe  that  is  possible. 

In  light  of  what  we  are  faced  with,  I  would  suggest  that  we  will 
do  well  to  hold  the  target  price  to  $3.03  where  it  is  now. 

I  agree  that  without  some  protection  of  income  where  it  is  now, 
we  are  taking  a  terrible  chance  on  a  continuation  of  this  deteriora- 
tion in  asset-to-equity  ratio  that  is  occurring  in  Iowa  and  the  Mid- 
west and  starting  to  occur  in  Montana. 

Montana  land  values  are  declining,  too,  and  we  are  not  making 
any  profits.  Our  producers  are  not  making  any  profits,  and  have 
not  for  some  years.  I  understand  all  that.  I  do  think,  however,  that 
we  have  to  be  a  little  bit  realistic  in  view  of  the  fact  that  we  are 
going  to  have  to  deal  with  the  budget  whatever  we  do. 

I  think  it  would  be  wrong  to  mislead  you  to  think  that  your  testi- 
mony will  have  much  sway  in  Congress  on  increasing  deficiency 
payments.  There  is  one  thing  I  would  like  to  point  out. 

We  are  very  likely  to  write  a  4-year  bill.  You  have  the  deficiency 
payment  staying  stable — increasing  and  then  staying  stable  for  3 
years.  This  would  not  give  us  much  time  to  see  whether  what  you 
project  on  market  orientation  after  that  time  is  beneficial  to  your- 
self, to  the  present  institutions  and  to  the  livestock  feeders. 

I  do  not  quarrel  with  your  projection.  I  just  do  not  know  what  is 
going  to  happen  after  a  couple  of  years.  I  think  our  €uiswer, 
though,  is  increased  exports  and  it  is  going  to  have  come  through 
Public  Law  480,  and  section  416.  If  we  are  very  positive  on  that  will 
have  something  that  is  truly  beneficial. 

Mr.  Bailey.  The  only  possibility  we  see  is,  after  we  get  our  analy- 
sis complete,  we  think  we  may  very  well  show  that  we  need  no 
export  credits  and  the  $1  billion  might  be  available  for  that  reason 
by  going  to  the  world  market  price. 

I^nator  Melcher.  Developing  trade  is  a  very  long-term  process.  I 
would  not  try  to  project  figures  on  what  would  happen  after  2  or  3 
years  on  trade,  but  I  know  if  we  go  after  it,  we  are  going  to  get 
more.  I  do  not  know  how  much  more. 

The  main  thing  is  to  stop  talking  and  go  after  it.  We  have  had 
enough  talk.  We  have  had  10  to  15  years  of  talk  about  expanding 
trade.  We  just  do  not  do  enough  to  make  it  come  about. 

I  do  not  think  it  is  political.  I  think  it  is  just  a  question  that  we 
have  got  to  have  the  gumption  to  do  it. 

Mr.  Bailey.  Back  to  the  point  of  the  15-cent  rise,  I  think  what  is 
important  here  is  that  the  corn  growers  want  to  go  on  record  that 
we  made  a  deal  to  take  a  15-cent  cut  into  this  year  for  export  cred- 
its and  the  commitment  to  move  out  into  that  marketplace,  and 
that  money  was  allocated  but  not  used. 

Basically,  we  are  saying  right  now  that  we  are  not  going  to  make 
any  of  those  deals  if  it  does  not  result  in  positive  response. 
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Senator  Melcher.  Good  for  you.  [Laughter.] 

You  did  not  say  much  last  fall,  I  noticed,  so  I  am  glad  to  hear 
you  saying  more  this  spring.  [Laughter.] 

Mr.  Bailey.  Thank  you  for  the  opportunity. 

Senator  Cochran.  Thank  you  for  being  here,  Mr.  Bailey. 

Senator  Hefun.  Let  me  ask  you  one  other  thing. 

Senator  Cochran.  Senator  Heflin. 

Senator  Hefun.  Do  you  have  any  suggestions  as  to  additional 
tools  to  acquire  more  export  markets?  I  do  not  think  we  are  using 
the  tools  that  we  have  as  effectively  as  we  could.  But,  necessarily, 
if  we  are  going  to  increase  our  markets — and  testimony  has  come 
from  many  sources  that  it  has  to  come  from  export  markets,  and  I 
just  wondered  if  you  would  give  us  some  suggestions  of  any  tools 
that  you  might  suggest  in  addition  to  what  we  already  have. 

Mr.  Bailey.  Well,  I  think  that  as  per  the  testimony,  the  market- 
oriented  loan  is  one  that  we  need  to  take  a  real  hard  look  at,  with 
all  the  advantages  that  it  has.  There  is  another  concept,  and  it  is  in 
the  policy  process  of  the  National  Corn  Growers  right  now,  so  I 
cannot  say  that  it  has  got  the  stamp  of  approval,  but  that  is  that 
agriculture  in  the  United  States  may  need  to  look  very  closely  at 
the  creation  of  some  entity  that  resembles  an  agricultural  trading 
company  that  actually  goes  out  and  merchandises  agriculturcd 
products  the  same  way  that  Japanese  industries  go  out  and  do  the 
evaluation,  the  merchandising,  and  everything  all  around  the 
world. 

Basically,  U.S.  agricultural  commodities  are  offered  in  the  world 
marketplace  and  they  are  not  sold  or  merchandised.  I  think  there 
are  a  lot  of  things  we  can  do  within  that  framework  to  gain  a  lot  of 
economic  activity  here  in  the  United  States  with  some  tjrpe  of  a 
trading  company  entity. 

Mr.  Franz.  I  would  say  there  is  one  other  opportunity  of  mar- 
kets domestically,  and  that  is  with  phase-out  of  lead.  There  is  a  po- 
tential of  using  grain  alcohol  to  replace  lead  as  an  octane  enhancer 
and  develop  substantially  larger  domestic  markets  for  grain  from 
that  possibility. 

Senator  Hefun.  You  mean  as  a  gasoline 

Mr.  Franz.  Yes,  as  a  gasoline  additive  to  bump  octane  up  instead 
of  lead,  and  that  is  about  the  only  domestic  opportunity  for  a  sub- 
stantial increase  in  our  market  for  corn. 

Senator  Cochran.  Thank  you  very  much  for  being  here. 

Mr.  Bailey.  Thank  you. 

Senator  Cochran.  We  are  advised  now  that  our  earlier  witness 
who  was  scheduled  to  testify,  James  Provan,  who  is  a  member  of 
the  European  Parliament  from  Perth,  Scotland,  is  here. 

We  invite  you,  Mr.  Provan,  to  come  to  the  witness  table.  We  are 
happy  to  have  you  here.  For  the  information  of  the  committee,  Mr. 
Provan  is  a  member  of  the  Agriculture  and  Fisheries  Committee  of 
the  European  Parliament. 

He  is  a  farmer.  He  has  land  devoted  to  wheat  and  seed  barley, 
among  other  crops.  He  also  has  1,000  head  of  sheep,  and  has  timber 
in  eastern  Scotland. 

We  are  very  honored  to  have  you  here  this  morning.  We  welcome 
you  and  invite  you  to  proceed. 
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STATEMENT  OF  JAMES  PROVAN,  MEMBER,  EUROPEAN  PARLIA- 
MENT, PERTH,  SCOTLAND,  ACCOMPANIED  BY  DERWENT  REN- 
SHAW 

Mr.  Provan.  Well,  thank  you,  Mr.  Chairman,  for  that  introduc- 
tion. My  name  is  James  Provan.  As  you  say,  I  am  a  member  of  the 
European  Parliament,  representing  northeast  Scotland,  and  a 
member  of  the  European  Democratic  Group — that  is,  a  party,  as 
you  would  call  it  over  here — which  is  an  umbrella  party  which  in- 
cludes the  British  conservatives.  I  am  a  member  of  the  British  con- 
servative party. 

I  am  also  chairman  of  my  political  group's  agriculture  conmiittee 
and  a  member  of  the  European  Parliament's  Agriculture  Commit- 
tee, as  you  have  said.  I  very  much  welcome  the  opportunity  of 
being  here  to  spend  some  time  with  you  this  morning  and  address 
your  very  influential  committee,  especially  at  this  time. 

It  is  also  with  a  great  deal  of  pride  that  my  institution,  the  Euro- 
pean Parliament,  and  with  respect  to  your  own  Senate  and  your 
own  country  here — I  note  that  President  Reagan  will  address  the 
European  Parliament  in  Strasburg  on  the  8th  of  May. 

I  very  much  look  forward  to  that,  and  I  believe  it  can  be  a  very 
historic  occasion  and  a  common  focal  point  for  all  to  beam  in  on  in 
the  development  of  the  European  Community. 

I  am  grateful  for  the  privilege  that  you  have  extended  to  me  to 
address  this  committee  this  morning,  particularly  when  there  is  so 
much  change  in  farm  policy  on  both  sides  of  the  Atlantic.  I  think 
that  is  important. 

Today,  I  would  like  to  focus  more  narrowly  on  some  of  the 
conmion  problems  that  face  the  United  States  and  European  agri- 
culture. The  problems  that  we  face  are  not  necessarily  those  of 
policy.  The  problems  that  we  have  got,  I  believe,  have  arisen  be- 
cause of  new  management  techniques  and  by  the  development  of 
new  technology,  allowing  farmers  to  produce  more  and  more — 
more  than  we  can  readily  consume  at  home  or  sell  at  a  reasonable 
price  on  the  world  markets. 

There  are  problems  of  consumers  changing  their  eating  habits 
and  spending  less  of  their  family  budget  on  food;  the  problem  of  an 
increasing  public  spending  on  agriculture.  These  are  all  problems 
that  I  believe  we  share  whether  we  are  in  Europe  or  the  United 
States. 

We  in  the  European  Parliament,  by  way  of  background,  the  only 
directly  elected  international  parliament  in  the  world,  have  just 
been  considering  the  European  Commission's  recent  1985-86  farm 
price  proposals,  which  represent  a  further  step  in  reforming  agri- 
cultural policy. 

We  in  Europe  share  your  administration's  desire  to  see  farm 
spending  taking  up  a  smaller  part  of  budgetary  expenditure.  Those 
of  us  who  represent  farming  areas  realize  that  savings  in  farm 
spending  will  be  meaningless  if  they  merely  lead  to  increased  ex- 
penditures on  imemployment  and  greater  overall  support  of  the 
rural  areas. 

I  think  it  is  important  for  people  on  this  side  of  the  Atlantic  to 
realize  that  the  common  agricultural  policy,  while  it  is  an  agricul- 
tural policy,  also  has  a  very  large  social  aspect  to  it. 
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When  we  look  at  the  world  market  situation,  we  see  that  pursu- 
ing policies  which,  in  the  end,  will  only  benefit  the  Soviet  Union 
can  help  none  of  us  in  the  Western  World.  We  therefore  must  try 
and  work  together  and  understand  each  other's  problems. 

Americans  have  sometimes  been  critical  of  the  apparently  slow 
rate  of  reform  in  Europe.  Fine  words  often  appear  to  have  little 
result  and  limited  action.  My  purpose  this  morning  is  to  show  that 
Europe  has  already  begun  to  take  real  action,  and  I  mean  real 
action,  to  reduce  its  farm  spending  and  to  bring  supply  and 
demand  into  better  balance. 

I  think  it  is  also  important  to  realize  that  we  have  10  individual 
member  states  that  make  up  the  European  Community,  and  in 
those  circumstances  when  ministers  of  agriculture  meet  together, 
they  have  always  got  to  go  back  and  try  and  inform  their  own 
farmers  in  their  own  countries  that  they  are  achieving  something 
as  individual  ministers  for  their  own  farmers.  To  get  agreement, 
therefore,  among  10  member  states  is  very  difficult. 

I  am  sure,  for  instance,  Mr.  Chairman,  if  you  were  to  ask  10 
people  in  this  room  what  color  we  should  paint  the  walls,  we  would 
probably  get  10  different  answers.  That  is  the  sort  of  problem  we 
face  in  Europe  when  we  are  tr3dng  to  decide  agricultural  policy. 

All  OECD  member  states  support  their  agriculture.  In  continen- 
tal Europe,  this  support  goes  back  to  the  19th  century.  Under  the 
common  agricultural  policy,  or  CAP,  as  it  is  colloquially  known,  a 
Europe  which  was  short  of  food  after  the  Second  World  War  has 
been  able  to  become  largely  self-sufficient,  while  at  the  s€mie  time 
allowing  a  net  12  million  people  to  gradually  leave  the  land  and 
provide  the  manpower  necessary  to  develop  other  industries. 

I  think  it  is  also  important  to  realize  that  at  this  time  we  have 
13  million  people  unemployed  in  Europe,  and  that  figure  is  still 
rising.  That  is  compared  to  eight  million  who  are  employed  in  agri- 
culture. 

I  realize  that  here  in  America,  of  course,  the  number  of  farmers 
that  you  have,  I  think,  is  somewhere  in  the  region  of  2.5  or  3  mil- 
lion, and  so  the  comparison  is  quite  dramatic,  I  think,  when  you 
realize  the  problems  we  have  with  the  number  of  people  employed 
in  agriculture. 

We  have  a  high-input  and  high-output  small  farming  system 
which  characterizes  the  farming  of  the  original  six  member  states 
of  the  Community.  The  most  straightforward  and  transparent  aids 
were  used.  Those  aids  are  basically  guaranteed  prices  and  export 
refunds. 

We  have  not  been  able  to  stop  the  CAP  in  its  tracks  in  the  eye- 
catching way  which  you  propose  in  this  country  in  your  new  farm 
bill,  nor  do  we  believe  that  such  precipitive  action  would  necessari- 
ly be  appropriate  for  us  in  Europe. 

We  have,  however,  begun  to  alter  the  course  of  the  CAP.  We  are 
no  longer  in  an  area  of  open-ended  guarantees.  We  now  have  a 
system  where  budgetary  availability  of  funds  determines  the  level 
of  guaranteed  prices. 

We  have  probably  got  the  strictest  cash  limits  that  it  is  possible 
to  impose,  and  that  policy  will  not  really  be  inflicting  itself  on  the 
agricultural  sector  until  1986,  but  it  is  now  in  train,  and  that  is  im- 
portant. 
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Last  year,  we  also  introduced  a  milk  quota  system,  which  still 
leaves  us  producing  more  than  we  consume,  but  we  have  cut  back 
production  some  7  or  8  million  tons  from  the  level  it  would  other- 
wise have  reached. 

In  fact,  over  the  first  9  months  following  implementation,  milk 
production  was  down  4  percent,  butter  production  12  percent,  and 
milk  powder  down  20  percent  from  the  previous  year. 

Of  course,  this  has  led  to  an  increase  in  cattle  slaughtering  and 
entire  cattle  exports,  but  this  has  come  at  the  top  end  of  the  pro- 
duction cycle  and  production  in  the  longer  term  can  be  expected  to 
faU. 

Through  a  reduction  in  cereal  support  prices,  the  lengthening  of 
intervention  payment  times,  strict  quality  standards,  and  the  hold- 
ing back  on  exports,  cereal  market  prices  have  been  brought  down 
by  10  percent  in  European  monetary  terms,  or  25  percent  in  U.S. 
dollar  terms. 

There  will  be  a  further  decrease  in  both  support  and  market 
prices  together  with  measures  to  limit  output,  and  the  price  propos- 
als from  the  Commission  this  year  ask  for  a  reduction  of  3.6  per- 
cent in  cereal  prices. 

Our  sugar  production  quota  system,  which  limits  output  of  both 
sugar  and  high-fructose  com  S3nrup  and  ensures  a  high  level  of  uti- 
lization of  sugar  in  the  European  Community — ^we  wUl  at  the  same 
time  honor  our  commitment  to  the  developing  countries  linked  to 
the  Community  under  the  Lome  Convention  by  providing  them 
with  a  guaranteed  outlet  for  their  market  in  sugar.  We,  in  fact, 
take  1.3  million  tons  of  sugar  from  these  Lome  Convention  coim- 
tries,  and  I  think  that  that  is  a  very  great  necessity  as  far  as  the 
Conununity  is  concerned. 

More  recently,  the  Community  has  also  taken  firm  action  to 
limit  the  production  of  wine.  While  the  Community  has  been  suc- 
cessful in  making  itself  self-sufficient  in  a  number  of  products  and 
has  embarked  upon  a  program  of  reducing  price  support,  we  con- 
tinue to  honor  our  commitments  under  GATT. 

Although  Community  agricultural  exports  to  the  United  States 
have  grown  in  recent  years,  helped  by  a  strong  dollar,  statistics  for 
1983  show  that  in  the  agricultural  sphere  we  continue  to  import 
twice  as  much  as  we  export. 

In  1983,  17.4  percent  of  U.S.  agricultural  imports  came  from  the 
EEC.  This  amounted  to  $4,010  million.  In  the  same  year,  we  im- 
ported agricultural  goods  worth  $7,755  million,  or  some  20.3  per- 
cent of  your  world  agricultural  exports.  In  other  words,  we  are 
your  best  customer. 

When  we  look  back  on  the  introduction  of  milk  quotas  in  Europe 
and  other  changes  which  have  been  brought  about,  we  are  con- 
scious that  not  just  for  political  reasons,  but  the  sake  of  agricul- 
ture, there  is  a  limit  at  the  speed  at  which  we  can  move  forw€uti 
and  change  agriculture. 

We  are  concerned,  too,  that  where  we  have  a  general  problem  of 
overcapacity  and  poor  markets,  a  battle  for  export  markets  would 
harm  us  all. 

We  welcome  the  aim  stated  at  page  2  of  the  trade  negotiation 
section  of  the  administration's  bill  to  negotiate  the  reduction  of 
import  barriers  by  1990,  but  wonder  if  the  administration  is  refer- 
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ring  merely  to  quantitative  barriers  or  if  they  would  include  such 
things  as  health  standards  as  well. 

We  note  with  some  concern  other  proposals  regarding  trade, 
some  of  which  are  contained  in  the  other  versions  of  the  bill.  We 
will  watch  with  considerable  interest  to  see  which  version  finally 
emerges  from  Congress. 

I  think  it  is  important  to  realize  that  in  Europe  we  have  the 
same  problems  as  you  face  in  the  United  States.  We  have  those,  in 
political  terms,  who  want  to  maintain  some  form  of  protectionism, 
and  we  have  those,  like  myself  and  British  conservatives,  who  want 
to  see  greater  free  trade. 

I  believe  you  have  these  problems,  too,  Mr.  Chairman,  on  this 
side  of  the  Atlantic.  While  the  steps  we  have  already  taken  in 
Europe,  and  which  I  must  stress  are  only  a  start,  may  not  be  as 
spectacular  as  the  administration's  farm  bill  proposal,  we  are 
moving  firmly  forward  in  the  right  direction  and  within  a  frame- 
work of  strict  budgetary  discipline. 

The  days  of  unlimited  guarantees  are  over.  We  are  seeking 
better  balance  in  the  marketplace,  better  and  closer  relations  with 
the  United  States,  and  let  me  tell  you  we  are  putting  our  own 
house  in  order. 

I  hope,  Mr.  Chairman,  that  my  visit  here  today  may  be  the  first 
of  a  dialog  that  might  be  a  continuing  dialog  between  the  United 
States  and  Europe.  I  hope  that  any  of  the  members  of  your  commit- 
tee or  any  Members  of  the  Senate  who  come  to  Europe  will  make 
the  European  Parliament  part  of  their  schedule  when  they  are  in 
Europe. 

Thank  you  very  much. 

Senator  Cochran.  Thank  you  very  much,  Mr.  Provan.  We  appre- 
ciate your  being  here,  and  we  also  compliment  you  on  the  state- 
ment you  have  made  to  the  committee.  It  will  be  very  helpful  to  us 
in  understanding  the  important  relationship  that  we  have  with  the 
European  Community  and  the  member  states  of  the  European  Par- 
liament. 

Personally,  I  am  glad  to  be  able  to  say  that  the  Cochrans  claim 
they  came  from  Scotland.  [Laughter.] 

Mr.  Provan.  Absolutely. 

Senator  Cochran.  That  may  make  us  kinsmen  of  some  kind  or 
another. 

Mr.  Provan.  I  have  relations,  Mr.  Chairman,  who  are  Cochrans. 

Senator  Cochran.  Well,  in  politics,  of  course,  we  try  to  claim  kin 
with  as  many  people  as  we  can.  [Laughter.] 

We  find  that  is  helpful  in  Mississippi,  and  maybe  it  is  interna- 
tionally as  well.  Thank  you  for  being  here. 

Senator  Heflin. 

Senator  Hefun.  Well,  I  am  delighted  to  hear  your  testimony.  I 
notice  that  you  indicate  that  there  are  differences  in  the  view- 
points of  various  Europeans.  Protectionism  exists  with  some  and 
you  have  got  problems,  I  reckon,  with  diversity  of  opinion  just  like 
we  have  here. 

In  America,  we  have  quite  a  diversity  of  opinion.  But,  speaking 
overall,  you  think  that  there  is  more  of  a  movement  toward  open 
market  rather  than  it  is  toward  Government. 

Mr.  Provan.  Yes. 
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Senator  Hefun.  Is  that  true  in  regard  to  promoting  export  sales? 

Mr.  Provan.  I  think  what  I  have  to  say  is  our  main  objective  at 
the  present  time  is  to  get  a  better  balance  in  the  market  between 
production  and  consumption.  We  have  to  face  the  fact  that  at  the 
current  moment  we  have  got  fairly  high  stocks  of  certain  commod- 
ities like  wheat,  like  cereals,  like  milk  products,  and  that  it  is  nec- 
essary for  budgetary  reasons  that  we  find  export  markets  just  the 
same  as  it  is  necessary  for  you  to  find  export  markets. 

It  is  somewhere  that  that  difficulty  has  got  to  be  gotten  over  be- 
tween our  two  sides  of  the  Atlantic  because  if  we  do  not  do  some- 
thing about  it  and  we  cannot  organize  ourselves  better  in  the  inter- 
national trade  market,  as  I  said  in  my  testimony,  I  am  afraid  that 
it  will  just  be  the  Soviet  Union  who  is  the  ultimate  benefici£u*y,  and 
that  would  perhaps  cause  us  tremendous  trouble. 

Senator  Hefun.  Well,  countries  differ  as  to  what  they  are  doing. 
France  seems  to  have  embarked  on  a  much  more  vigorous  export 
trade  built  around  some  t3rpe  of  subsidy  to  increase  its  export  trade 
in  some  of  the  other  countries. 

I  do  not  know  whether  your  testimony  is  on  balance  or  not,  but 
we  have  seen  a  good  deal  of  activity  relative  to  trjdng  to  increase 
export  sales  through  the  use  of  bonuses  or  subsidies  that  are  paid 
by  export  sales. 

Is  this  common  in  Europe  or  is  it  isolated  to  more  individual 
coimtries,  or  what  overall  would  be  the  viewpoint  of  the  use  of  Gov- 
ernment subsidies  to  increase  export  sales? 

Mr.  Provan.  Well,  I  think  from  the  tenor  of  the  remarks  that  I 
have  already  made,  we  are  interested  in  getting  a  greater  balance 
in  the  market,  but  we  have  got  a  specific  physical  problem  of 
stocks  at  the  present  time. 

We  have  got  high  grain  stocks  now  because  we  have  been  hold- 
ing back  off  of  the  international  market  and  we  have  not  been  so 
aggressive,  maybe,  as  one  could  have  been  because  of  our  regard 
for  international  agreements. 

You  rightly  point,  I  think,  to  some  export  sales  from  France,  and 
a  nimiber  of  us,  if  I  might  say  so,  Mr.  Chairman,  respected  the  shot 
across  the  bows  which  the  U.S.  administration  perhaps  gave  when 
you  did  an  equivalent  t3rpe  of  deal  with  the  Egyptians  on  the  wheat 
flour  deal. 

It  is  also  important,  I  think,  to  pnoint  out  that  France  currently  is 
in  favor  of  a  3.6  percent  reduction  in  the  cereal  price.  So  the 
French  are  aware  that  there  is  a  problem  within  the  Community 
and  that  there  is  an  international  problem  as  well. 

But  please  remember  that  export  subsidies  are  allowed  under  the 
GATT  rules,  and  it  is  the  equitable  share  of  the  market  that  we 
are  really  talking  about.  I  believe  that  we  as  a  Community  have 
respected  that  equitable  share  of  the  market. 

Senator  Hefun.  Thank  you. 

Senator  Cochran.  Senator  Zorinsky. 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

I  wish  to  welcome  you,  sir,  and  thank  you  for  being  here.  We 
need  more  of  this  type  of  dialog  with  our  friends  in  the  European 
Economic  Community.  I  certainly  support  your  basic  philosophy  of 
reducing  agriculture's  dependence  on  Government. 
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What  percentage  of  disposable  income  do  the  people  in  Europe 
pay  for  their  food? 

Mr.  Provan.  It  is  dropping.  I  cannot  give  you  the  exact  figure  off 
the  top  of  my  head.  If  I  were  to  go  through  some  of  my  papers,  I 
dare  say  I  would  find  it.  It  has  been  somewhere  in  the  region  of  22 
percent.  I  believe  that  overall  now  it  is  down  to  somewhere  in  the 
region  of  17  percent  in  the  European  Community,  as  against  about 
15  percent  in  the  United  States. 

Senator  Zorinsky.  How  do  you  propose  we  compete  in  the  world 
marketplace?  Of  course,  you  indicate  you  have  seen  the  market-ori- 
ented proposal  from  the  administration.  How  do  we  compete  with  a 
European  Economic  Community  with  whom  we  cannot  even  agree 
as  to  the  definition  of  the  word  subsidy  let  alone  the  elimination  of 
subsidies? 

Uniquely  enough,  the  Canadian  Government  has  nationalized 
transportation  and  equalized  shipment  costs  for  farmers  in  Canada, 
regardless  of  where  the  farm  is. 

We  have  to  be  able  to  compete  with  them,  for  instance,  they  have 
a  wheat  board,  which  is  a  market-clearing  organization.  Similar 
mechanisms  exist  in  many  areas  in  Europe. 

I  received  a  call  from  an  egg  producer  in  my  State  that  just  lost 
all  his  market  in  Saudi  Arabia  because  the  West  Germans  are  now 
paying  a  doUar-per-case  in  subsidy  for  every  case  of  eggs  that  is  ex- 
ported out  of  Germany.  But,  they  say  that  is  not  a  subsidy.  Obvi- 
ously, it  is  one  of  those  areas  where  we  cannot  agree  on  the  defini- 
tion of  subsidy. 

How  do  you  propose  we  compete,  unless  we  do  go  into  the  mar- 
ketplace and  do  those  things  that  other  countries  are  doing? 

Mr.  Provan.  Well,  that  is  a  very  interesting  question.  Senator,  if 
I  might  say  so,  and  I  think  it  is  one  that  I  will  not  necessarily  try 
and  duck.  I  will  try  and  give  you  my  views  on  it,  but  there  is  no 
doubt  that  we  must  realize  that  the  Committee  on  Trade  on  Agri- 
culture in  GATT  is  actually  looking  at  the  subject  of  what  is  a  sub- 
sidy at  the  moment. 

I  think,  you  know,  while  these  discussions  are  taking  place,  it  is 
not  necessarily  for  us  to  go  too  deeply  into  it  today  because  that  is 
going  to  be  done  in  another  place.  But  let  me  try  and  give  you  my 
view  as  to  how  I  see  it  and  the  background  of  the  problem  as  we 
see  it  as  Europeans. 

The  definition  of  a  subsidy  is  a  difficult  one  because  we,  I  believe, 
quite  clearly  and  openly  allow  people  to  see  what  we  do.  We  call  it 
an  export  refund  or  an  export  subsidy  to  bring  our  product  price 
down  to  the  world  price  so  we  can  sell  it  on  the  international 
market. 

We  believe  that  your  agriculture  in  the  United  States  has  subsi- 
dy as  well,  but  they  are  subsidies  at  the  input  level  of  agriculture 
rather  than  at  the  output  onto  the  international  market  level. 

Therefore,  you  know,  we  can  say  to  you  that  there  are  subsidies 
just  as  much  as  you  can  say  to  us  that  there  are  subsidies.  We  see 
our  output  subsidies  onto  the  world  market — I  do  not  like  the  word 
"subsidy."  I  would  rather  call  it  a  refund  or  restitution  or  some- 
thing like  that,  but  I  think  it  is  the  word  that  is  recognized  here,  so 
let  us  use  it. 
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We  see  these  subsidies  as  being  necessary  to  compensate  for  the 
social  aspects  of  the  agricultural  policy  which  we  have  in  the  Ehiro- 
pean  Community.  Our  housewives  are  paying  more  for  food  in  the 
European  Conununity  to  fund  part  of  the  social  aspects  of  the  rural 
areas  and  the  agricultural  policy. 

Therefore,  it  is  necessary  to  refund  that  social  cost  to  our  export- 
ers on  the  international  markets.  I  have  seen  figures  relatively  re- 
cently which  show  that  while  we  have  a  high  input,  high  output 
system  in  the  European  Community,  our  price  per  ton  can  actually 
be  relatively  competitive;  not  all  the  time. 

We  must  realize  that  we  have  seen  a  high  dollar  recently  and 
that  t3rpe  of  thing,  but  for  a  period  of  last  year,  September-October, 
there  was  a  3-week  period  when  there  were  no  export  refunds 
available  to  exporters  from  the  European  Community  and  we  did 
see  some  cereals  exported  from  the  Community  on  competitive 
terms  into  the  world  market  with  no  subsidy  whatsoever. 

Now,  things  have  changed  slightly  since  then  and  one  has  to 
admit  that  there  is  an  export  refund  being  paid  at  the  present 
time.  But  we  are  getting  more  competitive  and  the  structural 
changes  that  are  taking  place  at  the  present  time  in  the  European 
Community,  with  strict  cash  limits  and  thresholds  so  that  if  there 
is  a  record  harvest,  we  see  a  reduction  in  price  the  next  year  and 
make  the  farmers  realize  that  we  are  in  a  difficult  balance  situa- 
tion between  supply  and  demand,  I  believe  will  have  a  long-term 
effect  which  will  achieve  the  objectives. 

Let  us  face  it,  the  objectives  of  the  common  agricultural  policy 
when  it  was  established  in  1963  were  quite  clear.  They  were  to 
make  Europe  more  self-sufficient  in  food  supply. 

The  difficulty  recently  has  been  that  the  Council  of  Ministers— 
that  is,  the  10  ministers  of  agriculture  when  they  come  together- 
have  not  had  the  guts,  for  use  of  a  better  word,  to  be  able  to  go 
back  home  and  tell  their  farmers  any  sooner  that  they  had  to  start 
limiting  production. 

That  day  has  now  arrived  and  we  will  see  some  better  control  in 
the  European  Community.  But  I  believe  that  we  are  both  moving 
in  the  same  direction.  You  are  wanting  to  cut  your  budgetary  defi- 
cit. You  are  therefore  wanting  to  cut  your  support  for  agriculture, 
and  we  are  doing  exactly  the  same  in  the  European  Conmiunity, 
trying  to  get  government  expenditure  and  government  involvement 
in  agriculture  down. 

Senator  Zorinsky.  Thank  you  for  being  here. 

Mr.  Chairman,  I  ask  unanimous  consent  that  my  statement  be 
placed  in  the  record.^ 

Senator  Cochran.  Without  objection,  it  is  so  ordered.  It  will  be 
included  in  the  record. 

Thank  you  again,  Mr.  Provan,  for  being  here.  We  appreciate 
your  presence. 

Mr.  Provan.  Thank  you  very  much,  Mr.  Chairman. 

Senator  Cochran.  Our  next  witness  on  our  agenda  is  Jack  Gray, 
who  is  a  dairyman  and  farmer  from  Ralston,  OK. 


'  See  p.  506  for  the  prepared  statement  of  Senator  Zorinsky. 


Digitized  by 


Google 


223 

Mr.  Gray,  we  welcome  you  to  the  committee.  We  also  convey 
greetings  to  you  from  your  Senator,  David  Boren,  who  is  a  member 
of  this  committee.  He  asked  that  we  express  to  you  his  apologies 
for  not  being  here.  He  is  on  his  way  back  to  Washington  from 
Oklahoma  and  is  not  able  to  be  here  at  the  committee  meeting  to 
personally  present  you  to  the  committee  and  welcome  you. 

We  hope  you  will  be  able  to  summarize  your  written  statement; 
we  see  you  have  quite  a  lengthy  one.  We  have  two  other  witnesses 
to  hear  from  this  morning  before  we  are  adjourned,  so  we  encour- 
age you  to  limit  your  presentation  so  that  we  will  have  an  opportu- 
nity to  have  a  question-and-answer  dialogue  with  you. 

You  may  proceed. 

STATEMENT  OF  JACK  GRAY,  DAIRYMAN  AND  FARMER, 
RALSTON,  OK 

Mr.  Gray.  My  name  is  Jack  Gray  and  I  live  in  Ralston,  OK.  Our 
dairy  farm  is  what  we  call  a  family  farm  operation.  I  have  three 
children,  all  grown,  and  they  work  for  me  and  my  wife.  The  two 
boys  are  32  and  27  years  of  age,  and  I  have  a  daughter  37. 

Our  farming  operation  is  composed  of  1,300  acres  in  crops,  2,000 
of  grass,  and  a  herd  of  dairy  cattle.  We  milk  over  150  head.  Since 

1979,  we  have  not  been  able  to  show  a  profit,  with  the  exception  of 

1980.  Low  grain  prices  have  been  the  downfall.  Also,  we  have  had 
some  drought  years,  like  1984. 

In  1983,  something  hit  our  wheat  and  our  test  was  not  any  good. 
In  1984,  we  had  a  gross  income  of  over  $400,000,  but  after  taking 
our  expenses  from  it,  my  wife  and  I  had  a  little  over  $2,000  left  for 
our  work  for  the  year,  with  no  depreciation  taken.  How  do  we  get 
food  stamps? 

After  getting  this  income  tax  from  our  accountant,  I  went  to  see 
our  FmflA  supervisor,  Jimmie  Stormont,  on  February  19,  1985.  He 
wrote  me  this  letter: 

After  careful  consideration,  we  were  unable  to  take  favorable  action  on  your  re- 
quest for  special  debt  set-aside  for  Fanners  Home  Administration  Services. 

The  specific  reason  for  our  decision  is  in  working  your  annual  and/or  typical 
plan,  the  cash  flow  projection  indicates  that  you  cannot  achieve  a  positive  cash  flow 
during  the  next  5  years,  and  no  portion  of  the  debt  will  be  eligible  for  set-aside. 

Then  I  talked  with  my  bankers  about  getting  a  Grovemment- 
guaranteed  loan.  Both  told  me  that  thev  had  not  received  anything 
from  the  Government  on  these  loans.  One  complained  that  it  took 
from  4  to  6  months  to  get  anything  done.  So  that  is  that. 

Now,  to  get  to  the  business  at  hand.  This  is  an  article  that  was 
written: 

It  should  be  clear  enough  by  this  time  to  all  who  have  studied  the  present  plight 
of  the  farm  industry  that  one  of  four  things  must  soon  happen:  The  price  of  farm 
products  must  be  increased  arbitrarilv;  the  dollar  must  be  deflated,  causing  a  rise  in 
all  commodities,  including  farm  products;  farm  debts  must  be  written  down  to  the 
ability  of  the  farmer  to  pay;  or  the  holders  of  farm  mortgages  must  take  the  farms 
given  as  security  for  those  mortgages. 

With  farm  prices  what  they  are  now  and  have  been  for  the  last  year,  the  farm 
industry  cannot  pay  taxes,  interest  or  indebtedness,  upkeep  of  equipment,  mainte- 
nance of  improvements,  and  make  necessary  replacements.  Ninety  percent  of  our 
farm  problems  is  bound  up  in  two  words:  low  prices. 

It  sounds  like  today,  does  it  not?  This  was  written  by  Mr.  Clar- 
ence Roberts  in  December  1932. 
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Today,  for  the  American  farmer,  it  is  one  word — profit.  In  this 
testimony  that  I  give  today,  the  underlying  theme  is:  How  does  the 
farmer  realize  a  profit.  We  must  have  a  profit  to  survive.  Where  do 
we  get  this  profit? 

It  has  to  come  from  the  people  that  we  call  consumers.  It  must 
come  from  them  in  one  of  two  ways,  either  through  taxation  or 
from  their  billfold.  It  is  that  simple.  There  is  no  other  solution. 
That  is  this  committee's  problem.  Now,  do  you  have  the  guts  to  do 
it? 

The  committee  should  be  able  to  walk  through  these  doors»  put 
all  their  petty  differences  aside,  and  come  up  with  an  answer.  TTiis^ 
farm  bill,  believe  it  or  not,  is  one  of  the  most  important  issues  to 
come  before  this  Congress,  more  important  than  the  bu^et  or  defi- 
cit spending. 

Let  me  stress  just  one  more  time  that  this  farm  crisis  will  be  th^ 
most  important  issue  that  will  come  before  this  Congress.  Farming" 
is  the  basic  industry  of  the  United  States,  of  Oklahoma,  and  th& 
world.  The  choice  is  clear.  We  must  support  our  farmers  and  heli> 
our  farmers  or  we  stop  eating. 

Sixty  years  ago,  jobs  were  plentiful,  movies  were  silent,  flappers 
were  noisy,  business  boomed,  the  stock  market  went  crazy,  and 
U.S.  farmers  went  broke.  Now,  there  are  lots  of  jobs,  movies  are 
talking,  flappers  are  still  noisy,  the  plastic  card  business  is  boom- 
ing, and  the  U.S.  farmers  are  still  going  broke,  plus  the  domino 
theory  is  setting  in. 

Enough  of  this  rattling;  let  us  get  down  to  testifying  because  I 
just  have  5  minutes  to  testify.  Boy,  I  sure  hope  you  listen.  Most  of 
my  testimony  will  be  on  the  need  for  a  high  loan  program  to  stabi- 
lize American  agriculture. 

American  farmers  cannot  do  it;  they  cannot  buy  inputs  on  a 
fixed  or  steadily  rising  market  and  sell  their  crops  on  a  continually 
fluctuating  and  totally  undependable  world  market.  We  need  wait 
no  longer;  the  handwriting  is  on  the  wall. 

No  problem  worthy  of  the  name  has  an  obvious  and  easy  solu- 
tion. If  American  agriculture  is  to  survive  it  must  face  up  to  some 
hard  facts  and  completely  abandon  some  highly  cherished  and 
long-held  beliefs:  That  a  free  agricultural  market  works  better 
than  a  controlled  one,  false.  That  we  must  get  the  Government  out 
of  agriculture,  false.  That  market-oriented  philosophies  must  be 
pushed  and  that  they  will  make  things  better  for  the  farmers  and 
for  all  that  depend  on  their  success  for  their  own,  that  is  false. 

We  are  feeding  a  hungry  world,  that  is  false.  The  vast  over- 
whelming proportion  of  what  we  sell  overseas  is  not  going  to  the 
hungry;  it  is  going  to  Japan,  China,  Russia,  the  Common  Market 
nations  and  others  with  the  money  to  pay,  not  the  starving  mil- 
lions in  the  barrios  outside  of  Mexico  City  and  Caracas  and  Africa 
and  Southeast  Asia.  If  our  Nation  wants  to  feed  the  hungry  world, 
or  help  on  the  balance  of  payments  or  if  it  wants  to  punish  Russia, 
let  the  Nation  as  a  whole  as  represented  by  the  Federal  Govern- 
ment, share  the  cost  equally. 

Why  should  800,000  farmers  here  produce  98  percent  of  Ameri- 
ca's crops  bear  the  burden  alone  and  go  broke  in  the  process,  drag- 
ging at  least  35  million  other  people  and  probably  a  whole  nation 
behind  them? 
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The  foregoing  are  just  a  few  of  the  currently  held  ideas  that 
must  be  abandoned.  These  ideas  are  not  just  held  by  Congress  or  by 
the  present  administration  or  by  the  previous  administration.  My 
friends,  they  are  held  by  many,  many  of  you.  They  are  held  by  the 
large  majority  of  our  farm  organizations.  They  are  held  by  our 
thinkers  and  by  our  economists.  Please  read  the  following  sentence 
carefully: 

Nothing  is  going  to  get  better  for  the  Americcui  farmer,  on  a  per- 
manent or  dependable  basis,  until  he  abandons  the  free  market 
concept  and  goes  back  to  a  sufficiently  high  Federal  Government 
support  program  that  will  make  it  possible  for  him  to  be  assured  of 
a  profit  if  he  makes  a  good  crop. 

This  probably  will  mean  control  of  the  mcgor  crops  and  it  will 
mean  a  greatly  reduced  emphasis  on  the  export  market.  Who  cares 
about  exports,  if  the  individual  farmer  ccuinot  make  a  profit  on 
them?  I  will  tell  you  who  cares,  that  tiny  minority  of  people  who 
have  already  gotten  rich  beyond  their  wildest  dreams  bu3dng  com- 
modities from  American  farmers  and  selling  them  overseas  at  a 
profit.  It  is  not  a  high  priority  to  these  middlemen  that  the  Ameri- 
can farmer  makes  a  profit.  It  is  of  top  priority  that  they  make  a 
profit,  naturally. 

Labor  unions  have  considerable  control  over  what  they  receive 
from  the  fruits  of  their  work  through  the  power  of  collective  bar- 
gaining. Industry  has  considerable  control  over  what  is  received  for 
the  fruits  of  its  labor,  from  behind  the  scenes  price  fixing  agree- 
ments, the  ability  to  shut  down  its  factories,  and  the  ability  there- 
by to  tremendously  reduce  its  cost  of  production. 

Only  farmers,  we  repeat,  only  farmers  has  no  choice  and  no  con- 
trol. 

He  must  continue  to  produce,  and  he  must  pay  the  price  de- 
manded for  his  inputs  and  he  then  must  sell  for  what  the  free  and 
constantly  fluctuating  market  will  let  him  have.  That  we  should 
have  to  learn  this  lesson  all  over  again,  after  having  learned  it  in 
the  hardest  possible  way  in  the  Great  Depression  is  mind  boggling. 
We  had  nothing  else  but  a  free  market  until  legislation  was  passed 
in  1933  to  bring  stability  and  prosperity  back  to  the  Americcui 
farmers.  It  had  not  worked,  the  free  market.  We  had  a  constant 
boom  and  bust  farm  economy,  beginning  in  1921,  a  serious  farm  de- 
pression that  contributed  heavily  to  dragging  an  entire  nation  into 
the  most  serious  depression  in  history  in  1929. 

For  40  years  we  repeat,  it  is  of  enormous  importance,  we  had  40 
years  of  high  and  strong  Federal  Government  farm  support  pro- 
grams since  1933  to  1973.  And  in  1973  we  made  a  serious  wrong 
turn.  We  passed  a  new  farm  law  that  forced  the  farmer  to  depend 
primarily  upon  the  free  market  for  his  profits. 

It  was  the  assumption  that  the  export  market  would  provide  us 
with  some  sort  of  OPEC  cartel.  OPEC  cartel,  that  is  when  farm 
prices  skyrocketed,  and  diesel  prices  went  from  25  cents  to  over  a 
dollar  a  gallon,  farm  implements  went  four  times  higher  and  re- 
pairs three  to  four  times  higher,  and  the  commodities  prices  fell,  on 
food  that  would  allow  us  to  dictate  prices  for  our  farm  produce, 
solve  what  few  problems  were  inherent  in  farming  under  a  Govern- 
ment program,  and  allow  us  to  grow  fence  row  to  fence  row  on  all 
crops  as  we  saw  fit. 
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In  1974  and  1975,  our  long-time  buddies,  friends  and  buddies,  the 
Russians  bought  every  bushel  of  grain  that  we  had.  Our  cotton 
crops  were  disasters  and  farm  prices  shot  up.  It  works,  it  works, 
the  millennium  is  here.  For  2  years  on  sheer  coincidence.  And 
since  then,  it  has  been  steadily  going  downhill.  Oh,  sure,  some 
people  have  made  money  some  years.  All  you  have  to  do  is  to  make 
a  good  crop  during  a  year  when  everybody  else  makes  a  bad  one. 
All  our  farmers  know,  if  you  are  smart,  you  know  how  to  do  that. 

But  leaving  the  sarcasm  of  the  last  two  sentences  behind,  it  has 
now  been  11  years  and  we  have  repassed  essentially  the  same  farm 
law  twice  more  since  1973,  and  1977  and  lately  in  1981.  Eleven 
years  of  a  disasterous  test  has  surely  proven  to  the  majority  of  U.S. 
farmers  that  the  free  market  concept  simply  does  not  work. 

Senator  Cochran.  In  order  for  us  to  have  some  opportunity  for 
questions,  we  are  going  to  have  your  written  statement  appear  in_ 
the  record  as  if  you  stated  it  and  read  it  verbally. 

Can  we  ask  some  questions  about  what  you  specifically  recom — 
mend? 

Mr.  Gray.  Yes,  sir. 

Senator  Cochran.  I  am  interested  in  knowing  what  level  of  Gov- 
ernment support  you  would  recommend  for  feed  grains. 

Mr.  Gray.  Well,  wheat,  cattle  and  diary  and  so  forth. 

What  we  propose  on  the  high  loan  or  parity  is  90  percent  of 
parity.  The  loan  cannot  be  made  except  for  9  months  and  if  not 
sold,  the  Government  takes  possession.  They  then  in  turn,  can  take 
it  and  dump  it  in  some  foreign  country,  give  it  to  welfare,  schools 
or  dump  it  in  the  ocean,  while  keeping  enough  in  reserve  for  a  crop 
failure.  But  this  is  mandatory  acreage  control  or  bushel  control. 

It  will  be  a  referendum  vote  3  months  before  actual  planting 
date  and  a  simple  majority  will  be  enough.  No  deficiency  pay- 
ments. No  pa3mient  of  any  kind,  unless  the  States  are  declared  a 
disaster  area.  It  will  do  completely  away  with  the  grain  reserve 
and  its  cloud  over  the  farm  market,  that  holds  prices  down.  No 
double  cropping.  Hay  could  be  grown  on  set-aside  acres.  We  need  to 
utilize  all  farmland. 

Now,  I  have  got  three  little  light  pages  here  that  have  got  very 
short  ones  on  each  one. 

Second,  we  would  recommend  a  wheat  board  be  enacted  for  the 
wheat  program  with  a  vote  of  the  producers.  If  the  producers  so 
ratify  the  wheat  board,  it  should  be  composed  of  15  members;  7  of 
them  from  the  consumer  side  and  8  from  the  farmers.  E^ch  of 
them  from  different  areas  of  the  United  States,  and  this  wheat 
board  shall  regulate  the  production  of  wheat,  the  pricing  of  wheat 
and  other  regulations  that  are  deemed  necessary  for  the  production 
of  this  commodity. 

The  administration  farm  bill  is  an  absolute  blueprint  for  disas- 
ter; both  for  farmers  and  consumers.  We  farmers  do  not  particular- 
ly want  Federal  money.  We  want  a  long  term  policy  that  would 
provide  stability  and  one  that  will  allow  us  to  make  a  profit.  Our 
present  farm  prices  stir  predepression  parallels.  Some  experts  see 
strong  parallels  between  the  farm  prices  in  the  1920's,  which  is 
often  ranked  as  the  single  most  important  cause  of  the  Depression. 
If  I  were  to  pick  a  date,  I  would  say  maybe  we  were  about  like  we 
were  in  1928. 
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If  the  administration's  plan  prevails,  there  will  be  a  new  15-year 
farm  law  that  phases  down  some  favored  price  support  mechanisms 
its  first  5  years.  We  farmers  have  not  made  it  in  the  last  4  of  the 
administration,  how  can  we  make  it  in  the  next  15? 

Agriculture  and  the  Defense  Department.  This  is  a  good — let  us 
take  and  do  away  with  that  Agriculture  Department  completely 
and  put  us  under  the  Defense  Department.  As  they  say  that  the 
Army  travels  on  its  stomach  and  we  farmers  produce  food  for  the 
stomach  and  the  Defense  Department  we  could  then  contract  with 
the  Defense  Department  to  produce  this  commodity  for  cost  plus  10 
percent  with  a  little  overrun  and  then  all  farmers  could  be  tremen- 
dously happy.  We  could  all  get  rich. 

We  would  not  have  to  worry  about  David  Stockman,  and  no  wor- 
ries would  mean  that  we  would  be  in  heaven. 

If  we  cannot  come  up  with  a  farm  deal  and  you  all  cannot  get 
your  minds  together,  or  if  you  have  not  got  your  guts  together  to 
get  your  mind  together,  let  us  do  it  this  way. 

Let  us  forget  about  making  a  farm  bill  and  let  us  fall  back  on  the 
1949  law,  at  least  we  will  be  making  more  than  what  we  are  now. 
We  will  be  controlling  the  production  and  so  forth  and  so  on. 

And  now,  I  have  got  one  other  thing  that  does  not  pertain  to  you 
all  at  all  and  that  is  the  dairy  farm  bill. 

I  am  a  dair3rman  and  I  have  been  in  the  business  for  35  years. 
My  wife  and  I  start  up  at  3:35  in  the  morning  and  we  go  to  bed  at  8 
p.m. 

The  only  dairy  farm  bill  that  I  could  recommend  would  be  a 
dairy  board  bill  and  this  board  would  be  invested  with  the  powers 
to  control  production,  advertising  and  any  and  all  things  that 
would  pertain  to  dairy  or  milk  products.  Bases  would  be  set  for 
each  and  every  dairyman  and  production  would  be  set  by  the 
amount  of  usage  of  the  milk. 

Any  excess  production  would  be  bought  for  the  use  of  welfare 
and  school  children. 

We  would  hope  that  the  excess  amount  would  not  run  over  a  $1 
billion  at  the  most.  It  can  be  controlled.  We  had  it  10  years  ago  in 
bases  and  it  worked  and  we  controlled  our  production.  It  can  be 
made  to  work  and  it  has  been  tried. 

Now,  farmers  are  really  not  worried  about  interest,  their  worries 
are  about  making  a  profit.  If  interest  is  high  and  they  can  still 
make  a  profit,  so  be  it. 

Exports,  in  1972  and  1973,  we  exported  approximately  $7  billion. 
In  1982  we  exported  $40  billion.  Where  did  the  money  go?  The 
farmers  did  not  get  it.  We  cannot  depend  on  exports,  here  today 
and  gone  tomorrow. 

Trade  with  foreign  countries,  very  simple.  There  is  a  very  simple 
solution  to  this.  I  want  everybody  to  hear  it.  We  import  what  you 
import.  It  is  very  simple,  no  protectionism,  no  nothing.  We  import 
what  you  import. 

If  they  throw  something  against  us,  they  can  send  so  much  over 
here,  but  they  have  got  to  buy  it  back  from  something. 

Bangs  Program  which  will  be  where  you  spend  some  money.  You 
do  not  have  to  spend  it.  It  can  be  solved  by  mandatory  calfhood 
vaccination  and  these  few  words,  that  no  female  animal  shall  cross 
State  lines  unless  officially  vaccinated.  This  would  save  many  mil- 
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lions  of  dollars,  many  millions  of  dollars  and  it  has  been  proven 
that  the  Bangs  vaccination  will  work. 

I  thank  you. 

Senator  Cochran.  We  will  put  your  statement  in  the  record  and 
thanks  very  much,  Mr.  Gray,  for.being  here  and  taking  the  time  to 
prepare  your  statement. 

When  you  mentioned  disaster  pa3mients,  did  I  understand  cor- 
rectly that  you  feel  these  should  be  farmer's  only  support  from  the 
Government,  and  that  they  should  depend  directly  upon  the 
market  otherwise? 

Mr.  Gray.  Disaster  pa3mients  are  all  that  I  recommend,  for  a  dis- 
aster pa3mient  would  keep  them  solvent  for  the  next  year. 

Senator  Cochran.  Senator  Zorinski. 

Senator  Zorinsky.  Thank  you,  Mr.  Chairman. 

Jack,  you  talk  just  like  many  farmers  in  Nebraska.  I  think  a  lot 
of  people  concur  with  some  of  the  things  that  you  have  S€dd. 

I  am  preparing  a  farm  bill  that  includes  a  referendiun,  a  vote 
mandating  a  farm  bill. 

Mr.  Gray.  If,  if^I  am  thinking  ahead  of  you,  if  they  turn  it 
down,  they  have  no  supports,  it  is  just  an  open  market. 

Senator  Zorinsky.  What  would  your  feelings  be  if  it  were  a  man- 
datory program,  triggered  by  a  specific  surplus  level? 

Mr.  Gray.  We  do  not  care,  lliese  little  farmers  are  the  easiest 
people  in  the  world  to  get  along  with,  as  long  as  they  are  making  a 
profit. 

That  is  what  we  are  interested  in.  We  do  not  give  a  damn  what 
you  do. 

Senator  Zorinsky.  Well,  I  agree  with  you.  Profitability  is  the 
key. 

Mr.  Gray.  Let  me  tell  you  something  about  Oklahoma  that  hap- 
pened last  week;  79  banks  are  on  the  critical  list.  We  had  a 
member  of  vour  Department  of  Agriculture  there,  at  OSU  Tuesday 
and  he  made  this  statement.  He  said  that  the  Department  of  Agri- 
culture has  got  to  get  rid  of  some  of  its  resources.  Do  you  know 
what  he  meant?  That  the  Department  of  Agriculture  has  got  to  get 
rid  of  the  farmers. 

Senator  Zorinsky.  We  think  that  we  have  resources  and  exper- 
tise, but  many  people  feel  that  what  we  have  done  thus  far  now 
has  not  worked. 

Mr.  Gray.  You  know  what  we  have  done  in  this  sentence  here 
that  I  have  not  read;  we  have  made  the  grain  cartels  bigger  and 
they  do  not  give  a  damn  about  us.  When  our  prices  get  too  high, 
they  will  go  overseas  and  get  it.  It  has  been  proven.  We  ccuinot  look 
after  them.  We  have  got  to  look  after  the  farmer,  and  that  is 
f-a-r-m-e-r. 

Now,  may  I  ask  you  a  question?  What  is  the  most  free  and  im- 
portant resource  in  the  United  States? 

Senator  Zorinsky.  I  imagine  our  people? 

Mr.  Gray.  No,  resources,  natural  resource. 

Senator  Zorinsky.  Water? 

Mr.  Gray.  One. 

Senator  Zorinsky.  Land? 

Mr.  Gray.  Another  one. 

Senator  Zorinsky.  Air? 
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Mr.  Gray.  Air,  you  see- 


Senator  ZoRiNSKY.  We  do  agree. 

Mr.  Gray.  Good,  good,  most  people  get  land  and  that  is  it. 

But  you  see,  that  is  what  makes  us  live.  All  the  rest  of  them  we 
can  do  without.  But  you  have  got  to  have  something  to  eat  and  it 
all  comes  from  the  land,  and  the  water  and  really  the  air. 

Senator  Zorinsky.  Well,  I  hope  that  more  people  understand  the 
philosophy  that  you  are  telling  us  about. 

I  hope  we  can  come  up  with  something  that  makes  sense. 

Mr.  Gray.  I  hope  that  you  do.  See,  I  am  65  years  old  and  I  do  not 
have  very  much  longer  to  farm,  but  I  have  got  to  farm.  You  know 
vrhat  my  social  security  is?  Three  hundred  and  ten  dollars,  and  I 
am  going  broke. 

Senator  Zorinsky.  I  understand  the  situation  and  hope  we  can 
do  something  about  it. 

One  thing  that  I  can  assure  you  though,  we  will  keep  sending 
those  football  teams  down  there  to  play. 

Mr.  Gray.  We  might  beat  you. 

Senator  Cochran.  Thank  you. 

Mr.  Gray.  Thank  you. 

Senator  Cochran.  Our  next  witness  is  Janice  Garrett,  National 
Feed  Grains  Commodity  chairwoman,  Women  Involved  in  Farm 
Economics,  Minden,  NE. 

Ms.  Garrett,  welcome. 

STATEMENT  OF  JANICE  GARRETT,  NATIONAL  FEED  GRAINS  COM- 
MODITY CHAIRWOMAN,  WOMEN  INVOLVED  IN  FARM  ECONOM- 
ICS, MINDEN,  NE 

Ms.  Garrett.  Thank  you. 

Mr.  Chairman,  and  members  of  the  committee,  I  wish  to  submit 
my  testimony  on  the  farm  economy  which  I  believe  is  on  the  verge 
of  collapse.^ 

It  is  a  deteriorating  situation  which  I  feel  desperately  demands 
your  immediate  attention.  I  can  S3mipathize  with  the  man  who 
spoke  just  previous  to  my  testimony,  because  I  personally  have  felt 
the  problems  with  the  economic  crunch  that  we  have  in  rural 
America. 

My  husband  and  I,  with  no  outside  labor,  are  farmers  in  the 
south  central  part  of  Nebraska.  We  are  the  third  and  fourth  gen- 
erations to  care  for  this  land,  some  of  which  has  been  in  our  family 
for  100  years.  I  am  representing  WIFE,  Women  Involved  in  Farm 
Economics.  The  members  of  our  grassroots  organization  are  deter- 
mined to  work  closely  with  other  organizations  and  with  you 
people  to  find  an  answer  to  and  a  workable  solution  to  the  finan- 
cial crisis  confronting  rural  America. 

I  come  before  you  today  because  of  my  great  concern.  As  we  face 
the  reality  of  250  farmers  going  out  of  business  today  and  every 
day  under  present  conditions,  no  one  recognizes  the  need  for  the 
development  of  sound  agricultural  policy  more  than  we,  who  are 
involved  in  agricultural  production.  WIFE  recommends  the  follow- 
ing: The  foremost  issue  is  price.  Policy  must  be  made  which  will 


'  See  p.  515  for  the  prepared  statement  of  Ms.  Garrett. 
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establish  and  protect  the  price  for  commodities  in  the  market- 
place, that  allows  a  profit  for  the  producer.  All  other  recommenda- 
tions for  a  1985  farm  bill  are  so  closely  tied  to  this  most  important 
point  of  a  price  for  our  products  that  allows  us  to  realize  a  profit, 
that  to  cure  our  other  problems  and  ignore  it,  will  negate  any  and 
all  time,  effort,  and  money  exhausted. 

Our  industry  is  different  from  all  others  in  the  fact  that  we  do 
not  have  the  opportunity  to  price  our  own  products.  Any  other 
business  is  able  to  monitor  its  cost  of  production  add  a  fair  profit 
and  set  its  own  price.  With  agriculture.  Government  is  involved  in 
decisions,  economic  and  otherwise  and  virtually  every  decision 
comes  down  on  the  side  of  plenty  to  assure  a  ready  supply  of  cheap 
food  for  its  people,  the  majority  of  which  are  not  involved  in  pro- 
ducing that  food. 

If  the  farm  producer  is  expected  to  subsidize  the  American  con- 
sumer with  cheap  food  at  the  grocery  store,  then  we  must  be  pro- 
tected at  the  other  end  in  order  to  insure  that  supply. 

Supply  management  must  provide  along  with  a  loan  rate  keeping 
pace  with  the  cost  of  production,  a  well-defined  mechanism  for  bal- 
ancing production  with  domestic  and  export  consumption  levels 
and  a  reasonable  carryover.  We  strongly  recommend  that  such  set- 
aside  or  supply  management  program  be  on  a  unit  basis. 

Closely  tied  to  production  controls  should  be  a  conservation  pro- 
gram. To  preserve  our  valuable  land  in  its  best  condition  for  future 
generations  requires  that  a  long-term  commitment  be  made  by  the 
American  public.  Farm  credit  must  insure  that  our  needs  are  ade- 
quately met  at  the  lowest  possible  interest  rates.  Our  myth  of  free 
enterprise  system  is  slipping  to  close  to  a  Government-owned  agri- 
cultural system. 

Of  the  $215  billion  in  farm  debt,  one  study  shows  that  Federal 
agencies  hold  at  least  54  percent.  I  realize  that  the  amount  of  the 
farm  debt  is  equal  to  some  of  the  debt  that  foreign  countries  in 
South  America  are  experiencing. 

This  past  month,  I  participated  in  a  roundtable  discussion  with 
representatives  of  the  eighth  Farm  Credit  District  Banks  of 
Omsdia,  covering  Iowa,  Nebraska,  South  Dakota,  and  Wyoming. 
Their  yearend  statistics  show  a  considerable  deterioration  in  net 
worth  and  earnings  from  1983.  Without  exception,  there  were  in- 
creases in  delinquencies  and  foreclosures — Nebraska  is  showing  a 
600-percent  increase  alone — loan  chargeoffs  and  acquired  proper- 
ties. 

I  feel  this  is  a  representative  condition.  It  is  a  fact  that  credit 
extended  to  farmers,  without  realizing  a  profit  from  our  commod- 
ities only  drives  the  farmer  deeper  in  debt.  We  need  a  positive 
income. 

The  long-term  program  must  be  bipartisan,  withstanding 
changes  in  the  administration,  with  flexibility  for  adjusting  to 
changes  on  domestic  and  world  economies.  If  we  are  working 
within  the  framework  of  presently  established  USDA  programs,  we 
would  like  to  recommend  these  policies  be  included: 

Price  protection  in  the  form  of  loan  rates,  or  target  prices  must 
be  established  at  no  less  than  the  cost  of  production  and  should 
cover  all  agricultural  commodities. 
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We  stand  on  record  as  opposing  the  $10,000  cap  recommended  by 
the  administration.  We  feel  that  this  will  only  help  the  part-time 
farmer  who  has  outside  income. 

Family  farms  are  caught  the  tightest  in  the  present  financial 
squeeze.  Of  the  total  U.S.  farms  that  produce  40  percent  of  our 
commodities,  33  percent  are  in  economic  stress  with  the  debt/asset 
ratio  of  between  40  and  70  percent. 

And  many  of  them  right  now,  that  are  wondering  if  they  are 
going  back  to  the  fields,  maybe  have  an  even  higher  debt/asset 
ratio. 

Because  of  this,  realistic  pa3niient  should  show  a  preference  to 
the  family  farm,  and  I  am  referring  to  the  family  farm  in  relation- 
ship to  the  small  government  acreages  and  the  large  corporate 
farms. 

A  commodity  reserve  program,  farmer  held,  should  be  continued 
at  a  reasonable  level  and  be  implemented  in  a  manner  that  will 
not  create  a  depressed  market.  The  ability  of  this  country's  farmers 
to  produce  more  food  than  is  needed,  should  be  considered  a  nation- 
al asset,  with  the  entire  Nation  taking  responsibility  for  its  protec- 
tion. 

Long-term  legislation  should  include  a  revolving  loan  fund  in  the 
CCC,  to  eliminate  the  need  for  annual  budget  outlays  for  our  com- 
modity programs.  The  fact  that  only  a  fraction  of  the  total  USDA 
budget  actually  reaches  the  producer  is  widely  misunderstood  by 
the  public. 

I  would  like  to  refer  you  to  a  studv  which  the  Food  and  Policy 
Research  Institute  did.  It  was  a  study  which  analyzed  the  conse- 
quences of  different  policy  progr£uns. 

Their  computerized  findings  addressed  farm  income  specifically.  I 
will  not  go  through  that  because  it  is  a  long  report  and  I  am  sure 
that  you  have  it  in  your  hands.  It  was  a  study  that  was  done  by 
Iowa  State  and  the  University  of  Missouri. 

WIFE  opposes  a  recourse  loan  policy  that  would  only  act  as  a 
cash-flow  tool  and  would  no  longer  be  a  price  protection  device. 

We  urge  changes  in  the  U.S.  trade  policy  to  develop  and  expand 
our  export  markets,  for  all  agricultural  products  at  or  above  the 
cost  of  production  with  the  producers  resdizing  at  least  a  share  of 
the  benefits.  Exports  are  essential  to  a  healthy  U.S.  agriculture, 
however,  we  cannot  expect  them  to  save  us. 

WIFE  asks  that  an  export  credit  revolving  fund  be  appropriated. 
We  feel  that  the  implementation  of  this  fund  is  vitally  needed. 

We  need  strong  embargo  protection.  We  believe  Government  em- 
bargoes weaken  the  marketing  credibility  of  our  Nation  and  are  di- 
rectly responsible  for  losses  of  income  to  the  American  agricultural 
producer. 

In  such  cases  where  agricultural  products  are  used  as  weapons  in 
setting  foreign  policy,  compensation  should  be  paid  through  the  De- 
fense Department  budget  to  the  producers. 

Finally,  WIFE  calls  for  a  renovation  of  the  Federal  Crop  Insur- 
ance, with  a  direct  relationship  between  coverage  and  premium. 

Those  of  us  in  production  agriculture  have  become  victims  of  a 
point  in  time,  when  policies  halt  the  normal  transaction  of  a  suc- 
cessful agricultural  business  and  the  transition  of  land  from  one 
generation  to  the  next.  Depression,  not  only  of  a  financial  nature. 
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but  depression  of  a  mental  nature  is  destrojdng  the  farmers'  will  to 
continue  the  fight  for  economic  justice  much  longer.  Until  this  na- 
tion's largest  industry,  largest  consumer,  and  largest  employer;  ag- 
riculture is  healthy  and  profitable,  generating  real  income  rather 
than  debt,  generating  income  and  tax  revenues  with  each  dollar 
turnover  and  able  to  purchase  those  urban  produced  goods  and 
services,  we  will  not  see  a  full  economic  recovery  in  the  Nation. 

I  submit  to  you,  that  the  U.S.  constituency  has  a  shared  interest 
in  what  happens  to  agriculture.  The  impact  that  agriculture  has  on 
their  lives,  their  financial  well-being  and  their  future,  demands  a 
profit  for  the  agriculture  producers  of  this  country. 

Senator  Cochran.  Thank  you  for  your  excellent  statement. 

You  mention  that  target  prices  and  loan  rates  ought  to  be  tied  to 
the  cost  of  production.  In  this  big  country  of  ours,  there  are  a  lot  of 
variables  from  one  part  to  the  other.  One  of  these  is  the  cost  of  pro- 
duction. This  morning  in  one  of  the  newspaper  articles  and  I  think 
Senator  Pressler  was  referred  to  in  it,  there  is  a  description  of 
3delds  per  acre  on  grain  farms  in  California  that  are  irrigated  by 
Federal  water  projects.  This  water  does  not  cost  farmers  anything 
really. 

They  measure  yields  in  tons  per  acre.  We  measure  them  in  bush- 
els per  acre  and  I  think  that  you  do  it  the  same  way  in  Nebraska. 
This  illustrates  the  huge  3delds  that  are  possible  under  certain  spe- 
cial circumstances. 

In  Nebraska  you  have  to  pay  for  your  own  irrigation.  The  costs 
of  production  there  associated  with  getting  your  wheat  to  market 
are  much  greater  than  they  are  in  some  of  these  other  areas. 

We  are  really  faced  with  a  big  challenge  in  trying  to  determine 
whose  cost  of  production  to  use  as  a  measuring  stick  to  set  these 
targets  and  loan  rates. 

Dairy  production  in  Mississippi  is  much  more  expensive  than  it 
is  in  Minnesota  or  Wisconsin  or  other  areas.  Those  areas  are  close 
to  the  feed  source,  but  we  have  to  pay  transportation  costs  to  get 
the  feed  to  our  area.  Then,  we  have  extra  costs  associated  with  re- 
frigeration, particularly  in  the  summertime.  The  costs  are  just 
much  greater  in  Mississippi. 

Marketing  order  is  one  way  to  take  care  of  this.  There  is  a  mar- 
keting order  program  which  takes  into  account  transportation 
costs.  Senator  2iOrinsky  mentioned  a  while  ago  that,  in  Canada, 
there  is  one  transportation  cost  for  all  farmers  to  a  certain  port, 
and  the  Government  subsidizes  the  rest. 

The  reason  I  point  out  those  things  is  that  they  occurred  to  me 
when  you  mentioned  the  cost  of  production.  This  is  one  thing  to 
one  person  in  one  State  and  in  one  commodity  group  or  one  kind  of 
production  agriculture.  It  can  be  completely  different  in  another 
area.  It  is  hard  to  write  a  national  farm  bill  that  sets  a  loan  rate 
and  a  target  price  in  a  commodity  area  because  the  differences  are 
so  wide  and  varied  depending  on  where  you  are. 

Ms.  Garrett.  That  is  true. 

I  can  show  you  back  in  my  briefcase,  I  have  a  list  of  a  study  that 
was  handed  out  recently  at  one  of  our  farm  meetings  for  the  farm- 
ers to  try  to  figure  out  their  own  cost  of  production — what  if,  what 
if,  what  if  fertilizer  costs  you  this  much  and  what  if  seed  costs  you 
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so  much  how  many  bushels  per  acre  would  you  have  to  have  to  be 
able  to  make  a  profit? 

I  think  probably  it  would  have  to  be  handled  by  the  ASC  commit- 
teesy  in  individual  areas.  I  do  not  think  that  there  would  be  any 
way  that  you  could  possibly  set  a  specific  price  nationally,  because 
within  our  own  county  at  home,  we  can  have  as  much  as  a  50-per- 
cent variation  in  the  cost  of  production  of  input.  We  have  in  our 
own  area,  dry  land,  we  have  pivot  irrigation,  we  have  subirrigation. 
We  also  personally  irrigate  out  of  a  federally  funded  irrigation 
project  which  is  a  small  project  in  south  central  Nebraska,  tri- 
coiinty. 

The  costs  are  increasing.  So,  federally  funded  projects  are  not 
necessarily  fi-ee,  I  can  tell  you  that. 

Senator  Cochran.  Thank  you,  very  much. 

Senator  Zorinsky. 

Senator  Zorinsky.  I  appreciate  your  comments.  Obviously,  the  dif- 
ferential between  what  a  commodity  sells  for  and  the  cost  of  produc- 
tion is  either  a  profit  or  a  loss  and  no  one  can  stay  in  business  with  a 
loss.  That  is  why  we  have  to  provide  a  reasonable  price  for  the 
farmer. 

I  think  that  we  all  agree  that  the  taxpayer  should  not  have  to 
subsidize  agriculture  and  should  not  have  to  subsidize  any  industry 
in  the  marketplace.  Reflecting  that  philosophy  in  legislation  goes 
to  the  heart  of  my  farm  bill  proposal. 

Ms.  Garrett.  I  think  that  I  have  the  figure  with  me  that,  if  the 
entire  budget  of  the  USDA  was  added  to  the  cost  of  food,  it  would 
only  increase  the  cost  of  food  in  the  United  States  1  percent. 

Senator  Zorinsky.  I  think  that  is  the  direction  that  we  should  be 
going  in.  When  we  spend  14  percent  of  our  disposable  income  for 
food,  compared  to  the  50  to  80  percent  spent  in  other  countries,  a  1- 
or  2-percent  increase  would  not  have  a  disastrous  effect  on  com- 
modity prices. 

I  appreciate  your  taking  the  time  to  come  here  to  testify  for  all 
of  agriculture. 

Senator  Cochran.  Thank  you,  Ms.  Garrett. 

Ms.  Garrett.  Thank  you. 

Senator  Cochran.  Our  final  witness  is  David  Johnson,  of  Hector, 
MN. 

Mr.  Johnson,  welcome  to  the  committee. 

STATEMENT  OF  DAVID  L.  JOHNSON,  ROVID  FARMS,  HECTOR,  MN 

Mr.  Johnson.  Thank  you,  Mr.  Chairman  and  Senators. 

Senator  Cochran.  We  will  make  a  part  of  the  record,  your 
entire  speech. 

And  if  you  can  make  some  summary  comments  from  it. 

Mr.  Johnson.  Yes,  thank  you.^ 

Mr.  Chairman,  I  am  a  farmer — a  Minnesota  com  and  soybean 
farmer — and  I  have  been  in  the  business  for  30  years. 

I  served  as  a  delegate  to  the  Republiccm  Convention  in  Dallas 
last  simimer  and  expressed  some  displeasure  with  the  current  ag 


^  See  p.  518  for  the  prepared  statement  of  Mr.  Johnson. 
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policies  at  that  time  and  this  dialog  is  a  continuation  of  the  con- 
cerns that  I  had  at  that  time. 

The  collapse  of  the  farm  economy  is  widely  blamed  on  rigid, 
failed,  current  farm  policy.  This  is  only  partially  true.  The  major 
farm  economy-busting  factors  are  excessively  high  interest  rates, 
the  historically  high  dollar,  and  the  radically  changed  world  wheat 
and  feed  grain  landscapes  subsequent  to  the  Carter  embargo. 

As  we  look  backward  at  the  last  decade,  we  can  see  that  a  50- 
pjercent  increase  occurred  in  world  feed  grain  and  wheat  produc- 
tion from  1974  through  1984,  and  dramatically  increased  produc- 
tion from  such  countries  as  Thailand,  Argentina,  Brazil,  Canada, 
and  Australia.  Incidentally,  our  country  is  right  on  a  parallel  in. 
terms  of  the  50-percent  increase. 

These  major  macroeconomic  factors  coupled  with  a  blatantly^ 
unfair  competitor  nation  trade  practices,  are  causing  a  depression 
on  the  farm.  Farmers  have  absolutely  no  control  over  macrofactors 
and  depend  solely  upon  representational  government  and  congres- 
sional ag  committees  for  relief. 

The  farmer's  only  remedy  is  to  produce  greater  quantities  of 
grain  which  further  compounds  the  problem  of  excessive  surplus 
and  grain  inventories. 

In  terms  of  the  macroeconomic  problems,  nothing  can  be  done 
about  the  high  interest  rates  that  we  must  pay.  We  can  do  nothing 
about  the  impact  of  that  Carter  embargo.  We  can  do  nothing  about 
the  impact  of  a  yet  stronger  dollar. 

A  major  farm  policy  shift  occurred  in  1980  when  Paul  Volcker, 
with  the  concurrence  of  the  Reagan  administration  decided  to 
sweat  the  inflation  out  of  agriculture.  This  policy  was  accomplished 
by  increasing  the  spread  between  the  average  farm  interest  rate 
and  the  rate  of  inflation  or  simply  stated,  high  interest  rates  com- 
pared with  low  inflation  rates. 

It  is  time  to  stop  sweating  out  the  farmer.  The  spread  between 
inflation  and  farm  interest  rates  in  1980  went  from  2  points  to  20 
plus  points  in  1984.  Thus,  farm  debt  became  very  burdensome  forc- 
ing farm  land  values  downward  sending  the  farm  sector  into  defla- 
tion. It  meant  to  this  farmer  a  deflation  rate  of  from  10  to  15  per- 
cent per  year  riding  down  one  half  or  more  of  my  assets  during 
this  period  of  time. 

The  underpinnings  of  agricultural  debt  are  seriously  threatened 
by  the  50  percent  or  more  deflation  farms  experienced  since  1980. 

To  genuflect  a  bit,  looking  over  50  years  of  farm  polipy  since 
1934,  when  ASCS  was  enacted,  the  spread  between  inflation  and 
the  interest  rate,  was  for  the  most  part  of  that  period,  at  4  points. 
Farmers  have  gone  from  1980  two  points  spread  to  20  points  plus 
in  1985.  It  is  like  smashing  farmers  on  the  windshield  of  a  speeding 
car. 

That  has  been  the  impact  upon  farm  and  rural  people.  In  my 
area,  many  farmers  are  deeding  back  land  and  a  lot  of  them  are  in 
foreclosure,  and  the  banks  are  digging  the  trenches  to  see  who  will 
survive  and  how  they  will  survive,  and  even  the  banks  themselves, 
feel  threatened  because  of  deflation. 

I  heard  a  gentleman  from  NFO  testify  earlier  in  the  week  that 
total  farm  assets  in  1980  were  $1.2  trillion  and  today  they  are  prob- 
ably substantially  less  than  half  that  amount. 
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So  you  can  see  with  the  ripping  and  the  tearing  of  the  equity 
base  from  beneath  farm  people,  banks,  conmiunities,  and  business- 
es, the  damage  is  awesome,  just  awesome!  It  is  unbelievable! 

I  know  an  old  timer  who  has  a  son  who  is  farming  at  Hector.  He 
told  me  that  his  son  bought  a  farm  a  year  ago.  His  son  had  farmed 
it  for  some  time  and  wanted  to  buy  it  quite  badly  and  paid  $2,000 
an  acre  cash  for  that  farm  with  the  concurrence  of  the  Federal 
land  bank.  The  Federal  land  bank  encouraged  him  to  buy  it  and 
they  loaned  him  a  substantial  part  of  the  money.  The  father  re- 
flected that  today  the  farm  would  sell  for  $800  cash  an  acre.  Ob- 
serving not  even  in  the  depths  of  the  Great  Depression,  did  farm 
land  come  down  that  hard. 

The  effect  of  the  loss  of  equity  under  this  policy  which  cost  Min- 
nesota alone,  $9  billion.  The  source  of  this  information  comes  from 
Senator  Durenberger's  office,  and  in  Renville  County,  over  $500 
million  is  devastating.  Our  county  is  pure  agricultural,  500,000  till- 
able acres  and  land  has  gone  down  at  least  $1,000  an  acre  and 
probably  close  to  $1,400  or  $1,500  since  we  started  to  unravel  in 
1980. 

The  cumulative  ag  debt  is  now  in  excess  of  $218  billion.  A  con- 
sensus by  any  economic  indicator  is  demonstrating  massive  disloca- 
tion and  disajray  of  ag  debt,  interest  and  principal. 

The  result  is  severe  economic  and  social  misery  among  farm 
people.  The  Federal  Government  has  a  huge  stake  coupled  with 
binding  obligations  in  ag  debt.  As  previously  stated,  much  of  this 
ag  debt  has  and  is  collapsing  and  the  question  is,  who  will  it  fall 
upon? 

Let  me  remind  your  committee  that  the  U.S.  Government  has 
massive  contingent  liabilities  to  the  Farm  Credit  System,  the  FHA 
and  the  FmHA  loan  and  guaranteed  farm  loan  system,  the  Federal 
Deposit  Insurance  Corporation  cash  reserves  are  threatened,  repos- 
sessed grain  CCC  loan  system  and  so  forth,  and  other  integrated  re- 
sponsibilities. That  is  the  point  that  can  clearly  be  made,  a  catch-22 
exists  for  the  administration. 

The  choices  are  clear:  A,  either  pass  farm  legislation  setting 
policy  which  allows  the  rural  sector  to  pay  its  debts,  or  B,  contin- 
ued downward  depression  and  the  U.S.  Government  with  the  tax- 
payer paying  for  the  massive  contingent  liabilities  attendant  to 
farm  sector  debt  defaults. 

The  USDA  published  a  book.  Publication  1040,  on  the  continued 
financial  condition  of  farmers  and  farm  lenders.  On  page  4,  roman 
numeral  IV  it  is  demonstrated  that  $98.2  billion  of  the  ag  debt  is 
presently  precariously  purchased  or  about  to  collapse. 

So  the  problem  is  of  a  magnitude  that  is  beyond  my  ability  to 
exm'ess. 

The  misery  index  for  farmers  has  been  very  harsh  imder  this 
policy,  especially  the  young  in  farming.  Many  ag  banks,  PCA's, 
FmiHA's  are  now  prohibiting  a  father  from  starting  a  son  in  farm- 
ing because  it  dilutes  his  base  so  badly. 

For  46  years  under  the  safety  net  concept  of  the  1934  ASCS 
policy  the  spread  between  inflation  and  interest  rates  was  less  than 
4  points,  providing  stability  and  prosperity. 

I  am  convinced  that  our  extreme  credit  liquidity  crisis  problems 
are  not  caused  by  the  failure  of  long  standing  ag  policy  which  has 
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survived  10  Presidents  and  25  congressional  elections,  a  World 
War,  inflation,  and  a  number  of  other  factors  that  have  been  previ- 
ously discussed. 

U.S.  planners  are  faced  with  a  huge  $200  billion  deficit  limita- 
tion, a  virtual  glut  of  grain  is  currently  headed  for  Government 
ownership  under  the  CCC  nonrecourse  loans. 

Nonetheless,  agriculture  must  have  the  stablizing  support  of  the 
internal  safety  net  system  to  stabilize  a  severely  wounded  farm  in- 
dustry as  we  farm  and  rural  people  have  known  and  experienced. 
And  reflecting  upon  my  30  years  of  farming,  a  lot  of  people  out  in 
my  area,  are  wondering  if  we  are  at  the  end  of  an  era.  Because  of 
the  policies  that  have  been  set  upon  us  and  because  it  has  become 
so  capital  intensive,  it  has  been  extremely  difficult  to  plan  with 
Government  policy  that  feels  increasingly  uncertain  about  the  dol- 
lars that  it  contributes  to  the  process  through  subsidies  and  so 
forth.  Elach  farm  generation  peaks  in  their  50's  and  the  farmer 
starts  to  reduce  his  size.  Further,  a  lot  of  the  moneys  that  he  has 
earned  are  used  to  retire  and  the  next  generation  starts  up  and 
they  can  only  start  up  one  way  and  that  is  with  leverage,  unless 
the  father  gives  it  to  him  on  a  platter. 

And  my  daddy  used  to  have  a  sa3dng,  that  one  generation  gath- 
ers and  the  next  one  scatters.  So  usually  they  have  to  earn  it,  to 
make  it  stick. 

America  is  now  a  part  of  a  world  grain  economy  that  is  only  par- 
tially integrated  into  our  external  ag  policy.  The  effects  of  Govern- 
ment farm  policy  since  1980  have  lowered  the  wheat  and  feed  grain 
support  prices  to  discourage  world  grain  expansion.  The  backlash 
and  impact  on  farmers  is  devastating  because  the  U.S.  economy 
has  inflated  significantly  since  1980  and  in  reality  the  lowering  of 
grain  support  prices  are  in  direct  response  to  the  ever  stronger 
dollar.  Tlie  American  dollar  is  now  approximately  200  percent  of 
its  1980  value  compared  with  some  currencies.  The  stimulus  provid- 
ed to  a  competing  country  is,  in  effect,  a  doubling  of  our  current 
grain  prices  and  has  little  relationship  to  the  safety  net  peg  of 
grain  prices.  As  an  illustration,  if  we  think  of  com  in  this  country 
having  a  current  value  of  $2.50  or  $3  a  bushel  and  we  look  at  a 
European  country  or  Canada,  or  even  the  South  American  coun- 
tries, because  our  currency  doubled  in  value,  it  doubled  the  relative 
value  of  their  corn  crop.  So  that  in  effect,  it  is  $5  a  bushel.  And  on 
the  subject  of  farm  stimulus,  if  you  told  the  American  farmer  that 
he  would  have  $5  a  bushel  for  his  corn  this  year,  I  would  estimate 
that  you  would  get  at  least  a  50-percent  increase  or  12  billion  bush- 
els and  possibly  double. 

This  is  what  has  happened  throughout  the  world  and  that  is  why 
so  much  new  land  was  developed  in  Brazil,  Argentina,  Australia, 
and  Canada,  because  it  became  very  profitable,  not  because  our  p^ 
support  was  too  high.  Largely  because  of  the  value  doubling  of  U.S. 
currency  the  farmer  has  really  been  on  the  leading  edge,  the  cut- 
ting edge  of  the  policy  to  depress  our  peg  prices  further  and  further 
downward  in  an  effort  to  discourage  new  land  expansion.  Farmers 
have  suffered  considerably  because  our  returns  are  far  below  pro- 
duction costs.  Minnesota  Statistical  Service,  in  January,  estimated 
tiiat  it  cost  $3.40  a  bushel  to  raise  com  in  Minnesota  last  year. 
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Currently  many  farmer's  selling  it  for  $2.50  per  bushel  and  the 
effect  is  that  he  took  $100  an  acre  out  of  his  back  pocket  and  sent 
it  down  the  Mississippi  and  across  the  Atlantic. 

This  was  the  effect  of  questionable  policy. 

The  U.S.  price  support  peg  system  for  feed  grains  and  wheat  has 
set  the  world  grain  price  since  its  inception  in  1934.  If  this  system 
is  abandoned  by  the  Administrative  .^^ricultural  Adjustment  Act 
of  1985,  there  is  no  other  heir  apparent  to  assume  this  role.  In  all 
probabUity,  grain  prices  would  plimimet.  Evidence  the  flat  Board  of 
Trade  options  and  the  effect  of  support  levels  upon  current  options. 
That  is  to  say  that  if  you  look  at  the  current  wheat  and  com  op- 
tions, they  are  flat.  There  is  little  or  no  carry  in  that  market. 

The  Agricultural  Adjustment  Act  of  1985  assumes  that  a  free 
market  system  exists  which  would  halt  the  free  fall  of  grain  prices, 
when  it  is  enacted.  Preliminary  testimony  before  the  Senate  Ag 
C!ommittee  suggests  that  a  free  grain  market  simply  does  not  exist. 
Further,  American  agriculture  without  exception,  has  made  grain 
available  to  a  willing  buyer.  I  find  it  a  bit  humerous  when  we  talk 
about  a  free  grain  trade  when  we  have  been  traders  of  world  di- 
mensions for  all  of  my  life  and  long  before  that,  and  if  somebody 
came  here  and  wanted  to  buy  a  bushel  of  grain,  he  was  sold  that 
bushel  of  grain,  if  he  had  the  cash  to  buy  it.  So  free  trade  exists  in 
that  sense  of  the  word. 

I  suspect  that  if  we  go  to  the  free  market  concept  and  we  with- 
draw the  longstanding  stability  price  support  to  the  world,  the 
world  grain  market  will  become  nothing  more  than  a  world  dump- 
ing ground. 

A  free  market  does  not  exist  because  all  of  our  world  competitors 
have  internal  and  external  ^  policies  that  influence  grain  prices. 
Some  countries,  such  as  the  ECC — we  have  heard  from  this  gentle- 
man from  EC!C  this  morning — use  tax  dollars  as  a  direct  subsidy  to 
exit  surplus  grain  from  their  shores.  The  U.S.  longstanding  ag 
policy  of  supply  management  idling  land,  plays  directly  into  this 
advantage  of  the  ECC  and  most  of  our  world  grain  competitors. 

This  is  so  because  the  ECC  policy  is  to  plant  its  entire  acreage 
with  no  set-aside.  This  policy  is  looked  upon  favorably  because  of 
the  more  fully  employed  society,  with  its  attendant  benefits  of 
lower  unemplo3mient  benefits  and  welfare  costs.  Their  system  is 
veiling  to  accept  the  tax  burden  of  offsetting  a  high  farmer  price 
with  tax  dollars,  to  lower  grain  prices  sufficient  to  exit  their 
shores.  What  I  am  saying  is  that  our  policy  is  in  direct  compliment 
to  their  policy,  as  we  set  aside  lands  with  our  supply  management 
concept,  they  increase  production  with  additional  technology  and 
other  countries  add  more  lands  and  fill  the  void,  so  that  we  are  just 
gradually  giving  our  grain  share  of  the  export  market  to  the  rest  of 
the  world. 

In  summary,  America  must  play  a  role  as  a  major  world  grain 
exporting  nation.  The  longstanding  ag  policy  of  50  years  have  pro- 
vided America  with  the  greatest  quantity,  quality  and  the  lowest 
Erice  of  food  ever  known  to  a  civilization.  We  must  alter  this  policy 
y  developing  an  internal  ag  policy  which  raises  price  supports  to 
levels  which  relate  to  the  business  environment  that  our  farmers 
must  engage.  The  comment  on  that  is  that  we  really  have  two 
economies  in  America  today.  We  have  the  rural  farm  economy  and 
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we  have  the  city  economy;  and  that  farm  economy  is  only  engaging 
the  dty  economy  where  and  when  it  has  to.  It  has  stopped  capital- 
izing new  items.  Absolutely  stopped,  because  since  1980  the  prices 
have  marched  progressively  higher  for  the  new  items  that  we 
would  buy. 

Since  1980,  everything  we  own  has  become  with  progressively 
less  and  the  dollar  in  my  pocket  in  farming  today,  to  buy  a  used 
item  or  land,  is  worth  at  least  three  times  what  it  was  in  1980  be- 
cause I  can  buy  an  acre  of  land  for  $1,000  and  it  would  have  cost 
$3,000  then.  The  same  is  true  with  used  equipment. 

The  internal  policy  should  parallel  ECC  policy  to  the  extent  it  re- 
moves their  present  policy  advantage  of  continued  inroads  into  our- 
share  of  the  world  grain  market.  The  external  policy  must  provide 
a  buffer  for  the  effects  of  currency  fluctuations. 

Farmers  cannot  absorb  any  further  economic  blows  caused  by 
the  strong  dollar.  Because  our  ag  policies  are  not  clearly  formulat- 
ed in  terms  of  internal  and  external  policy,  we  have  tended  to  look 
internally  to  solve  an  external  problem  of  the  ever  stronger  and 
stronger  dollar.  And  the  backlash  has  been  that  it  has  put  every 
farmer's  pocketbook  into  the  fray  and  he  has  p€dd. 

Recommendations:  An  immediate  short-term  policy  which  would 
stabilize  the  downward  spiral  of  land  prices.  The  President's  veto  of 
the  Emergency  Farm  Credit  resulted  in  fear  in  our  lending  agen- 
cies that  a  crash  is  imminent.  Something  must  be  done  to  restore 
confidence  short  term  to  allow  a  calculated,  well  planned,  long- 
term  solution.  I  believe  that  you  gentleman  must  consider  some- 
thing of  this  nature  to  stop  the  deep-seated  fear  that  is  almost  run- 
ning rampant  on  the  farm  landscape. 

Second,  a  tough  sodbuster  policy  with  paid  diversion  to  set  aside 
up  to  20  million  acres  or  more  of  highly  erodible  land.  The  current 
economic  climate  is  such  that  it  can  be  accomplished  now  at  a  far 
lower  cost  than  at  any  time  in  the  previous  two  decades. 

Third,  a  two-price  system,  domestic  and  export,  defining  internal 
and  external  policy  issues,  will  be  necessary  to  serve  as  a  buffer  to 
mitigate  currency  and  macroeconomic  fluctuation. 

I  notice  that  whoever  wrote  the  dialog  on  Senator  Helms'  bill 
talks  about  your  committee  being  unable  to  speak  unilaterally  to 
macroeconomic  conditions  that  prevail  in  our  country,  and  I  would 
challenge  that  statement  to  the  degree  that  we  have  set  internal 
and  external  policy  and  they  do  address  in  large  part  the  macro- 
conditions  that  exist  in  this  country. 

The  flexible  concepts  of  grain  pricing  are  well  conceived  for  pric- 
ing in  the  world  market.  However,  when  applied  to  U.S.  internal 
economic  conditions  in  which  the  farmer  must  operate,  the  results 
are  impositions  of  world  economic  conditions  upon  the  farmer.  I  be- 
lieve a  flexible  internal  ag  policy  is  needed. 

I  think  that  is  really  what  has  happened  to  us.  You  have  im- 
posed worldwide  conditions  upon  the  American  farmer  by  pushing 
these  prices  ever  lower  and  lower,  when  you  consider  the  other 
places  of  the  world  where  grain  is  grown  and  costs  maybe  signifi- 
ccmtly  less. 

Titles  11  through  XIV  describe  internal  ag  policy.  The  problem 
with  the  principles  set  forth  within  them  without  exception  is  an 
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attempt  to  view  internal  farm  problems  through  a  singleminded 
polipy  solving  both  internal  and  external  farm  policy  issues. 

Title  I  is  positive  for  exports.  However,  it  fails  to  clearly  define 
an  external  U.S.  ag  policy.  It  circumvents  the  real  issue  in  world 
grain  trade  of  retaliating  against  unfair  trade  practices  and  it  is  a 
halfhearted  attempt  to  place  the  Americcm  farmer  upon  equal  foot- 
ing with  our  competitor  external  ag  policies. 

The  flexible  concepts  of  grain  pricing  are  well  conceived  for  pric- 
ing in  the  world  market.  I  would  like  to  see  the  Ag  Department 
restructured  by  placing  food  stamps  administration  under  the 
Health  and  Himian  Services  Department. 

They  cost  a  great  deal  of  money.  When  we  look  at  an  ag  budget 
of  1984, 1  believe  the  President  referred  to  $35  billion;  $7  billion  of 
that  may  be  in  the  category  of  CCC  farmer  loan  applications  that 
are  paid  in  the  subsequent  year,  and  yet  they  show  up  in  that  year 
as  a  budgetary  cost. 

It  would  place  the  ag  budget  in  the  public's  eye  in  a  much  more 
correct  perspective.  Last,  I  would  say  that  many  of  our  people  that 
I  have  talked  with  are  uncomfortable  with  our  Secretaiy,  who  has 
failed  to  speak  out  aggressively  as  an  advocate  for  farm  problems. 

A  case  in  point:  Recently  under  the  farm  credit  veto  which  the 
President  chose  to  veto  for  reasons  of  a  budget-buster,  and  I  guess  I 
can  understand  that.  But  needless  to  say  here  is  the  Secretary  of 
Defense  saying,  I  will  not  accept  a  penny  less  than  $323.6  billion, 
when,  in  fact,  the  farm  credit  legislation  proposed  would  have  cost 
far  less  than  the  estimated  $8.9  billion  that  was  referred  to.  Some 
studies  indicate  a  net  cost  of  less  than  a  half  a  billion. 

Thank  you  for  listening  to  me  and  I  appreciate  the  opportunity 
to  share  these  thoughts  with  you. 

Senator  Ckx^HRAN.  Mr.  Johnson,  thank  you  for  being  here  and 
testifying.  I  get  the  message,  I  think  pretty  clearly,  from  your  testi- 
mony that  the  farmer  should  not  be  the  one  to  bear  the  expense  of 
our  Federal  monetary  and  fiscal  policy. 

That  is  basically  the  problem  right  now;  he  is  disproportionately 
being  required  to  bear  that  burden.  I  do  not  know  that  we  are 
going  to  agree  on  how  we  effectively  do  something  to  correct  that, 
but  I  think  that  it  clearly  is  a  mission  and  goal  of  this  committee 
to  try  to  adjust  that  in  a  practical  way. 

We  have  got  to  have  a  healthy  agricultural  sector  because  it  is  so 
important  to  the  economic  well-being  of  the  entire  country,  not  just 
to  one  sector  of  our  economy.  Twenty  billion  dollars'  worth  of  trade 
surplus  results  in  agricultural  trade,  and  20  million  people  are  in- 
directly employed  because  of  agricultural  activities. 

It  is  just  too  important  a  part  of  our  economy  to  say,  "Well,  you 
are  on  your  own." 

Mr.  Johnson.  That  is  right. 

Senator  Odchran.  Senator  2iOrinsky. 

Senator  Zorinsky.  I  have  no  questions,  Mr.  Chairman.  Certainly, 
Mr.  Johnson's  testimony  is  in  keeping  with  the  concerns  that  we 
all  have. 

Mr.  Johnson.  I  would  like  to  make  one  final  comment.  As  a 
farmer,  I  would  much  rather  make  it  in  the  marketplace  than  I 
would  to  have  it  from  subsidies.  As  I  viewed  both  Senator  Helms' 
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and  the  administration  bill,  they  envision  huge  payments  to  offset 
this  drop  as  they  go  downhiU — 100,  80,  60,  40,  and  so  forth. 

The  point  I  am  trying  to  make  to  you  gentlemen  is  that  it  is  two 
policies,  internal  and  external,  and  we  would  be  far  better  ofiT  to  set 
support  levels  internally  where  people  can  make  it  in  the  marke^ 
place  rather  than  to  view  them  through  these  enormous  subsidies. 

We  would  be  far  better  ofiT  to  reroute  these  subsidies  to  external 
policy  and  start  to  play  the  same  game  the  rest  of  the  countries  of 
the  world  are  playing.  You  know,  they  have  wheat  boards  and  they 
use  tax  revenues  to  depress  the  price  of  grain. 

We  would  be  well  advised  to  think  in  terms  of  a  way  to  bring  our 
grain  back  to  a  1980  level,  for  instance,  with  these  dollars  so  that 
we  compete  fairly  and  equally  with  the  rest  of  these  countries. 

You  know,  the  maze  of  external  ag  policy  throughout  the  worlds 
with  Japan,  Europe,  Argentina,  Bra^,  Australia,  and  Canada — 
they  all  have  very  clearly  defined  external  policies.  We  need  to 
look  at  our  external  policy  in  terms  of  integrating  our  concerns 
into  their  concerns  in  such  a  way  that  we  preserve  and  protect  our 
place  for  these  2  out  of  5  acres  that  are  going  to  be  exported. 

Senator  C!ochran.  Thank  you  very  much.  We  appreciate  your 
testifying  before  the  Committee. 

This  concludes  our  hearing  this  morning.  Hearings  on  the  1985 
farm  bill  will  continue  later.  We  are  in  recess. 

[Whereupon,  at  12:39  p.m.,  the  committee  recessed,  to  reconvene 
at  9  a.m.,  Wednesday,  March  27,  1985,  in  room  328-A,  Russell 
Senate  Office  Building.] 
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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 

Soybean  Issues 


WEDNESDAY,  MARCH  27,  1985 

U.S.  Senate, 

COBfMITTEE  ON  AGRICULTURE,  NUTRITION,  AND  FORESTRY, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  9:02  a.m.,  in  room  SR- 
328-A,  Russell  Senate  Office  Building,  Hon.  Thad  Cochran  presid- 
ing. 

Present:  Senators  Cochran,  Andrews,  McConnell,  Zorinsky,  Mel- 
cher,  Dixon,  Heflin,  and  Harkin. 

STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM 

MISSISSIPPI 

Senator  Cochran.  The  committee  will  please  come  to  order. 

This  morning,  we  continue  our  hearings  on  the  1985  farm  bill, 
with  testimony  on  the  soybean  program. 

Compared  with  our  otner  major  commodities  that  are  supported 
under  the  farm  legislation  of  the  Federal  Government,  soybeans 
are  a  relatively  new  cash  crop  in  the  United  States.  But  production 
has  increased  very  rapidly,  with  66.1  million  acres  being  harvested 
in  1984.  This  put  soybeans  in  second  place  in  crop  value  for  the 
United  States. 

The  crop  is  relatively  free  from  direct  Government  programs. 
There  are  no  acreage  or  production  restrictions — only  a  CCC  loan 
support  rate. 

This  program  has  had  little  impact  on  the  Federal  budget.  There 
have  been  only  $37.4  million  in  net  outlays  over  the  life  of  the  1981 
farm  bill  for  soybeans.  Annual  outlays  varied  from  a  negative  $585 
million  to  $287.7  million. 

This  industry  is  very  dependent  on  export  markets,  however. 
While  the  United  States  has  accounted  for  slightly  more  than  60 
percent  of  world  production  in  recent  years,  it  has  retained  over  80 
percent  of  world  trade.  This  level  represents  a  decline  from  over  90 
percent  in  the  late  sixties  and  early  seventies.  For  the  U.S.  soybean 
mdustry  to  continue  to  grow,  this  downward  trend  must  be  re- 
versed. 

There  are  important  issues  that  face  the  soybean  industry,  as  we 
consider  writing  a  new  farm  bill.  We  will  be  interested  in  hearing 
from  our  witnesses  today  any  suggestions  or  observations  that  they 
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can  make  to  help  us  find  a  solution  to  the  problems  facing  the  soy- 
bean industry. 

We  have  some  outstanding  witnesses  who  are  scheduled  to  testify 
this  morning,  and  because  we  have  to  clear  the  room  at  about  10 
a.m.  for  a  hearing  that  will  be  held  here  on  the  nomination  of  the 
Deputy  Secretary  of  Agriculture,  I  am  going  to  ask  that  all  three 
witnesses  come  forward  and  testify  as  a  panel.  We  will  hear  each 
one's  presentation  and  then  have  an  opportunity  for  discussion  and 
a  dialog  among  the  entire  panel. 

If  you  will  all  come  forward,  I  want  to  present  to  the  committee 
Roger  Asendorf,  president  of  the  American  Soybean  Association, 
from  St.  James,  MN;  Mr.  Harry  Bell,  president  of  the  South  Caroli- 
na Farm  Bureau,  who  is  representing  the  American  Farm  Bureau 
Federation  today;  and  John  Sharp,  chairman  of  the  Alabama  Farm 
Bureau  State  Soybean  Committee,  from  Grand  Bay,  AL. 

Before  proceeding  to  recognize  your  testimony,  I  want  to  recog- 
nize the  distinguished  Senator  from  Kentucky,  Senator  McConneU, 
for  any  comments  or  statements  that  he  would  like  to  make  at  this 
point. 

Senator  McConneU. 

Senator  McConnell.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  ask  unanimous  consent  that  I  could  insert 
into  the  record  an  opening  statement  and  I  look  forward  to  hearing 
from  the  witnesses.^ 

Senator  Cochran.  It  will  be  included. 

Thank  you. 

You  may  proceed,  Mr.  Asendorf. 

STATEMENT  OF  ROGER  ASENDORF,  PRESIDENT,  AMERICAN 
SOYBEAN  ASSOCIATION,  ST.  JAMES,  MN 

Mr.  Asendorf.  Thank  you,  Mr.  Chairman.  ^ 

I  am,  as  you  s£dd,  Roger  Asendorf,  a  full-time  farmer  from  St. 
James,  MN,  and  am  currently  serving  as  president  of  the  Ameri- 
can Soybean  Association. 

The  ASA  is  a  national  commodity  organization  that  is  controlled 
and  run  by  farmers. 

Mr.  Chairman,  the  state  of  agriculture  in  1985  is  definitely  not 
good.  Farmers  face  low  commodity  prices  with  high  interest  rates, 
and  now  plummeting  land  prices  as  well. 

But  we  have  a  chance  this  year  to  put  profits  back  into  the  pic- 
ture of  our  country's  farms,  and  that  is  what  we  are  here  to  tcdk 
about  this  morning. 

Farmers  today  sell  in  the  world  marketplace  because  they  have 
to.  There  is  just  no  way  that  we  could  make  it  if  all  we  had  were 
our  domestic  markets,  even  with  significantly  higher  prices  than 
we  have  now.  So  that  means  that  we  have  to  be  competitive,  be- 
cause we  have  to  sell. 

But  as  we  all  know,  the  export  boom  of  the  seventies  now  has 
^ven  away  to  the  export  slump  of  the  eighties.  Exports  have  fallen 
m  the  last  few  years  for  several  reasons,  including  world  recession 


*  See  p.  520  (or  the  prepared  eUtement  of  Senator  McOonnell. 
■  See  p.  521  for  the  prepared  eUtement  of  Mr.  Aaendorf. 
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and  Third  World  debt.  But  probably  no  one  factor  has  been  more 
responsible  than  the  strength  of  the  U.S.  dollar. 

Mr.  Chairman,  my  printed  statement  has  in  the  back  of  it  some 
graphs  to  show  just  wnat  the  high  dollar  has  done  to  us.  It  is  more 
or  less  basic  economics,  but  the  effective  price  of  U.S.  soybeans  to 
our  customers  went  up,  and  the  amount  that  they  bought  from  us 
went  down.  The  last  chart  in  the  very  back  shows  that  the  situa- 
tion was  especially  painful  for  U.S.  farmers.  The  price  in  German 
marks,  as  shown  by  that  graph  in  the  back,  was  on  an  uptrend,  yet 
the  price  per  bushel  in  dollars  is  trending  down. 

Why  is  the  dollar  so  high?  Again,  there  are  several  reasons.  One 
major  factor  is  that  our  budget  deficit  requires  excessive  Federal 
borrowing,  and  then  keeps  real  interest  rates  higher  than  they 
would  be  otherwise.  This,  along  with  other  factors,  like  tax-free  in- 
terest on  foreign  capital  investment,  makes  dollar  investment  at- 
tractive to  people  in  other  countries. 

To  put  it  bluntly,  the  Government  is  spending  too  much  money 
at  this  point  in  time  and  competing  for  those  funds  available  that 
farmers  and  the  rest  of  the  industry  have  to  compete  for. 

Farmers  are  willing  to  accept  their  fair  share  of  budget  cuts,  but 
only  if  others  do  likewise.  We  feel  it  is  really  not  fair  for  agricul- 
ture to  undergo  these  severe  cuts  while  some  other  parts  of  Gov- 
ernment really  are  only  seeing  reductions  in  their  rate  of  increase. 

ASA  supports  a  pro-trade  agricultural  policy  that  will  allow  the 
United  States  to  be  a  preferred  supplier  of  agricultural  products 
for  the  world  market. 

Let's  talk  about  how  we  can  get  there  from  where  we  are  today. 
This  country  must  work  for  a  fair  international  trade  arena,  and 
we  must  tailor  our  export  sales  to  meet  our  customers'  needs.  And 
here  are  some  of  the  specifics  I  am  referring  to,  such  as  GSM-102 
credit  guarantees,  which  are  very  important  in  making  the  terms 
of  commercial  sales  more  attractive  to  our  customers. 

Let  us  remember  that  with  the  overvalued  dollar,  pricing  us  out 
of  the  world  market,  credit  is  one  of  the  few  things  that  we  in  the 
United  States  are  able  to  offer  competitively  in  the  world  market. 
Without  those  credit  programs,  we  are  uncompetitive. 

We  also  need  an  intermediate  credit  program,  somewhat  like  the 
GSM-102,  but  offering  longer  payment  terms.  Many  developing 
countries  could  use  a  program  like  this,  with  3-  to  10-year  repay- 
ment terms  to  buy  those  U.S.  goods — more  or  less  a  bridge  from 
the  Public  Law  480  to  the  GSM-102. 

There  is  also  a  need  for  infrastructure  investment  in  these  coun- 
tries. All  too  often,  we  lose  sales  in  long-term  markets  because  po- 
tential customers  do  not  have  the  port  facilities  or  infrastructure 
necessary  to  handle  those  imported  commodities. 

Development  of  foreign  countries'  infrastructure  today  means 
foreign  markets  both  today  and  tomorrow.  And  for  countries  at  the 
bottom  of  the  economic  ladder,  there  should  be  an  enhanced  Public 
Law  480  program.  Many  of  the  ideas  in  the  Food  for  Progress  initi- 
ative ought  to  be  implemented,  and  they  would  complement  Public 
Law  480  very  well. 

The  common  thread  of  market  building  runs  through  all  of  these 
programs.  But,  Mr.  Chairman,  we  will  not  be  able  to  build  markets; 
in  fact,  we  may  not  even  be  able  to  keep  the  ones  we  have  got  now, 
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if  our  Government  insists  on  applying  cargo  preferences  to  USDA 
export  programs. 

One  example  we  are  all  familiar  with  is  the  recent  court  decision 
that  said  cargo  preference  should  apply  to  blended  credit  programs. 
That  means  higher  shipping  costs  that  have  to  be  passed  on  to  cus- 
tomers, and  it  also  means  the  blended  credit  program  is  effectively 
dead. 

And  the  GSM-102  Credit  Guarantee  Program  will  be  dead  also  if 
future  lawsuits  subject  it  to  cargo  preference. 

We  feel  there  is  only  one  answer,  and  that  is  Congress  must  over- 
turn this  court  ruling,  and  at  the  same  time,  reform  our  maritime 
laws.  If  we  want  to  subsidize  the  maritime  industry,  let's  put  it  in 
the  Defense  Department  budget,  where  it  belongs,  and  take  it  off 
the  backs  of  agriculture. 

We  need  truth-in-budgeting,  and  we  need  a  total  exemption  of 
agricultural  products  from  cargo  preference — and  that  includes  the 
Public  Law  480  Program. 

Switching  to  the  domestic  side,  the  American  Soybean  Associa- 
tion supports  extending  the  current  Soybean  Loan  Program  with- 
out any  change.  The  loan  program  is  a  source  of  credit  and  cash- 
flow, and  it  protects  farmers  against  extreme  price  drops.  It  does 
not  provide  a  profit  by  itself,  but  it  was  not  designed  to  do  so.  The 
loan  rate  for  soybeans  was  set  at  75  percent  of  a  moving  5-year  av- 
erage of  market  prices,  with  high  and  low  prices  dropped.  There  is 
a  $5.02  minimum  loan,  and  this  loan  program  has  cdlowed  supply 
and  demand  to  balance,  and  has  very  low  Federal  budget  outlays. 

We  believe  that  "If  it  ain't  broke,  don't  fix  it." 

Mr.  Chairman,  there  are  many' other  issues  facing  ASA  that  we 
feel  strongly  about,  notably,  cooperative  market  development, 
where  we  need  continued  adequate  resources  from  farmers  and  the 
public  alike.  There  are  more  details  on  this  and  other  issues  in  our 
printed  statement,  and  we  hope  that  you  will  all  have  time  to  read 
it. 

In  conclusion,  our  country  has  some  important  choices  to  make. 
The  world  has  changed,  and  what  worked  in  1935  is  not  necessarily 
going  to  work  in  1985.  The  agricultural  policy  has  to  respond  to  the 
international  markets,  if  it  is  to  be  successful.  We  feel  Govern- 
ment's role  is  to  fight  unfair  trade  practices,  and  put  some  effort 
and  capital  behind  promoting  our  farm  exports.  That  won't  just 
help  the  farmers;  we  feel  it  will  help  all  of  America. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify,  and  I 
will  be  happy  to  take  any  questions,  and  I  ask  that  the  written  text 
be  submitted  for  the  record. 

Senator  Cochran.  Thank  you,  Mr.  Asendorf.  Your  entire  testi- 
mony will  be  made  a  part  of  the  record,  and  we  thank  you  for  the 
full  statement  and  for  the  explanatory  graphs  that  you  have  at- 
tached as  exhibits.  They  will  also  be  included  in  the  record  of  tiie 
hearing. 

Mr.  Bell,  you  may  proceed. 
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STATEMENT  OF  HARRY  BELL,  PRESIDENT,  SOUTH  CAROLINA 
FARM  BUREAU,  REPRESENTING  THE  AMERICAN  FARM  BUREAU 
FEDERATION 

Mr.  Bell.  Thank  you,  Senator. 

The  American  Farm  Bureau  Federation  is  the  largest  general 
farm  organization,  with  a  membership  exceeding  3  million  member 
families  in  48  States  and  Puerto  Rico.  I  serve  as  president  of  the 
South  Carolina  Farm  Bureau  Federation  and  as  a  member  of  the 
board  of  directors  of  the  American  Farm  Bureau  Federation. 

I  appreciate  the  opportunity  to  appe£u*  today  before  the  Senate 
Agriculture  Committee,  regarding  the  American  Farm  Bureau  Fed- 
eration position  on  the  soybean  provisions  of  the  1985  farm  legisla- 
tion. 

Farm  Bureau  members  devoted  extensive  time  and  effort  to  de- 
velop our  policies,  which  are  debated,  amended  and  revised  by 
voting  delegates  from  each  of  our  member  States  at  our  annual 
meeting.  In  January,  at  our  66th  annual  meeting,  our  delegates 
adopted  policies  regarding  farm  progr£uns  in  general  and  policies 
specific  to  programs  for  soybeans. 

Our  general  farm  policy  states  that  we  will  support  a  farm  bill 
which  will:  (1)  Maximize  long-term  opportunities  for  profit  in  agri- 
culture; (2)  reduce  existing  incentives  for  overproduction  at  home 
and  abroad;  (3)  ensure  price-competitiveness  for  U.S.  farm  products 
in  world  markets;  (4)  provide  opportunities  to  reduce  stocks 
through  production  adjustments  and/or  expanded  demand;  (5) 
assure  consumers  of  adequate  supplies  of  efficiently  produced  prod- 
ucts that  they  wish  to  consume;  (6)  cause  a  supply  reduction  pro- 
gram to  be  implemented  when  carryover  exceeds  workable  levels; 
CT)  provide  target  prices  as  an  income  supplement  for  farmers  to 
help  them  make  the  adjustment  to  market-oriented  agriculture;  (8) 
provide  loan  levels  for  all  mcgor  export  commodities  to  facilitate  or- 
derly marketing  and  price  competitiveness.  These  levels  should  be 
related  to  a  3  to  5  year  average  domestic  price.  Loan  levels  should 
not  provide  incentives  for  production  that  exceed  demand  in  do- 
mestic and  world  markets.  These  levels  should  be  adjusted  annual- 
ly by  no  more  than  10  percent.  And,  (9)  recognize  that  all  commod- 
ities are  interrelated  and  any  change  in  supply,  demand  or  price  of 
one  affects  the  others. 

Since  the  annual  meeting  in  January,  our  organization  has  con- 
centrated efforts  on  developing  a  legislative  proposal  for  the  1985 
farm  bill  based  upon  the  philosophy  and  direction  expressed  in  the 
general  policy  statement. 

Our  board  of  directors  has  held  two  meetings  to  consider  the  spe- 
cifics of  this  proposal.  The  organization  has  held  regional  leader- 
ship meetings  and  commodity  advisory  committee  meetings,  where 
this  proposal  was  considered  and  debated.  The  result  is  that  our 
proposal  is  supported  by  our  membership  in  all  regions  of  the  coun- 
try and  for  all  commodities  covered  directly  under  the  farm  pro- 
gram legislation  as  well  as  those  not  operating  under  direct  author- 
ity of  the  bill. 

Because  of  this  broad  base  of  support,  we  sincerely  hope  that  this 
committee  and  all  members  of  the  Senate  and  House  will  closely 
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evaluate  our  proposal  when  developing  legislation  to  replace  the 
Agriculture  and  Food  Act  of  1981  when  it  expires  this  year. 

The  farm  program  provisions  directly  applicable  to  soybeans  con- 
sist only  of  nonrecourse  loans  that  give  producers  an  orderly  mar- 
keting tool  without  acreage  reduction  programs,  target  prices,  defi- 
ciency payments,  or  a  farmer-held  reserve  program.  We  believe 
that  the  loan  program  has  worked  well  in  the  case  of  soybeans  and 
propose  that  it  be  continued  in  its  present  form.  We  would  not  pro- 
pose that  anv  additional  program  provisions  be  added  to  the  soy- 
bean title  of  the  1985  farm  bill.  Our  policy  regarding  soybeans 
simply  states:  ''We  oppose  acreage  control,  marketing  quotas,  and 
the  establishment  of  a  soybean  reserve  program." 

The  soybean  loan  rate  is  established  at  75  percent  of  a  5-year  av- 
erage market  price,  excluding  the  high-  and  low-valued  years.  This 
method  of  setting  the  level  of  support  loan  works  well  in  that  it  is 
derived  from  signals  obtained  in  the  marketplace,  rather  than  from 
political  pressures  associated  with  loan  levels  set  by  Congress  or  at 
the  discretion  of  the  Secretary  of  Agriculture.  We  firmly  believe 
that  this  method  of  setting  a  loan  rate  is  appropriate  and  should 
continue  under  the  1985  farm  bill.  In  fact,  we  support  the  use  of 
this  method  of  setting  loan  rates  for  other  commodities  under  farm 
program  authority  such  as  wheat,  feed  grains,  and  rice. 

Loan  levels  that  are  established  in  this  manner  provide  produc- 
ers the  orderly  marketing  tool  that  the  loan  was  intended  to  be, 
without  setting  the  market  price,  as  has  been  the  case  with  loan 
rates  for  some  crops  that  are  fixed  inflexibly  by  law. 

We  believe  in  order  to  avoid  wide  fluctuations  in  loan  levels  that 
adjustments  to  loan  levels  be  limited  to  10  percent  per  year.  This 
restriction  provides  an  appropriate  degree  of  consistency  from  year 
to  year,  while  allowing  changes  signaled  by  supply  and  demand  to 
occur  incrementally. 

Farm  Bureau  also  supports  maintaining  the  current  $5.02  mini- 
mum loan  level,  subject  to  the  provisions  which  are  now  in  the  law 
and  as  presently  exist,  allowing  a  further  maximum  reduction  to  a 
floor  of  $4.50,  if  average  prices  received  by  farmers  are  below  105 
percent  of  the  loan  level.  This  minimum  level  is  low  enough  to 
assure  that  our  soybeans  will  be  competitive  in  world  markets,  but 
it  also  gives  American  farmers  a  floor  under  the  price-support 
loans.  Since  soybean  producers  operate  without  income  support  in 
the  form  of  deficiency  payments,  this  loan-level  floor  is  justified. 

We  believe  that  a  soybean  program  that  consists  exclusively  of  a 
nonrecourse  loan  program  as  I  have  outlined  is  the  best  type  of 
program  for  soybean  producers.  Such  a  program  is  responsive  to 
market  signals  and  is  not  costly,  while  it  provides  producers  an  or- 
derly marketing  tool. 

We  would  oppose  adoption  of  a  target  price,  acreage  reduction  re- 
quirements, or  a  reserve  program  for  soybeans.  The  soybean  indus- 
try has  maintained  efficiency  and  competitiveness  without  pro- 
grams of  this  nature,  and  we  believe  that  situation  will  continue. 

Our  membership  is  basically  saying  that  in  the  case  of  farm  pro- 
grams for  soybeans — I  hate  to  be  repetitive,  sir — ^but  "If  it  ain't 
broke,  don't  fix  it,"  as  my  friend  has  already  pointed  out. 

I  would,  however,  add  to  this  statement,  and  it  is  not  part  of  the 
printed  text,  but  we  do  urge  a  strong  export  title  in  our  proposal, 
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and  of  course,  many  provisions  of  that  export  title  would  be  appli- 
cable to  soybeans,  if  in  fact  the  Commodity  Credit  Corporation  held 
inventories  of  products,  then  the  Bonus  Export  Program  might  be 
applicable,  and  certainly,  again,  as  has  already  been  testUied,  we 
strongly  oppose  the  cargo  preference  and  do  not  feel  that  cargo 
preference  should  apply  to  agricultural  commodities. 

We  thank  you  for  this  opportunity  to  present  the  American 
Farm  Bureau's  position,  and  we  look  forwanl  to  working  with  this 
committee  and  others  in  all  aspects  of  farm  program  legislation. 

I  will  be  happy  to  respond  to  any  questions. 

Senator  Cochran.  Thank  you  very  much,  Mr.  Bell,  for  your  testi- 
mony. 

Senator  Dixon.  Mr.  Chairman,  may  I  interrupt? 

Senator  Cochran.  The  Senator  from  Illinois. 

Senator  Dixon.  I  thank  the  Chair  for  letting  me  interrupt.  I  have 
made  a  brief  statement  and  left  it  with  the  reporter.  I  have  a  meet- 
ing of  the  Armed  Services  Committee,  and  I  ask  the  Chair  to 
excuse  me  for  that  reason. 

But  I  was  wondering — I  have  checked,  and  I  am  told,  that  we 
will  not  vote  on  Mr.  Norton  at  10:30  today.  Is  that  the  understand- 
ing of  the  Chair? 

Senator  Cochran.  I  have  no  word  on  that.  All  I  know  is  that  we 
will  have  a  hearing.  He  will  be  here  to  testify  and  to  respond  to 
questions  of  the  Senators.  That  is  all  I  know.  The  hearing  will 
occur  at  10:30. 

Senator  Dixon.  Well,  I  just  want  to  say  to  staff,  if  there  is  a  vote, 
I  will  be  in  the  Armed  Services  hearing  room  and  can  be  reached 
in  222  Russell. 

Senator  Cochran.  We  will  get  in  touch  with  you  if  there  is  a 
vote. 

Senator  Dixon.  I  thank  the  Chair. 

Senator  Cochran.  Thank  you,  Senator,  and  your  statement  will 
be  included  in  the  record.^ 

Mr.  Sharp,  you  may  proceed. 

STATEMENT  OF  JOHN  SHARP,  CHAIRMAN,  ALABAMA  FARM 
BUREAU  STATE  SOYBEAN  COMMITTEE,  GRAND  BAY,  AL 

Mr.  Sharp.  Good  morning,  Mr.  Chairman. 

I  am  John  Sharp,  representing  the  soybean  division  of  the  Ala- 
bama Farm  Bureau  Federation. 

I  farm  approximately  1,000  acres  of  soybeans  in  Mobile  County.  I 
am  active  in  my  State  and  county  farm  bureau  and  currently  serve 
as  chairman  of  the  Alabama  Soybean  Producers. 

I  was  privileged  by  this  committee  to  serve  as  a  member  of  the 
USDA  Soybean  Research  Advisory  Institute,  and  I  should  like  to 
submit  this  copy  of  the  U.S.  Soybean  Production  and  Utilization 
Research  into  the  record,  sir. 

Senator  Cochran.  It  will  be  made  a  part  of  the  record  as  an  ex- 
hibit to  your  testimony.  2 


>  See  p.  521  for  the  prepared  statement  of  Senator  Dixon. 

>  See  p.  530  for  the  prepared  statement  of  Mr.  Sharp.  The  publication  referred  to  by  Mr. 
Sharp  has  been  retained  in  the  committee  files. 
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Mr.  Sharp.  Thank  you. 

In  testimony  today,  I  shall  limit  my  remarks  to  five  topics  which 
are  of  vital  interest  to  the  soybean  producers  of  Alabama — namely, 
the  Soybean  Loan  Program,  research,  double-cropping,  trade  policy, 
and  soybean  exports. 

In  the  interest  of  time,  I  will  summarize  my  testimony. 

The  current  Soybean  Loan  Program  is  authorized  under  the  1981 
act  and  provides  our  commodity  a  safety  net  without  involving  any 
direct  Government  payments,  production  controls,  and  only  mini- 
mum Government  program  costs.  We  recommend  retaining  this 
formula  in  the  1985  bill. 

The  recent  deterioration  of  prices  in  the  U.S.  markets  has  not 
been  caused  by  overproduction.  It  is  the  result  of  forces  over  which 
the  soybean  farmer  had  no  control.  The  effect  that  this  deteriora- 
tion would  have  on  the  soybean  loan  values,  if  calculated  without 
the  $5.02  floor,  would  remove  the  safety  net  for  soybean  producers. 
We  therefore  advocate  retaining  this  floor.  At  this  level,  consider- 
ing present  and  anticipated  increases  in  the  cost  of  production,  the 
soybean  loan  would  not  provide  a  stimulus  for  production  in  this  or 
any  other  nation. 

hi  addition,  Mr.  Chairman,  we  do  not  feel  that  all  commodity 
programs  must  be  identical.  We  feel  that  each  commodity  is 
unique.  The  economics  of  production,  handling,  utilization,  and 
marketing  should  be  considered  for  each  individual  commodity. 

Under  the  heading  of  research,  rising  production  costs,  low 
yields,  and  low  prices  have  r^uced  soybean  profits  to  levels  which 
border  on  economic  disaster.  Research  has  provided  increased 
knowledge  into  the  control  of  these  problems,  but  a  great  deal 
more  is  required.  The  teams  of  scientists,  technicians,  and  students 
assembled  in  our  land  grant  colleges  and  universities  and  experi- 
ment stations  must  have  the  funding  to  continue  their  work.  It  is 
essential  that  added  emphasis  be  placed  on  the  development  of  new 
and  improved  uses  of  soybeans  and  that  improved  marketing  prac- 
tices be  developed. 

Mr.  Chairman,  research  is  what  has  made  agriculture  in  Amer- 
ica great.  We  must  continue  to  improve  or  we  shall  ultimately 
cease  to  be  competitive. 

Under  the  heading  of  double-cropping,  in  Alabama  and  the 
Southeast,  double-cropping  soybeans  and  wheat  has  become  a 
common  and  profitable  practice.  Double-cropping  provides  income 
from  the  two  crops  which  are  grown  on  the  same  acre  in  the  same 
year.  The  wheat  harvest  in  early  summer  provides  badly  needed 
cash  flow.  Soybean  yields  are  somewhat  reduced,  due  to  late  plant- 
ing, but  the  combined  income  brings  an  acre  of  southern  farmland 
closer  to  that  of  the  midwestem  farmer,  who  produces  either  wheat 
or  soybeans. 

The  economics  of  double-cropping  wheat  and  soybeans  depends 
on  the  type  of  operation,  the  utilization  of  the  wheat — feed  or  cai^ 
crop — the  market  for  the  two  crops,  the  weather,  control  methods, 
and  many  other  factors.  Under  optimum  conditions,  double-crop- 
ping will  return  an  Alabama  soybean  farmer  more  profit  per  acre 
than  a  single  crop  of  soybeans.  My  written  testimony  describes  the 
economics  of  the  double-cropping  system. 
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The  increased  efficiency,  land  utilization,  and  economic  potential 
for  double-cropping,  where  growing  seasons  and  land  permit, 
should  be  considered  when  the  acreage  reduction  programs  are 
being  developed.  Such  programs  in  the  past  have  failed  to  consider 
these  factors  and  have  been  prejudicial  against  Southern  produc- 
ers. 

Under  the  topic  of  trade  policy,  until  recently,  soybeans  have 
been  successful  in  international  markets.  A  stagnant  world  econo- 
my, U.S.  embargoes,  foreign  trade  barriers,  predatory  trade  prac- 
tices, and  macroeconomic  policies  of  the  U.S.  Government  have  se- 
verely eroded  American  markets. 

We  ask  this  committee  to  use  every  means  possible  to  restore 
world  markets  to  a  truly  competitive  status.  This  should  include 
the  utilization  of  blended  credit,  the  adequate  funding  of  export 
credit  in  either  direct  or  guaranteed  loans  with  favorable  terms  to 
qualified  customers,  the  emplo3rment  of  an  export  PIK  using  sur- 
plus CCC  commodities,  countervaling  duties  on  products  for  nations 
which  employ  predatory  export  practices,  full  utilization  of  Public 
Law  480,  including  the  authority  to  allow  pa3rment  for  American 
products  in  foreign  currencies,  the  complete  elimination  of  cargo 
preference  on  all  agricultural  products,  and  full  protection  of  the 
sanctity  of  contracts  except  in  instances  of  true  national  emergen- 
cy. 

American  agriculture  must  be  allowed  to  compete  in  fair  and 
free  world  markets.  We  ask  this  committee  sincerely  to  provide  us 
with  the  tools  to  become  truly  market-oriented  in  free  and  fair 
markets.  Proposals  to  lower  our  prices  to  provide  the  least  common 
denominator  in  world  markets  are  naive  and  destructive. 

The  demand  under  exports,  sir,  for  soybeans  traded  on  world 
markets  is  in  large  measure  created  by  the  desire  for  improved 
standards  of  living  in  all  nations  of  the  world.  In  recent  years,  the 
growth  of  the  economies  of  trading  nations  has  been  slow,  and  an- 
ticipated growth  severely  limited. 

It  is  the  policy  of  the  Alabama  Farm  Bureau  Soybean  Committee 
to  favor  all  actions  which  will  stimulate  established  markets  and 
establish  new  markets. 

Mr.  Chairman,  in  closing,  may  I  say  that  I  appreciate  the  oppor- 
tunity to  appear  before  you  today  and  to  testify  in  the  interest  of 
Alabama  soybean  farmers. 

Thank  you. 

Senator  Cochran.  Thank  you  very  much  for  your  excellent  state- 
ment, Mr.  Sharp. 

You  know,  we  hear  a  good  deal  about  market-oriented  farm'  pro- 
grams, and  the  administration  is  said  to  have  presented  to  this 
committee  and  to  the  Congress  a  proposal  for  a  purely  market-ori- 
ented approach.  But  I  wonder  whether  that  is  the  real  answer  that 
we  need  to  the  problems  we  face  in  agriculture  today.  For  instance, 
the  Soybean  Program  is  about  as  market-oriented  as  you  can  get. 
The  loan  rate  that  is  established  for  soybeans  is  directly  related  to 
market  prices.  It  is  an  average  over  a  5-year  period,  and  it  is  75 
percent  of  that  average,  so  it  is  market-oriented. 

But  given  that,  we  have  seen  in  the  last  few  years  a  substantial 
and  sharp  decline  in  sales  of  our  soybean  products  in  overseas  mar- 
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kets.  What  I  am  getting  to  is  this:  If  this  is  a  market-oriented  pro- 
gram, why  are  we  failing  in  the  market? 

Anybody  can  answer. 

Mr.  AsENDORF.  I  think  one  of  the  main  problems  that  we  see 
with  the  situation  that  exists  in  agriculture  today,  even  though  we, 
a  soybean  association,  soybean  farmers,  have  basically  the  same 
program  in  place  as  proposed  by  the  administration,  the  strength 
of  the  U.S.  dollar  in  overseas  markets  has  relatively  made  us  un- 
competitive because  of  that  strength. 

We  see  the  United  States  trying  to  compete  in  a  market  with 
countries  who  are  our  main  competitors,  such  as  Brazil  and  Argen- 
tina, who  have  anywhere  from  250  to  400  percent  inflation  rates. 
Consequently,  even  though  we  are  under  a  market-oriented  pro- 
gram, with  that  kind  of  exchange  rate,  when  soybeans  leave  the 
port  of  New  Orleans  at  $6  per  bushel,  and  are  arriving  in  Rotter- 
dam costing  $11  in  foreign  currency  after  the  currency  exchange, 
that  makes  us  uncompetitive.  Even  though  we  are  marketmg 
under  that  concept,  with  the  dollar  as  strong  as  it  is,  and  depend- 
ing on  50  percent  of  everything  we  grow  going  for  export,  we  are 
uncompetitive  under  those  conditions. 

Senator  Cochran.  Well,  I  guess  we  can  conclude  that. 

Senator  Andrews.  Well,  Mr.  Chairman,  can  I  ask  just  one  ques- 
tion? You  say  that  prices  range  from  $6  to  $11.  There  is  a  35  per- 
cent gap  in  our  currency.  How  does  that  account  for  that  kind  of  a 
gap? 

Mr.  AsENDORF.  In  the  back  of  this  written  testimony  are  some 
charts  showing  the  currency  conversion 

Senator  Andrews.  I  know;  it  is  about  $1.35.  But  a  figure  of  $1.35 
does  not  result  in  prices  going  from  $6  to  $11.  The  freight  charge  to 
move  a  bushel  of  soybeans  across  the  pond  is  not  $3  or  $4,  is  it? 

Mr.  AsENDORF.  That  is  with  freight  rate  and  currency  evalua- 
tion  

Senator  Andrews.  I  know,  but  how  much  is  the  freight  rate? 

Mr.  AsENDORF.  Depending  on  the  country  it  is  going  to,  I  am  not 
sure  exactly  the  specific 

Senator  Andrews.  Give  us  a  round  figure. 

Mr.  AsENDORF.  Randy,  can  you  help  on  that?  [Conferring  with 
staff.] 

Senator  Hefun.  Somebody  testified  the  other  day  relative  to 
com 

Senator  Andrews.  I  think  it  is  in  the  neighborhood  of  $1  or  less, 
isn't  it? 

Mr.  AsENDORF.  Yes. 

Senator  Hefun.  Someone  testified  it  is  35  cents  a  bushel,  or 
somewhere  like  that,  freight  charges,  I  believe,  in  com  or  one  of 
the  commodities — or  wheat. 

Senator  Cochran.  I  think  I  will  pursue  my  questions,  and  if  you 
have  questions,  you  will  be  recognized  in  order. 

Senator  Andrews.  Fine.  My  apologies,  Mr.  Chairman.  I  thought 
we  could  get  a  quick  answer  to  it. 

Senator  Cochran.  Let  me  finish  my  questions,  if  you  will  permit 
me,  and  then  everybody  can  have  a  chance  to  ask  questions. 
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If  we  have  just  a  flexible  loan  rate  as  a  farm  program,  therefore, 
as  a  means  to  guarantee  successful  exporting,  we  may  fail  to  in- 
crease exports.  Is  that  right? 

Mr.  AsENDORF.  That  is  right. 

Senator  Cochran.  In  that  connection,  I  am  wondering  whether 
or  not  we  should  explore  another  proposal.  I  am  specifically  refer- 
ring now  to  the  Marketing  Loan  Program.  I  do  not  know  whether 
you  are  familiar  with  it,  or  to  what  extent  you  are  familiar  with  it. 
Under  this  program,  farmers  would  be  able  to  receive  a  nonre- 
course CCC  loan,  just  as  in  current  Price  Support  Programs.  How- 
ever, the  repayment  would  be  at  the  lower  of  either  the  loan  or  the 
world  price.  The  objective  of  this  program  is  to  make  U.S.  farm 
products  competitive  in  all  trade,  both  domestic  and  international. 

As  I  understand  it,  the  proposal  could  neutralize  subsidies,  but 
allow  for  overvaluation  of  the  U.S.  dollar  in  world  trade.  There  are 
other  aspects  of  it. 

I  bring  it  up  to  ask  each  of  you  if  you  have  any  comments  about 
that  program,  whether  or  not  you  think  it  is  an  idea  worth  pursu- 
ing, or  what  your  reaction  woiild  be  to  it.  Could  the  soybean  grow- 
ers around  the  country  support  that? 

Mr.  AsENDORF.  We  have  at  this  time  no  policy  on  that  particular 
proposal,  but  we  do  feel  that  there  are  certain  things  in  that  bill 
that  we  feel  that  we  could  agree  to.  It  does  have  the  potential  for 
increasing  exports,  getting  us  out  of  this  and  through  the  transi- 
tion period,  from  the  programs  we  have  in  all  commodities  to  the 
market-oriented  program.  We  feel  there  are  benefits  and  possibili- 
ties in  that  legislation. 

Senator  Cochran.  Mr.  Bell? 

Mr.  Bell.  Senator,  the  Farm  Bureau  membership  was  aware  of 
this  proposal  at  the  time  we  were  developing  policy,  in  the  fall  of 
last  year  and  the  spring  of  this  year,  or  January  of  this  year,  and 
we  did  not  embrace  this  particular  approach. 

However,  you  are  exactly  right  that  we  have  got  problems  as  far 
as  the  exportation  of  all  of  our  agricultural  commodities.  The 
strong  dollar  is  one  of  our  difficulties.  I  noticed  even  yesterday  that 
in  3  days'  time,  the  Brazilians  had  devalued  their  currency  three 
times  in  3  days.  Now,  this  is  competitiveness  that  we  cannot  deal 
with  in  any  of  our  agricultural  conunodities. 

But  as  an  offset  to  that,  we  do  have  some  specific  ideas  as  far  as 
the  exportation  is  concerned,  such  as  the  CCC  export  credit  pro- 
grams, and  we  feel  that  we  do  need  to  have  credits  from  3  to  7 
years,  as  provided  in  the  Agricultural  Trade  Act  of  1978;  the  Blend- 
ed Credit  Program;  I  have  already  mentioned  the  cargo  preference 
laws,  which  give  us  an  extremely  hard  time.  I  have  also  mentioned 
the  Bonus  Export  Program,  which  we  would  hope  would  be  avail- 
able, and  if  the  CCC  held  any  soybean  stock,  those  should  be  pur- 
sued, and  other  innovative  ideas.  But  we  have  not  specifically  em- 
braced the  provisions  you  speak  to. 

Senator  Cochran.  Mr.  Sharp. 

Mr.  Sharp.  Mr.  Chairman,  may  we  accept  this  question  as  a  chal- 
lenge and  consult  with  our  State  leaders  and  our  State  people  on 
this  question  and  get  back  to  you? 

Senator  Cochran.  I  would  like  to  have  vour  reaction  to  it.  That 
would  be  very  helpful  to  the  committee  if  you  would  look  at  that 
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program  and  the  proposal  and  let  us  have  your  reaction  to  it.  I 
would  appreciate  it. 

[The  following  information  was  subsequently  submitted  by  Mr. 
Sharp:] 

The  market  loan  concept,  as  we  view  it,  would  be  a  tool  that  U.S.  agriculture 
could  use  to  become  very  competitive  in  world  markets.  It  would  establish  a  world 
price-finding  mechanism  and  provide  the  American  farmer  a  method  he  could  use  to 
market  his  beans. 

Using  the  market  loan  idea,  a  farmer  obtains  a  nonrecourse  CCC  loan.  He  would 
then  redeem  his  loan  at  the  world  market  price.  The  decision  to  market  his  beans 
would  then  be  entirely  left  up  to  him.  There  are  several  advantages  both  to  the 
farmer  and  the  government.  It  removes  the  possibility  that  the  government  will 
take  possession  and  ownership  of  the  soybeans  and  obviates  the  necessity  for  the 
government  to  continue  paying  storage  and  interest.  When  the  farmer  redeems  the 
loan  at  the  world  market  price,  he  gains  the  difference  in  the  loan  rate  and  the 
lower  world  market  price.  He  assumes  ownership  of  his  beans  again  and  has  the 
option  of  selling  them  when  he  wants.  The  advantage  to  the  government  are  that 
there  is  less  cost  in  the  long  run  and  that  the  government  is  not  burdened  by  exces- 
sive stocks.  Utilizing  market  loan  would  make  U.S.  agriculture  more  market  orient- 
ed. The  greatest  advantage,  however,  is  that  of  meeting  world  competition.  In  sum- 
mary, it  is  our  opinion  that  the  Agriculture  Committees  of  the  Senate  and  House 
should  study  this  market  loan  concept  further  and  consider  its  implications  in  for- 
mulating the  1985  Farm  Bill. 

Senator  CJochran.  Senator  Melcher. 

Sonator  Melcher.  Thank  you,  Mr.  Chairman. 

Mr.  Asendorf,  is  St.  James  on  the  northern  fringe  of  the  Com 
Belt? 

Mr.  Asendorf.  I  am  on  the  southern  fringe  of  the  Com  Belt  of 
Minnesota — the  northern  edge  of  the  Corn  Belt  nationwide,  yes. 

Senator  Melcher.  What  is  the  general,  run-of-the-mill  corn  yield 
in  that  area  of  Minnesota? 

Mr.  Asendorf.  My  crop  jdeld  last  year  for  com  was  156  bushels. 

Senator  Melcher.  Is  that  the  average? 

Mr.  Asendorf.  In  that  particular  area  in  our  county,  maybe  a 
little  above  average,  but  close  to  average. 

Senator  Melcher.  If  the  Com  Program  proposed  in  the  adminis- 
tration were  adopted,  what  would  happen? 

Mr.  Asendorf.  As  it  stands  now,  as  it  is  proposed  now? 

Senator  Melcher.  Right. 

Mr.  Asendorf.  Yes;  I  do  not  think  you  would  get  any  com  grow- 
ers in  that  area  to  go  along  with  them. 

Senator  Melcher.  What  would  be  the  effect  on  soybeans? 

Mr.  Asendorf.  Some  of  the  changes  that  are  in  it,  we  probably 
are  not  necessarily  agreeable  to. 

Senator  Melcher.  If  the  farmers  were  not  in  the  Com  Program, 
what  would  they  grow? 

Mr.  Asendorf.  If  they  did  not  go  into  the  Com  Program  at  all? 

Senator  Melcher.  Yes. 

Mr.  Asendorf.  They  would  still  grow  some  com,  but  a  lot  of  it 
would  go  to  beans.  In  my  area,  it  is  com  and  beans.  There  is  no 
wheat  grown  in  southern  Minnesota. 

Senator  Melcher.  To  the  extent  that  target  prices  at  a  certain 
level  keep  farmers  in  your  area  growing  more  com  than  they  do 
soybeans,  it  limits  the  production  of  soybeans  in  your  area. 

Mr.  Asendorf.  Yes. 

Senator  Melcher.  Therefore,  are  you  for  the  Com  Program? 

Mr.  Asendorf.  Not  as  is  proposed  by  the  administration. 
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Senator  Melcher.  However  you  feel  the  administration  is  correct 
in  terms  of  the  Soybean  Program. 

Mr.  AsENDORF.  It  is  in  some  respects.  However,  it  is  not  exactly 
the  same  as  what  we  are  looking  at  in  the  Soybean  Program.  We 
are  not  saying  that  we  would  be  opposed  to  it  in  the  long  run,  but 
an  immediate  transition  with  that  program,  with  no  bridge  in  the 
meantime — it  goes  to  a  completely  market-oriented  program  for  all 
commodities  in  1  year. 

Senator  Melcher.  How  about  in  6  years? 

Mr.  AsENDORF.  I  think  it  would  be  acceptable  in  6  years.  If  the 
administration  has  in  its  proposal  along  with  that,  increased  efforts 
in  export  market  promotion  it  will  offset  the  target  price  influence. 

Senator  Melcher.  So  you  feel  as  the  administration  does,  that 
corn  farmers  are  going  to  raise  the  same  amount  of  com  at  $2. 

Mr.  AsENDORF.  If  it  goes  to  $2  per  bushel,  they  will  not  be  plant- 
ing corn. 

Senator  Melcher.  More  accurately,  they  might  be  broke. 

Mr.  AsENDORF.  Right. 

Senator  Melcher.  That  does  not  help  soybeans,  either,  does  it? 

Mr.  AsENDORF.  No,  it  does  not. 

Senator  Melcher.  On  the  export  side  of  it,  you  mentioned  GSM- 
102  and  GSM-105,  and  Food  for  Peace.  I  think  you  stress  the  right 
point. 

You  just  mentioned  that  the  Brazilian  money  was  devalued.  The 
Brazilian  money  had  to  be  devalued,  so  do  many  of  the  countries 
that  have  economic  stress  now  or  they  will  not  get  agreements 
from  their  creditors,  many  of  them  who  are  banks  in  the  United 
States.  Without  devaluation  they  will  not  get  the  IMF  loans  that 
they  need,  or  the  restructuring  of  loans  with  commercial  banks.  As 
a  matter  of  fact,  they  will  not  get  along  with  the  United  States. 

That  devaluation  is  forced;  it  is  not  necessarily  what  they  would 
like  to  do. 

I  think  we  are  in  a  bind.  The  type  of  trade  policy  that  this  coun- 
try can  project  in  the  next  few  years  had  better  be  on  terms  and 
conditions  that  fit  each  country.  Generally  speaking  for  these  coun- 
tries that  are  under  stress,  that  is  going  to  mean  selling  cheap  or 
selling  on  favorable  terms  that  can  be  considered  a  substantial  dis- 
count in  price. 

Do  you  all  adhere  to  that  or  not?  You  mentioned  using  these  pro- 
grams, but  the  success  of  these  programs,  which  have  not  been 
used  to  capacity  at  all  in  the  last  several  years  all  get  down  to  one 
thing — a  reduction  in  price.  Can  we  absorb  it?  Do  you  agree  to 
that? 

You  may  get  the  same  price,  but  if  it  is  really  a  reduced  price  to 
the  buyer,  Uncle  Sam  absorbs  something  on  terms  or  conditions  or 
donations.  That  reduces  the  price  so  we  can  stay  in  the  markets  of 
the  individual  countries. 

Do  you  adhere  to  that? 

Mr.  Bell.  Senator,  we  have  got  to  find  some  way  to  keep  the  U.S. 
farmer  in  production,  and  I  think  therein  lies  the  secret  of  where 
we  have  got  to  have  some  Government  assistance.  We  as  farmers 
cannot  compete  with  foreign  governments. 

Senator  Melcher.  I  think  that  is  the  correct  answer.  Unless  it  is 
done  that  way,  you  are  going  to  see  these  exports  drop^I  cannot 
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understand  some  of  your  charts,  Mr.  Asendorf.  One  of  them  seems 
to  indicate  that  we  sold  less  to  Japan  than  we  did  in  1974,  even 
though  the  price  was  lower. 

Mr.  AsKtwOKF.  Using  Japan,  for  instance,  the  change  in  the  fluc- 
tuation of  currency  versus  what  they  paid  for  their  beans  is  not  as 
extreme  as  it  is  in  some  of  the  other  countries,  basically  because  of 
the  strength  of  the  yen  as  opposed  to  some  of  the  foreign  currencies 
of,  say,  the  Netherlands  or  Germany  or  Italy  and  Spain. 

Senator  Melcher.  I  see. 

Mr.  Asendorf.  It  demonstrates  that  even  though  the  price  that 
we  receive  for  our  soybeans  here  is  low,  in  their  currency,  it  is 
high.  As  the  prices  of  our  commodities  go  up,  the  price  of  their  cur- 
rency goes  up,  inmiediately  our  exports  to  tnose  countries  fall. 

Senator  Melcher.  Thank  you. 

Mr.  Sharp,  you  were  going  to  make  a  comment. 

Mr.  Sharp.  Senator,  I  would  add  that  not  only  are  we  competing 
with  Brazil  and  Argentina,  but  also,  we  are  hearing  more  and  more 
that  Russia  is  buying  beans  in  substantial  sizes  from  Communist 
China.  And,  if  Communist  China  wakes  up  to  realize  what  they  do 
have,  the  American  farmers  are  going  to  be  in  even  worse  shape 
than  they  are  now. 

Senator  Melcher.  Thank  you  very  much. 

Senator  Cochran.  Senator  Andrews,  questions? 

Senator  Andrews.  Thank  you,  Mr.  Qiairman,  yes. 

I  would  like  just  for  a  moment  to  get  back  to  this  $6  per  bushel 
soybeans  when  they  leave  our  shore  and  become  $11  when  they  get 
there.  I  am  not  challenging  these  things,  but  the  reason  we  have 
these  hearings,  I  might  point  out  to  you,  is  so  that  we  can  develop 
a  base  of  facts.  When  we  take  our  bill  to  the  floor,  we  must  be  sure 
that  we  can  go  back  and  refer  to  this  information,  just  in  case  our 
colleagues  ask  any  questions.  Additionally,  when  we  get  into  dis- 
cussion later  on,  around  this  table,  and  to  tr^  to  decide  just  where 
to  go  in  soybeans  or  feed  grain  legislation,  the  testimony  that  you 
msike  is  extremely  helpful  to  us. 

Along  that  line,  it  is  intriguing  to  hear  that  the  $6  soybeans  that 
leave  our  shore  become  $11  soybeans.  Now,  how  much  of  that  cost 
is  freight,  and  how  much  of  that  is  currency? 

Based  on  the  currency,  I  would  think  the  $6  soybean  goes  to  $8 
because  of  currency,  but  I  did  not  think  that  there  was  a  $3  charge 
for  shipment. 

Mr.  Asendorf.  No,  no;  there  is  not.  There  is  not.  We  can  supply 
the  committee  with  an  updated,  exact  price  of  exported  soybeans 
today,  and  give  you  an  exact  landed  price  in  Rotterdam  or  the  indi- 
vidual countries. 

Senator  Andrews.  Well,  you  know,  I  raise  soybeans  in  the  Red 
River  Valley — you  raise  them  in  southern  Minnesota.  My  yields  do 
not  quite  approximate  yours,  but  I  can  understand  the  problems 

}rou  have.  My  problem  is  complicated  by  the  fact  that  $6  soybeans 
eaving  our  shores  becomes  $11  over  there,  and  now,  what  we  need 
is  the  breakdown. 

Your  charts  on  the  back,  of  course,  show  the  cost  in  dollars  and 
in  marks.  Well,  the  mark  has  been  going  one  way,  and  the  dollar 
has  been  going  the  other.  But  in  addition,  the  price  of  the  bean 
here  at  home  has  been  changing  sharply.  The  soybean  was  worth 
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$2  to  $3  more  per  bushel  a  couple,  3  years  ago  than  it  is  now,  and 
that  may  well  enter  into  this  equation. 

So,  if  you  could,  where  does  that  $5  come  from?  Does  part  of  it 
include  the  import  tax  charged  by  the  Europeans? 

Mr.  AsENDORF.  No,  no;  the  difference  in  our  exported  price  and 
the  landed  price  is  the  currency  exchange  after  the  dollar  is  ex- 
changed for  their  currency,  plus  freight  rate. 

Senator  Andrews.  But  the  currency  exchange — and  I  will  put 
my  Budget  Committee  hat  on — the  currency  exchange  has  that  $6 
per  bushel  soybeans  go  up  to  $8  when  it  lands,  because  it  is  about  a 
third. 

Are  you,  then,  telling  the  committee  that  it  costs  $3  to  ship  a 
bushel  of  soybeans  to  the  Europeans? 

Mr.  AsENDORF.  No,  it  does  not. 

Senator  Andrews.  How  much  does  it  cost? 

Mr.  AsENDORF.  Exactly,  well,  I  cannot  say  that 

Senator  Andrews.  In  the  neighborhood  of  40  to  50  cents? 

Mr.  Asendorf.  I  think  it  is  closer  to  80  cents. 

Senator  Andrews.  Let's  accept  that,  in  the  neighborhood  of  80 
cents. 

Mr.  Asendorf  [conferring  with  staff].  What  was  just  told  to  me  is 
that  you  may  be  looking  at  different  base  years,  1981  versus  1985, 
as  far  as 

Senator  Andrews.  Are  you  taking  the  price  of  the  soybean  per 
bushel  in  1981  and  factoring  that  ahead  and  saying  if  the  price 
today  was  that  figure,  then  the  $6  soybean  would  become  $11? 

Mr.  Asendorf  [conferring  with  staff].  Yes,  that  is  what  they  have 
paid  in  the  equivalent  of  their  currency. 

Senator  Andrews.  Well,  then,  what  you  are  telling  the  commit- 
tee is  that  the  $6  soybean  as  it  leaves  the  port  in  the  United  States 
has  $2  added  because  of  currency  differentials,  has  about  80  cents 
added  because  of  shipping  charge,  and  has  $2.20  added  because  that 
is  what  soybeans  were  worth  more  3  years  ago;  am  I  correct? 

I  am  not  trying  to  confound  you.  I  am  trying  to  get  the  thing 
down  so  when  we  look  back  at  it  1  month  from  now  it  will  make 
sense. 

Senator  Hefun.  While  they  are  talking  about  it,  I  believe  we 
had  some  testimony  here  previously  that  the  exchange  rate  added 
at  the  height  was  $2  to  the  bushel  of  soybeans. 

Senator  Andrews.  That  is  right.  Well,  that  is  what  I  have, 
Howell,  is  that  it  goes  from  $6  to  $8  because  of  exchange  rate,  but 
that  leaves  me  with  a  gap  of  $3. 

Mr.  Asendorf.  If  today's  exchange  rate  had  been  in  place  in  the 
year  of  1981,  the  price  would  be  $11  in  their  currency — equivalent 
to  $11  in  their  currency. 

Senator  Andrews.  Yes,  because  the  soybean  then  was  worth 
about  $2  more  per  bushel  than  it  is  today  in  the  United  States — in 
American  dollars. 

Mr.  Asendorf.  Yes,  in  U.S.  dollars. 

Senator  Andrews.  In  American  dollars.  So  then,  my  arithmetic 
is  that  the  $6  goes  to  $8  because  of  today's  currency  exchange.  If 
you  add  another  80  cents  for  shipping,  then  you  add  another  $2.10, 
or  thereabouts,  because  that  is  now  much  soybeans  have  dropped 
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in  price  in  the  domestic  market  since  1981.  That  is  how  you  arrive 
at  the  $11  figure. 

Mr.  AsENDORF.  Yes. 

Senator  Andrews.  I  just  wanted  to  make  that  clear,  Mr.  Chair- 
man. I  appreciate  that,  and  we  appreciate  the  testimony.  It  is  ex- 
tremely helpful. 

One  question,  to  follow  up  what  Senator  Melcher  said.  If  the 
price  of  com  went  to  $2,  you  said  nobody  would  raise  com  in  your 
area.  What  would  they  raise? 

Mr.  AsENDORF.  They  would  raise  soybeans  in  my  area. 

Senator  Andrews.  What  price  would  soybeans  be  at  if  com  was 
at  $2? 

Mr.  AsENDORF.  That  is  a  good  question.  I  really  do  not  know 
what  it  would  be. 

Senator  Andrews.  Does  your  crystal  ball  work  any  better  than 
mine? 

Mr.  Asendorf.  No.  I  cannot  see  that  com  would  necessarily  go  to 
$2  immediately,  but  it  definitely  could  happen.  There  would  stUl  be 
a  certain  amoimt  of  rotation.  There  would  not  be  a  complete  shift 
away  from  com,  but  when  you  look  at  com  versus  soybeans  as  far 
as  input  cost,  in  my  particular  farming  operation,  there  is  no  com- 
parison to  what  it  costs  me  to  grow  a  bushel  of  com,  compared  to 
what  it  costs  me  to  grow  a  bushel  of  soybeans.  Consequently,  it  is 
the  crop  of  least  input. 

Looking  at  it  from  that  standpoint 

Senator  Andrews.  The  com? 

Senator  Hefun.  There  would  be  more  crop  for  an  acre  of  com 
rather  than  in  an  acre  of  soybeans? 

Mr.  Asendorf.  Today? 

Senator  Hefun.  I  mean,  your  comparison,  rather  than  a  bushel 
per  bushel,  your  comparison  ought  to  be  on  an  acre  versus  an  acre, 
shouldn't  it? 

Mr.  Asendorf.  Yes.  What  I  am  getting  at  is,  are  you  referring  to 
the  $2  per  bushel  com? 

Senator  Hefun.  Well,  now,  you  are  making  a  comparison,  and  of 
course,  the  average  jdeld  of  bushels  of  com  per  acre,  as  compared 
to  the  average  jdeld  of  soybeans  per  bushel  per  acre 

Mr,  Asendorf.  Yes.  I  grew  156  bushels  of  corn  last  year,  and  I 
grew  44  bushels  of  beans. 

Senator  Hefun.  Well,  that  is  what  I  am  talking  about. 

Senator  Andrews.  What  does  it  cost  you  to  produce  a  bushel  of 
com? 

Mr.  Asendorf.  What  does  it  cost? 

Senator  Andrews.  Yes. 

Mr.  Asendorf.  I  would  guess  it  is  right  now  running  around 
$2.40  per  bushel. 

Senator  Andrews.  What  does  it  cost  to  produce  a  bushel  of 
beans? 

Mr.  Asendorf.  I  am  looking  at  about  $5.30. 

Senator  Andrews.  Yes,  sir? 

Mr.  Beu..  Senator,  excuse  me  for  injecting  myself,  but  you  asked 
a  question  that  I  feel  I  would  like  to  put  a  little  answer  on. 

Senator  Andrews.  That  is  absolutely  what  we  want  when  we  are 
trying  to  make  this  record. 
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Mr.  Bell.  You  were  talking  about  $2  com,  and  you  used  the  2%- 
to-1  ratio.  You  are  talking  about  $5  or  less  soybeans.  I  think  I  know 
where  the  farmer  will  go;  he  will  go  belly-up. 

Senator  Andrews.  Well,  I  get  that  sneaking  suspicion  myself. 

Mr.  Bell.  I  have  more  than  a  suspicion,  Senator. 

Senator  Andrews.  My  son  just  told  me,  that  we  will  be  planting 
about  480  acres  of  soybeans  next  year,  so  I  am  probably  one  of  the 
most  prejudiced  people  on  the  other  side  of  the  table  concerning 
this  situation.  It  is  very  helpful  to  hear  your  analysis,  and  it  is 
helpful  to  get  your  cost  of  production.  That  is,  of  course,  what  we 
are  driving  at.  You  are  probably  one  of  the  better  farmers,  one  of 
the  better-equipped  farmers,  in  one  of  the  better  soybean-  and  corn- 
producing  areas  in  this  country,  and  those  are  your  costs  of  produc- 
tion. 

Now,  one  final  question.  Does  that  cost  of  production  include 
your  land  costs? 

Mr.  AsENDORF.  Yes,  it  does. 

Senator  Andrews.  How  do  you  figure  your  land  cost?  At  the 
comparable  rate  of  rental  land? 

Mr.  Asendorf.  In  my  particular  case,  I  figure  my  land  cost  to  be 
what  my  interest  cost  is  on  the  debt  I  have  against  the  land. 

Senator  Andrews.  OK,  but  the  components  of  that  $2.40  cost  of 
production  per  bushel  of  corn  is  not  what  the  tenant  farmer,  the 
renter,  would  have  to  pay  in  cash  rent. 

Mr.  Asendorf.  That  could  be  significantly  higher,  because  rent 
right  now  in  my  area  is  running  at  $120  to  $115  per  acre. 

Senator  Andrews.  What  is  the  land  costs  associated  with  the 
cost  of  production  per  bushel  of  corn? 

Mr.  Asendorf.  As  far  as  just  the  interest  cost? 

Senator  Andrews.  Yes. 

Mr.  Asendorf.  Eighty  bucks. 

Senator  Andrews.  Eighty  bucks. 

Mr.  Asendorf.  If  I  was  basing  it  on  a  rent  situation,  then  I 
would  have  to  be  figuring  $120,  because 

Senator  Andrews.  One  hundred  or  one-twenty? 

Mr.  Asendorf.  The  last  farm  that  was  rented  near  me  went  for 
$120. 

Senator  Andrews.  What  figure,  and  I  do  not  want  to  put  words 
in  your  mouth,  what  figure  do  you  think  should  be  used  accurately 
for  rental  costs,  rental  charge,  in  this  equation? 

Mr.  Asendorf.  There  is  virtually  no  way  that  you  could  put  an 
exact  figure  on  that,  because  it  varies  with  each  individual.  There 
are  farmers  who  have  $160 

Senator  Andrews.  But  would  the  person  who  is  renting  land,  be 
paying  $40  an  acre  more  than  you  are  for  his  land  charger 

Mr.  Asendorf.  Yes;  if  he  pays  $120. 

Senator  Andrews.  Well,  that  $40  would  then  be  the  equivalent  of 
about  30  cents  per  bushel  in  additional  costs,  so  your  $2.40  cost  of 
production  on  your  farm  would  equate  to  your  neighbor,  who  is 
renting  his  land,  at  a  $2.70  cost  of  production. 

Mr.  Asendorf.  That  is  right. 

Senator  Andrews.  That  rental  charge  does  not  pay  the  interest 
on  today's  cost  of  that  land  at  today's  interest  charges,  either.  That 
is  just  the  rental  charge. 
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Mr.  AsENDORF.  That  is  right. 

Senator  Andrews.  You  have  been  most  helpful.  Thank  you. 
Thsuik  you,  Mr.  Chairman. 
Senator  CJohchran.  Senator  Heflin. 

Senator  Hefun.  Mr.  Sharp  in  his  testimony,  I  thought  very 
clearly  made  a  very  cogent  point  when  he  said: 

We  do  not  feel  that  all  commodity  programs  must  be  identical.  We  feel  that  each 
commodity  is  unique.  The  economics  of  production,  handling,  utilization,  and  mar- 
keting should  be  considered  for  each  individual  commodity. 

The  administration  has  come  up  with  basically  using  the  soybean 
as  a  model  and  has  developed  a  formula  or  program,  largely  based 
upon — not  altogether,  but  largely — based  on  the  basis  of  what  soy- 
beans have  done.  I  know  the  American  Farm  Bureau,  in  their  posi- 
tion, differs  somewhat  with  the  treatment,  particularly  relative  to 
how  you  handle  a  loan  rate.  But  does  the  American  Soybean  Asso- 
ciation agree  that  each  commodity  is  unique  and  different  and  that 
you  have  to  handle  programs  differently,  and  that  the  economics  of 
production,  handling,  utilization,  and  marketing  should  be  consid- 
ered for  each  individual  commodity  differently?  Is  that  the  position 
of  the  American  Soybean  Association? 

Mr.  AsENDORF.  The  American  Soybean  Association's  position  is 
just  that.  We  feel  that  the  differences  between  the  commodities  dic- 
tate the  necessity  for  some  specific  portion  for  each  commodity. 

Senator  Hefun.  Do  you  have  anything  you  want  to  add  to  that, 
Mr.  Bell? 

Mr.  Bell.  I  think  you  have  accurately  stated  it. 

Senator  Hefun.  So  now.  Senator  Cochran  and  I  put  into  the  ap- 
propriations bill  an  additional  $2  billion  under  the  GSM-102  Pro- 
gram for  1985,  and  the  language  pertaining  to  it  limited  it — it  had 
to,  because  of  the  way  it  was  worded — to  cotton  and  to  soybe€uis. 
We  inquired  of  the  Department  of  Agriculture  how  much  in  1985  of 
that  additional  $2  billion  has  been  used,  how  well  it  has  been  uti- 
lized, in  trying  to  increase  export  sales.  We  have  not  yet  received 
an  answer  to  it. 

But  I  just  wondered,  from  the  viewpoint  of  the  American  Soy- 
bean Association,  have  you  been  monitoring  that  aspect  of  it,  to  see 
whether  or  not  the  Department  of  Agriculture  is  utilizing  a  tool  to 
increase  export  sales  that  they  have  been  given  during  this  year? 

Mr.  AsENDORF.  We  feel  that  they  have  not  been  using  it  as  much 
as  they  could.  I  think  the  potential  is  there,  and  if  they  really 
would  extend  it  to  its  limits,  they  could  be  using  it  more.  We  feel 
we  would  like  to  see  them  do  so. 

As  of  right  now,  our  figures  are  close,  but  not  exact,  that  $1  bil- 
lion of  the  $5  billion  have  been  used  to  date.  Consequently,  if  there 
was  ever  a  time  for  them  to  use  it — and  incidentally,  we  appreciate 
that  additional  $2  billion  in  GSM-102 — if  there  was  ever  a  time 
that  they  should  be  using  it,  now  is  that  time,  because  our  credit 
programs  today  are  all  the  United  States  has  going  for  it  as  far  as 
agricultural  exports  are  concerned.  There  is  no  way  you  can  com- 
pete openly  with  the  dollar  this  strong,  in  the  open  market.  The 
United  States  is  basically  the  only  country  that  has  credit  pro- 
grams to  allow  some  of  the  lesser  developed  and  poorer  economic 
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countries  the  ability  to  purchase  the  commodities  that  we  have  for 
sale  now. 

Senator  Hefun.  Well,  I  would  suggest  that  in  the  remaining 
months  left  in  fiscal  year  1985,  that  your  association  start  building 
a  fire  under  the  Secretary  of  Agriculture  relative  to  the  usage  of 
this  fund.  If  it  is  going  to  be  usedf  effectively ,  I  think  since  it  is  allo- 
cated for  1985,  that  this  is  a  challenge  to  your  association  relative 
to  that  matter. 

Mr.  AsENDORP.  Thank  you. 

Senator  Hefun.  What  percentage  of  the  production  of  soybeans 
goes  into  oil?  Does  anybody  have  an  idea? 

Mr.  Bell.  Do  you  mean  of  the  individual  bushel.  Senator? 

Senator  Hefun.  I  mean  production  as  a  whole.  Is  it  10  percent, 
35  percent  of  something  that  finds  itself  into  production  of  soybean 
oil. 

Mr.  Bell.  Eighteen  percent. 

Senator  Hefun.  Eighteen  percent.  A  sizable  amount. 

Mr.  Asendorf.  That  is  of  a  bushel. 

Mr.  Bell.  So,  18  percent  of  60  pounds  is 

Mr.  Asendorf.  Forty  percent  of  the  value. 

Senator  Heflin.  Well,  of  the  entire  production  that  is  produced. 

Mr.  Asendorf.  How  much  of  that? 

Mr.  Bell.  It  is  18  percent  of  volume.  It  does  vary  from  year-to- 
year  slightly.  Senator,  but  roughly. 

Senator  Hefun.  There  are  some  proposals  on  some  other  com- 
modities which  go  into  oil  that  have  been  made  which  would,  in  my 
judgment,  force  those  commodities  into  more  oil  production  than 
they  are  in  today,  and  open  up  a  competition  with  soybeans  into 
that,  and  one  is  peanuts.  The  proposal  that  has  been  made  could 
have  some  substantial  effect  on  the  soybean  oil  market.  I  would 
just  suggest  that  maybe  you  all  might  want  to  look  into  that. 

Now,  Mr.  Sharp,  you  mentioned  unique  aspects  of  Alabama,  and 
of  course,  it  covers  Mississippi,  it  covers  the  Southeast  generally, 
the  double-cropping,  and  increase  in  wheat  production.  I  think 
now,  wheat  is  the  second  major  crop  in  most  of  the  Southeastern 
States.  Soybeans  are,  of  course,  first.  We  have  seen  a  great  deal  of 
increase  in  it. 

What  is  unique  about  growing  wheat  and  soybeans  in  a  double- 
crop  system,  and  why  is  it  important,  say,  to  the  Southeast?  Could 
you  elaborate? 

Mr.  Sharp.  Yes,  sir,  thank  you.  First  of  all.  Senator,  the  South- 
ern States,  of  course,  are  blessed  with  a  long  growing  season — the 
Sun  Belt,  as  we  refer  to  it — adequate  rainfall,  good  ground  water 
conditions,  good  aquifers.  We  are  able  to  grow  wheat  and  soybeans 
because  it  effectively  uses  the  good  earth.  We  are  putting  our 

auipment  to  better  use,  utilizing  our  equipment,  keeping  our  fer- 
ity rates  high,  because  we  lack  the  yields  in  the  Southern  part  of 
the  States  that  they  do  in  Mr.  Asendorf  s  part  of  the  world.  Ala- 
bama enjoyed  only  a  21-bushel  3deld  State  average  last  year,  in 
comparison  to  Mr.  Asendorf  s  42.  So  we  have  to  do  something.  We 
have  found  that  wheat  is  a  good  double-crop  system. 

One  more  double-cropping  system  that  we  are  able  to  use  in  the 
Southern  States  is  that  we  can  apply  on  a  abruzzi  rye  grass  and 
overseed  the  canopy  of  soybeans  and  begin  to  get  a  growth  factor  in 
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our  soybeans,  and  when  we  cut  our  soybeans,  we  are  also  cutting 
the  top  part  of  winter  grass,  where  we  can  then,  in  turn,  after  we 
have  combined  our  soybeans,  be  able  to  put  cows  on  top  of  that 
crop  and,  also  give  a  good  cover,  thereby  increasing  the  efficiency 
of  the  soil  and  eliminating  soil  erosion. 

Senator  Hepun.  All  right.  Now,  you  stated  that  acreage  reduc- 
tion production  programs  that  have  occurred  in  the  past,  which 
would  have  included  the  PIK  Program,  have  been  prejudiced 
against  southern  producers.  Would  you  explain  what  you  mean  by 
that? 

Mr.  Sharp.  Yes,  sir.  Senator  Heflin,  when  the  programs  are 
geared  for  wheat,  and  the  USDA  and  Congress  say  you  cannot 
plant  anything  on  this  because  it  is  in  acreage  reduction,  that 
takes  away  soybean  acreage.  It  impedes  our  using  our  double-crop- 
ping system.  We,  out  of  necessity,  because  of  our  low  yields,  which 
I  have  attested  to,  need  double-crop  where  we  can. 

Senator  Hefun.  All  right.  Now,  under  these  programs,  in  other 
words,  if  you  take  out  of  production  for  wheat,  and  you  join  a  pro- 
gram of  acreage  reduction  for  wheat,  then  you  are  required,  then, 
not  to  plant  it  with  any  type  of  a  cash  crop  that  you  might  have? 

Mr.  Sharp.  Yes,  sir,  we  cannot  plant  soybeans,  which  is  what  we 
would  do. 

Senator  Hefun.  Now,  are  there  particular  problems  with  such 
things  as  nematodes  in  the  Southeast  that  are  unusual  there?  I 
know  we  had  testimony  in  the  past  in  some  hearings  about  C3rst 
nematodes  and  other  things  relative  to  it,  and  there  was  testimony 
at  that  time  by  some  experts  that  there  was  real  danger  of  this  cut- 
ting production  by  as  much  as  40  percent,  and  this  had  the  poten- 
tial in  10  to  15  years  of  spreading  entirely  throughout  the  United 
States. 

I  know  you  have  been  vitally  interested  in  this  t)npe  of  research 
that  has  been  going  on.  Could  you  give  us  the  status  of  what  is 
going  on  relative  to  that? 

Mr.  Sharp.  First  of  all.  Senator,  let  me  say  that  with  the  loss  of 
ethylene  dibromide,  we  are  at  a  crisis  situation  with  the  root  knot 
and  cyst  nematodes  in  the  sandy  lands  of  the  Southern  States.  We 
have  a  problem  that  is  cancerous  to  our  farming  industry. 

If  something  is  not  done  to  control — if  research  is  not  found  to 
control  the  cyst  nematode,  then  Alabama  soybean  farmers  are 
going  to  be  out  of  business  because  of  this  major  impediment. 

Auburn  University,  our  land  grant  university,  as  you  know,  Sen- 
ator, has  one  of  the  finest  nematologists  in  the  country,  and  his 
hands  are  tied,  because  of  his  limitation  in  funding  for  cyst  nema- 
tode research. 

If  I  may  say  so,  sir,  the  producers  board  which  I  chair  awarded 
him  some  $25,000  of  farmer-funded  money  to  enhance  his  resecuxh 
in  this  one  impediment  alone.  It  is  a  critical  issue,  and  it  is  becom- 
ing even  more  so,  because  it  is  spreading  very  quickly,  and  they 
will  grow  in  the  soybean  belt  of  the  Midwest. 

Senator  Hefun.  This  Dr.  Rodriguez  Kabana,  I  believe,  whom  you 
are  spe£ddng  about,  has  testified  before  Congress  that  there  is  a 
real  danger  that,  within  a  matter  of  10  years  or  more,  somewhere 
in  that  neighborhood,  as  I  remember,  that  it  could  be  throughout 
the  entire  mrm  belt,  that  it  is  spreading  in  that  direction.  It  came 
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in  from  southern,  warmer  climates  even  than  the  South,  and  it 
moved  rapidly  and  was  moving  rapidly  in  this  regard. 

You  also,  I  know,  were  a  member  of  the  Soybean  Advisory  Re- 
search Institute  that  filed  this  report,  and  I  congratulate  you  on 
your  fine  work.  But  in  that  report,  you  do  make  mention  of  the 
problems  pertaining  to  this,  as  well  as  other  types  of  problems — 
plant  problems,  disease  problems,  ever3rthing  that  may  affect  soy- 
beans. 

Mr.  Sharp.  For  your  information.  Senator,  the  nematode  situa- 
tion is  creeping  into  the  corn  system,  also. 

Senator  Heflin.  Thank  you. 

Senator  Cochran.  Senator  Zorinsky  asked  that  his  statement  be 
included  in  the  record.^  He  had  to  go  to  a  markup  that  is  being 
held  in  the  Foreign  Relations  Committee. 

Senator  Harkin. 

Senator  Harkin.  Thank  you,  Mr.  Chairman. 

I  do  not  have  any  questions  at  this  time. 

Senator  Cochran.  Thank  you  very  much. 

Inasmuch  as  we  do  have  to  clear  the  room  and  prepare  for  the 
hearing  on  the  nomination  of  the  Deputy  Secretary  of  Agricul- 
ture  

Senator  Heflin.  I  wonder  if  I  might  ask  one  thing  before  we  ad- 
journ. 

Senator  Cochran.  Senator  Heflin. 

Senator  Hepun.  The  Department  of  Agriculture,  I  believe,  for 
many,  many  years,  used  a  formula  for  the  calculation  of  the  cost  of 
production,  and  about  a  year  ago,  or  18  months  ago,  they  changed 
that  formula  and  it  reflected  different  elements  than  had  been  pre- 
viously used. 

We  have  had  in  a  number  of  instances,  differences  between  the 
calculations  of  the  Department  of  Agriculture's  figures  on  cost  of 
production  and  land  grant  colleges  universally,  through  the  entire 
United  States,  calculation  of  cost  of  production  on  individual  crops. 

In  soybeans,  this  formula  that  they  changed  indicated  that — I  do 
not  remember  exactly — that  there  was  a  substantially  new  ap- 
proach toward  cost  of  soybean  production,  and  reduced  it  consider- 
ably on  a  per  bushel  basis. 

I  just  wondered  if  this  has  been  studied  by  the  various  associa- 
tions and  whether  or  not  they  have  any  thoughts  relative  to  this, 
whether  or  not  this  will  be  used  officially,  relative  to  matters  that 
could  arise  in  writing  the  farm  bill  where  we  consider  cost  of  pro- 
duction as  a  criterion  for  establishing  rates  in  the  past. 

I  just  wondered  have  the  various  associations,  the  American 
Farm  Bureau,  the  American  Soybean  Associations,  inquired  and 
looked  into  this,  and  whether  or  not  they  see  any  potential  for  good 
or  bad  relative  to  this. 

Mr.  AsENDORF.  I  have  not  seen  the  last  figure  that  they  proposed, 
but  I  can  see  no  justification  for  a  reduction,  because  my  chemical 
costs  have  not  gone  down,  my  real  estate  taxes  have  not  gone 
down.  Seed  has  gone  up,  the  price  of  seed  has  gone  up.  It  may  come 
down  a  little  this  year  because  it  tends  to  follow  soybean  prices. 


'  See  p.  520  for  the  prepared  statement  of  Senator  Zorinsky. 
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There  are  no  input  items  in  the  production  of  sojybeans  in  our 
area,  or  anyplace  in  the  State,  that  would  justify  a  reduction  in 
input  costs. 

I  can  see  no  reason  why  that  should  be. 

Senator  Heplin.  Thank  you. 

Senator  Cochban.  Because  we  are  out  of  time,  the  hearing  will 
stand  in  recess.  We  appreciate  your  testimony  and  your  contribut- 
ing to  our  work. 

Thank  you. 

[Whereupon,  at  10:15  a.m.,  the  committee  recessed,  to  reconvene 
at  9^.30  a.m.,  Thursday,  March  28,  1985,  in  room  328-A,  Russell 
Senate  Office  Building.] 
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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 

Wheat  Issues 


THURSDAY,  MARCH  28,  1985 

U.S.  Senate, 

COBOOTTEE  ON  AGRICULTURE,  NUTRITION,  AND  FORESTRY, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  9:38  a.m.,  in  room  SR- 
328A,  Russell  Senate  Office  Building,  Hon.  Thad  Cochran,  presid- 
ing. 

Present:  Senators  Cochran,  Boschwitz,  Andrews,  McConnell,  Zor- 
insky,  Melcher,  Heflin,  and  Harkin. 

STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM  f^ 

MISSSISSIPPI 

Senator  Cochran.  The  committee  will  please  come  to  order. 

Today,  we  continue  our  hearings  on  the  1985  farm  bill.  We  are 
looking  specifically  this  morning  at  the  Wheat  Program.  Of  the 
335.6  million  principal  crop  acres  harvested  in  1984,  wheat  account- 
ed for  66.9  million,  or  nearly  one-fifth.  Wheat  is  the  third  largest 
field  crop  grown  in  the  United  States,  accounting  for  approximate- 
ly 12  percent  of  the  total  farm  value  of  principal  crops. 

The  Commodity  Credit  Corporation  net  outlays  for  the  wheat 
support  prc^am  in  fiscal  years  1982  through  1986  are  estimated  to 
be  $14.1  biUion,  or  about  21  percent  of  total  net  expenditures. 
Annual  expenditures  have  not  varied  over  this  period  of  time  as 
much  as  for  some  of  the  other  commodity  programs.  The  range  has 
been  from  a  high  of  $3.8  billion  in  fiscal  year  1985  to  a  low  of  $2.1 
billion  in  fiscal  year  1986,  according  to  USDA  estimates. 

The  wheat  industry  generally  has  faced  excess  supplies  in  the 
1980's.  The  primary  reason  has  been  a  decline  in  exports  in  the 
face  of  a  rather  constant  high  production.  U.S.  production,  howev- 
er, has  declined  as  a  percent  of  total  world  production. 

An  important  result  is  the  U.S.  market  share  in  world  trade  has 
declined.  The  U.S.  share  of  total  world  trade  is  now  below  40  per- 
cent, from  its  high  of  48  percent  in  1981  and  1982. 

We  are  happy  this  morning  to  have  our  erstwhile  influential 
Senator  from  North  Dakota  here  to  introduce  our  first  witness, 
who  is  Henry  Neshem,  president  of  the  National  Association  of 
Wheat  Growers,  from  Berthold,  ND. 
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Senator,  we  appreciate  your  being  here  to  present  your  constitu- 
ent to  us. 

STATEMENT  OF  HON.  MARK  ANDREWS,  A  U.S.  SENATOR  FROM 

NORTH  DAKOTA 

Senator  Andrews.  Thank  you,  Mr.  Chairman.  It  is  a  privilege 
and  an  honor  for  me  to  present  Hank  Neshem  to  the  committee. 
Before  I  do,  let  me  explain  to  those  wheat  growers  here  that  as  is 
often  the  case  in  the  Senate,  Senator  Cochran  and  I  are  both  mem- 
bers of  this  committee.  We  are  also  both  members  of  the  Subcom- 
mittee on  Transportation,  and  I  have  to  absent  myself  in  a  moment 
or  two  to  go  over  and  chair  a  hearing  of  the  subcommittee  on 
transportation  concerning  the  ICC. 

Among  the  many  interests  of  wheat  growers  is  the  transporta- 
tion for  the  grain — wheat  growers,  rice  growers,  and  all  of  the  rest 
share  a  transportation  interest.  So,  while  Senator  Cochran  is  con- 
ducting this  hearing,  I  will  be  conducting  the  transportation  hear- 
ing that  he  would  be  at  if  he  were  not  conducting  this,  at  11:15  I 
will  be  back  here  conducting  this  one  while  he  has  to  play  musical 
chairs  and  go  on  to  yet  another  committee.  That  is  the  way  it 
sometimes  works  here. 

But  we  are  both  intensely  interested  in  this  subject,  as  are  the 
other  members  of  this  committee.  It  is  a  privilege  this  morning, 
having  made  that  explanation,  Mr.  Chairman,  to  introduce  to  you 
Hank  Neshem. 

Hank  has  been  a  long-time  friend  of  mine.  He  is  one  of  North 
Dakota's  very  competent  farmers.  He  is  president,  as  has  been  said, 
of  the  National  Association  of  Wheat  Growers.  He  is  from  Berth- 
old,  which  is  out  west  in  our  State. 

He  also  has  a  great  deal  of  experience  across  the  entire  mid-sec- 
tion of  our  country  because  he  is  a  custom  combine  operator,  and 
has  been  a  darned  good  one.  He  has  been  with  farmers  in  a 
number  of  different  States  out  in  their  fields,  fighting  the  storms 
that  can  come  and  worrying  about  short  straw  and  poor  yields. 

I  think  he  is  an  outstanding  spokesman  for  the  National  Associa- 
tion of  Wheat  Growers.  I  have  been  privileged  to  meet  with  his 
group  on  a  number  of  occasions  and  he  is  a  regular  caller  in  my 
office.  The  information  he  shares  with  us  has  been  extremely  bene- 
ficial. I  am  sure  that  the  message  he  will  give  our  committee  today, 
Mr.  Chairman,  will  be  very  helpful. 

So  it  is  a  privilege  and  an  honor  for  me  to  introduce  my  friend 
and  neighbor — not  quite  my  neighbor;  he  is  a  couple  hundred  miles 
away,  or  so — a  little  more  than  200  miles  away  from  where  we 
raise  our  wheat  near  Mapleton. 

But  it  is  a  privilege  to  have  you  here  today.  Hank.  Welcome  to 
the  committee. 

Senator  Cochran.  Mr.  Neshem,  you  may  proceed.  We  are  glad 
you  are  here. 
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STATEMENT  OF  HENRY  NESHEM,  PRESIDENT,  NATIONAL  ASSO- 
CIATION OF  WHEAT  GROWERS,  BERTHOLD,  ND,  ACCOMPANIED 
BY  CARL  SCHWENSEN,  EXECUTIVE  VICE  PRESIDENT,  NATION- 
AL ASSOCIATION  OF  WHEAT  GROWERS 

Mr.  Neshem.  Thank  you,  Mr.  Chairman  and  members  of  this 
committee.^  I  appreciate  those  kind  words  that  my  Senator  has 
said  about  me.  The  disadvantage  I  have  is  I  am  200  miles  away 
from  the  area  that  you  farm  in  and  we  do  have  more  handicaps  out 
there.  It  does  not  rain  as  often. 

Senator  Andrews.  Sometimes  that's  true. 

Mr.  Neshem.  I  am  happy  to  have  the  opportunity  to  appear  on 
this  legislation  to  replace  the  Agriculture  and  Food  Act  of  1981.  I 
am  Henry  Neshem,  a  farmer  from  Berthold,  ND,  and  president  of 
the  National  Association  of  Wheat  Growers.  Accompanjdng  me 
today  is  Carl  Schwensen  from  our  National  Association  of  Wheat 
Growers  office  here;  he  is  our  executive  vice  president. 

U.S.  farmers  are  currently  experiencing  the  most  prolonged  eco- 
nomic decline  since  the  1930's.  Land  values  continue  to  plummet, 
reducing  net  worth  and  farmers'  ability  to  finance  their  operations 
in  the  face  of  declining  prices  and  shrinking  markets. 

The  wheat  sector  of  the  farm  economy  has  become  export-de- 
pendent, but  exports  have  declined  in  both  value  and  volume  since 
1981,  and  the  prices  at  the  farm  gate  are  the  lowest  in  the  last  6 
years. 

The  problem,  as  we  see  it,  is  that  the  world  trading  environment 
has  changed  and  too  few  poople  recognize  it.  The  situation  is  clear- 
ly not  like  in  the  1970*s  when  world  demand  for  grain  was  expand- 
ing and  a  weak  dollar  promoted  the  sale  of  our  commodities 
abroad.  Now,  the  reverse  is  true  and  we  see  the  demand  for  U.S. 
commodities  stagnating  as  the  relative  strength  of  our  dollar  prices 
our  commodities  out  of  foreign  markets  and  promotes  imports  of 
competitive  products  into  the  United  States. 

Farmers  are  being  told  that  the  solution  to  these  problems  lies  in 
more  market-oriented  farm  programs,  a  term  that  has  now  become 
a  code  word  for  lower  farm  prices.  What  we  need  more  than  any- 
thing are  profit-oriented  programs  and  policies  which  will  open  up 
new  trading  opportunities  instead  of  sealing  them  off  with  damag- 
ing economic  and  foreign  policies. 

Mr.  Chairman,  we  are  convinced  that  strong  commodity  pro- 
grams are  essential  to  maintaining  our  agricultural  sector,  and  we 
believe  further  that  this  approach  will  prove  to  be  far  more  cost 
effective  than  the  alternative  of  dealing  with  bankrupt  farms, 
banks,  rural  businesses,  equipment  manufacturers,  and  others  in 
supply  industries,  not  to  mention  the  reduction  in  jobs  and  the  dis- 
location of  resources  that  would  be  part  of  such  a  policy  course. 

Simply  stated,  we  believe  that  a  strong  wheat  program  will 
result  in  the  avoidance  of  greater  economic  costs  on  the  part  of  the 
Government. 

Let  me  outline  the  major  provisions  of  the  farm  program  that 
the  members  of  the  National  Association  of  Wheat  Growers  adopt- 
ed in  January. 


*■  See  p.  533  for  the  prepared  statement  of  Mr.  Neshem. 
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Target  prices  should  be  maintained  at  the  current  $4.38  per 
bushel  or  increased  at  the  Secretary's  discretion;  continuation  of  a 
nonrecourse  national  loan  at  $3.30  per  bushel  with  a  variable  re- 
pa3mient  rate  based  upon  the  average  State  price  received  by  farm- 
ers for  their  crops;  require  a  20-percent  set-aside  if  carryover  ex- 
ceeds 700  million  bushels  in  any  1  year;  implement  a  long-term 
conservation  reserve;  establish  farm  bases  on  the  amount  of  land 
normally  planted  or  considered  planted  and  provide  Government 
assistance  during  the  periods  of  declining  world  market  share. 

Importantly,  this  proposal  would  maintain  farm  income  by  con- 
tinuing the  target  price  program  at  a  statutory  minimum  of  $4.38 
per  bushel.  The  Marketing  Loan  Program  will  not  adversely  affect 
farm  income,  but  it  will  increase  U.S.  competitiveness. 

This  program  allows  market  forces  to  dictate  the  price  of  grain. 
Since  fewer  bushels  will  be  forfeited  to  the  Government  or  placed 
in  reserve,  the  program's  cost  will  be  lower.  U.S.  farm  products  will 
become  more  competitive  in  the  international  market  and  the  loan 
will  not  act  as  an  umbrella  for  world  market  prices. 

Under  the  program,  a  farmer  would  have  the  option  to  repay  his 
loan  at  the  average  market  price  in  his  State  which  could  be 
quoted  twice  a  month.  An  example  may  help  in  understanding  this 
feature. 

Say  that  after  a  farm  obtains  a  $3.30  per  bushel  loan,  the  State 
average  price  later  drops  to  $3.20  per  bushel.  He  could  then  redeem 
the  loan  at  $3.20  and  market  his  wheat  and  his  total  income  would 
not  be  changed.  Or  a  grower  could  select  to  settle  his  loan  for  $3.20 
and  hold  his  grain  for  a  better  marketing  opportunity.  In  each  ex- 
ample, the  bushel  would  move  into  the  market  and  not  into  the 
hands  of  the  Commodity  Credit  Corporation,  where  the  higher  costs 
of  loan  forfeiture,  lost  interest,  and  storage  would  be  incurred. 

This  loan  program  unties  our  price  support  from  the  world 
market.  It  means  that  the  price  floor  which  competing  exporting 
nations  have  used  for  market  protection  essentially  will  be  re- 
moved. 

Now,  a  further  word  about  exports.  In  response  to  a  strong  dollar 
and  the  flnancial  problems  faced  by  many  developing  countries, 
NAWG,  and  U.S.  Wheat  Associates,  the  growers'  market  develop- 
ment arm,  worked  on  improving  existing  export  assistance  pro- 
grams. 

What  developed  is  a  set  of  programs  designed  and  tailored  to 
meet  the  needs  of  countries  where  there  is  a  potential  to  increase 
U.S.  wheat  exports.  The  additional  export  effort  could  add  180  mil- 
lion bushels  to  U.S.  wheat  exports  annually  and  reduce  the  esti- 
mated wheat  surplus  by  36  percent  within  5  years. 

These  additional  wheat  exports  would  come  at  a  cost  of  about  $90 
million  each  year.  At  the  same  time,  $540  million  would  be  saved 
in  Government  supply  management  costs,  for  a  net  savings  in  Gov- 
ernment expenditures  of  $450  million  annually. 

Evidence  demonstrates  that  such  a  sustained  U.S.  export  effort 
could  force  reductions  in  competitors'  wheat  production  and  ex- 
ports. 

While  20  countries  have  been  thoroughly  examined  under  the 
study  by  NAWG  and  U.S.  Wheat  Associates,  certainly  others  would 
benefit  through  the  same  program  of  designing  our  export  pro- 
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grams  to  meet  the  specific  needs  of  our  customers.  Still  more  could 
be  accomplished  through  policy  changes  such  as  those  proposed  in 
the  Helms  bill  which  authorizes  an  export  PIK  Program,  estab- 
lishes a  Food  for  Progress  initiative  for  developing  countries,  modi- 
fies Public  Law  480  sales  programs,  and  provides  exemption  from 
U.S.  vessel  requirements  on  certain  export  programs.  These  and 
other  innovative  programs  are  vitally  needed  to  cope  with  the 
forces  we  face  in  international  markets. 

Mr.  Chairman,  we  feel  that  these  three  recommendations  re- 
spond to  changing  macroeconomic  and  international  market  condi- 
tions, while  placing  ourselves  in  a  position  to  benefit  from  in- 
creased trade  when  economic  conditions  in  the  world  improve. 

We  have  been  pleased  to  participate  in  today's  hearings  and  we 
look  forward  to  working  with  your  committee  to  ensure  the  enact- 
ment of  sound  agricultural  policy  for  the  future.  I  want  to  thank 
you  for  the  opportunity  to  present  the  views  of  NAWG  and  I  will 
be  happy  to  respond  to  any  questions  at  the  appropriate  time. 

Senator  C!ochran.  Thank  you  very  much,  Mr.  Neshem.  We  ap- 
preciate your  testimony  and  your  excellent  statement  on  behalf  of 
the  National  Association  of  Wheat  Growers. 

Let  me  say  that  Senator  Alan  Dixon  from  Illinois  was  here  earli- 
er and  had  to  leave  because  of  an  Armed  Services  Committee  meet- 
ing that  he  was  obligated  to  attend.  He  left  a  statement  for  the 
record  and  it  will  be  included  in  the  record.^ 

As  much  as  we  have  other  Senators  who  have  come  into  the 
hearing  room  since  you  were  introduced,  Mr.  Neshem,  I  am  going 
to  recognize  them  in  the  order  they  entered  to  see  if  they  have  any 
opening  statements  to  be  entered  in  the  record. 

Senator  Zorinsky. 

Senator  Zorinsky.  Yes,  Mr.  Chairman,  good  morning.  I  do  have 
an  opening  statement  to  be  placed  in  the  record. 

Senator  Cochran.  It  will  be  included  in  the  record.  ^  Thank  you. 

Senator  Zorinsky.  Mr.  Neshem,  what  are  your  views  concerning 
a  mandatory  program. 

Mr.  Neshem.  Well,  I  think  that  the  national  association's  views 
are  that  we  would  be  hesitant  to  go  into  it,  but  we  would  certainly 
consider  it. 

Senator  Zorinsky.  I  do  know  that  there  are  differences  among 
State  associations.  The  Nebraska  association  supports  it.  Quite  evi- 
dently, every  time  we  have  tried  to  reduce  surpluses  through  man- 
aging production,  set-aside  programs  have  not  worked. 

I  have  heard  a  lot  of  this  at  farm  meetings.  The  words  "mandat- 
ed program"  have  been  used  more  and  more,  not  just  by  me,  but 
from  farmers. 

What  would  your  views  be  on  a  two-tiered  program,  which  would 
establish  a  domestic  price  tier  isolated  from  the  international  mar- 
ketplace? Obviously,  the  current  philosophy  is  to  produce  inexpen- 
sive commodities  so  we  can  compete  in  the  world  marketplace. 

The  problem  is  that  we  have  produced  commodities  below  the 
cost  of  production.  It's  hard  to  stay  in  business  doing  that. 


*  See  p.  533  for  the  prepared  statement  of  Senator  Dixon. 
^  See  p.  532  for  the  prepared  statement  of  Senator  Zorinsky. 
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Mr.  Neshem.  I  guess  I  will  answer  your  first  question  on  acreage 
controls.  It  concerns  me  that  when  we  do  reduce  acreage  of  plant- 
ings, it  seems  that  the  rest  of  the  world  picks  up  those  extra  acres 
that  we  set  aside.  So,  in  essence,  we  have  not  reduced  the  total 
world  acres  of  planted  grain. 

But  we  at  the  national  level  of  wheat  growers  feel  that  we  should 
lock  in  a  base  acreage  so  that  the  acreage  of  wheat  does  not  contin- 
ue to  rise  each  year  on  each  farm.  I  do  have  a  farm — in  fact,  two 
farms,  and  on  one  of  my  farms  I  have  more  acres  that  I  can  plant 
than  I  have  ground  to  plant  it  on,  which  really  does  not  make 
sense. 

These  are  the  problems  we  have  had,  and  that  is  why  I  think  our 
acres — like  you  mentioned,  the  corners  are  being  planted  in  on  irri- 
gation, and  irrigated  pivots  to  wheat.  It  is  something  that  we 
should  realize;  we  should  not  let  this  acreage  continue  to  grow. 

But  I  am  a  little  bit  on  the  pessimistic  side  to  say  that  we  should 
reduce  acres,  too,  because  I  think  that  if  we  handle  the  situation 
properly  and  get  in  the  real  world  and  realize  that  we  have  got  to 
trade  in  this  world  with  everybody  and  not  put  up  roadblocks  such 
as,  well,  the  textile  agreement — we  have  lost  sales  there.  United 
States  wheat  sales  to  China  have  gone  from  about  60  percent  of 
their  imports  to  maybe  3  or  4  percent  now. 

In  our  wheat  grower  organizations,  we  have  helped  develop  these 
foreign  markets  around  the  world  in  many,  many  countries,  and 
there  is  more  to  develop  out  there.  But  we  get  the  development 
going;  we  get  a  flour  mill  established;  we  get  baking  schools,  baking 
factories.  Then  the  rest  of  the  world  winds  up  servicing  the  facili- 
ties that  we  developed,  and  I  just  think  it  is  terrible. 

We  spend  wheat  grower  money — I  mean,  actual  wheat  grower 
checkoff  moneys  beginning  these  things,  and  then  we  are  barred 
from  having  the  opportunity  to  export  into  those  markets.  This  is 
one  of  my  big  concerns. 

Senator  Zorinsky.  In  a  meeting  yesterday,  I  was  the  only  one  to 
vote  against  $190  million  for  establishment  of  a  bank  that  would 
develop  agriculture  in  sub-Saharan  Africa,  because  I  think  we  have 
plenty  of  competitors  out  there. 

I  could  not  get  $175  million  for  the  farmers  of  America  3  weeks 
ago  for  an  emergency  credit  crisis,  and  for  us  to  put  $190  million  in 
somebody  else's  bank  to  help  somebody  develop  their  agriculture  is 
a  little  inconsistent. 

Mr.  Neshem.  What  we  really  want  in  regard  to  your  two-tiered 
price  system — what  we  really  need  and  have  got  to  have  is  we  have 
to  have  a  profit  in  agriculture.  You  know,  we  have  got  to  design  a 
way  to  have  it  because  if  agriculture  fails,  it  is  going  to  be  a 
domino  effect. 

We  are  going  to  lose  our  inland  transportation  facilities  because 
they  have  nothing  to  haul.  We  have  lost  implement  companies—I 
mean,  major  ones. 

Senator  Zorinsky.  I  wanted  you  to  be  aware  that  we  are  prepar- 
ing a  farm  bill  which  does  have  a  two-tier  price  system  and  does 
not  abdicate  the  world  marketplace  to  our  competitors. 

What  it  does  is  transfer  a  portion  of  the  American  Government's 
expenditure  of  tax  dollars  fnto  the  international  marketplace.  If  it 
takes  long-term  credit,  we  give  long-term  credit.  If  it  takes  rebates 
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and  discounts,  you  give  those  until  your  competitor  decides  that 
maybe  our  pockets  are  deeper  than  his  and  we  ought  to  both  quit 
doing  that. 

Right  now,  our  farmers  are  trying  to  compete  with  the  treasuries 
of  other  coimtries,  not  with  the  farmers  of  other  countries. 

Mr.  Neshem.  The  National  Wheat  Growers'  interests  are  that  we 
will  work  for  what  we  think  is  the  best  program  and  we  will  be 
flexible  to  do  what  we  think  will  do  rural  America  the  most  good, 
and  also  consider  the  consumers'  aspect. 

Senator  Zorinsky.  Thank  you  very  much.  Thank  you,  Mr.  Chair- 
m£ui. 

Senator  Cochran.  Thank  you.  Senator. 

Senator  Melcher. 

STATEMENT  OF  HON.  JOHN  MELCHER,  A  U.S.  SENATOR  FROM 

MONTANA 

Senator  Melcher.  Mr.  Chairman,  I  have  no  prepared  statement, 
but  I  would  like  to  make  a  few  remarks.  Perhaps  we  have  to  go  to 
the  verge  of  a  disaster  that  affects  the  entire  country  before  we 
have  the  strength  and  the  necessary  votes  in  Congress  to  override 
some  of  the  shortcomings  in  our  trade  policy  that  have  developed 
during  the  past  generations. 

We  are  at  a  disaster  time,  I  believe,  in  terms  of  agricultural  pro- 
ducers in  this  country  actually  going  out  of  business  from  disas- 
trously low  prices  and  no  net  income.  For  many  of  them  their  situ- 
ation in  terms  of  credit  and  actual  debt-to-asset  ratios  is  so  perilous 
as  to  force  them  out  of  business.  This  at  least  attracts  public  atten- 
tion to  the  needs  of  agriculture. 

I  do  not  welcome  the  circumstances  we  are  in  now,  but  surely  it 
has  contributed  to  the  public  understanding  that  agriculture  is 
very  vital  to  the  country  and  that  agriculture  must  be  helped. 

In  terms  of  helping,  I  believe  that  trade  policy  is  one  of  the  areas 
that  has  been  neglected.  It  may  even  be  the  most  significant  area 
that  has  been  neglected  in  terms  of  agricultural  producers. 

I  hope  that  we  have  the  strength  here  in  this  committee  and  the 
votes  on  the  Senate  floor,  as  well  as  in  the  House,  to  successfully 
pass  farm  legislation  this  year  tailored  to  meet  the  conditions  as 
they  exist  now  in  the  world.  U.S.  agriculture  can  become  again  a 
truly  vibrant  and  successful  story  for  American  agricultural  pro- 
ducers and  for  the  economy  of  the  United  States. 

Reciprocal  trade  is  absolutely  essential.  Those  t)rpes  of  agree- 
ments, whether  they  are  made  for  full  cash  value  of  the  commodity 
or  for  reduced  prices,  along  with  and  the  interplay  of  donations  for 
hungry  and  needy  countries,  such  as  through  Public  Law  480  and 
section  416  of  the  present  law,  must  come  into  play  and  must  be 
part  of  the  farm  bill  that  we  adopt  this  year. 

The  National  Association  of  Wheat  Growers— in  my  State  it  is 
the  Montana  Grain  Growers — do  play  a  very  vital  role  in  develop- 
ing trade.  There  are  other  parts  to  that  such  as  U.S.  Wheat  &  Har- 
vest States  and  other  cooperatives. 

Are  you  a  member  of  a  cooperative? 

Mr.  Neshem.  Yes. 

Senator  Melcher.  You  are? 
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Mr.  Neshem.  Yes. 

Senator  Melcher.  Cooperatives  play  an  extremely  vital  role,  too, 
in  developing  the  necessary  avenues  of  trade. 

Were  you  at  the  National  Association  of  Wheat  Growers  Conven- 
tion in  Honolulu? 

Mr.  Neshem.  I  sure  was.  That  is  where  I  became  president. 

Senator  Melcher.  Good!  I  think  you  had  two  Philippine  speak- 
ers, two  Filipinos. 

Mr.  Neshem.  We  had  about  20  of  our  buyers  from  the  Pacific  rim 
area  there. 

Senator  Melcher.  I  want  to  refer  to  two  Filipinos  specificially. 
First:  Tonchanko,  the  food  minister,  and  second,  Maramba,  the 
head  of  the  millers  in  the  Philippines,  The  situation  in  the  Philip- 
pines, as  I  understand  it — and  I  just  returned  from  a  week's  stay  in 
the  Philippines  in  February — is  that  they  never  buy  any  wheat, 
except  American  wheat. 

Mr.  Neshem.  That  is  right. 

Senator  Melcher.  They  have  not  since  Tonchanko  became  food 
minister.  Their  situation  right  now  is  one  that  can  be  handled  only 
by  meeting  their  economic  situation,  which  is  very  desperate.  It 
needs  selling  for  a  reduced  price,  or  a  combination  of  donation,  re- 
duced price  and  long-term  credits.  Is  that  the  way  you  gather  it? 

Mr.  Neshem.  Yes. 

Senator  Melcher.  That  situation,  I  think,  could  easily  be  met. 
Reciprocal  trade  agreements  with  them  are  automatic,  since  they 
do  not  buy  wheat  from  anybody  else  other  than  the  United  States. 
They  sell  us  sugar;  we  sell  them  wheat. 

I  am  not  saying  that  we  cannot  produce  all  the  sugar  we  need  in 
the  United  States,  but  the  facts  are  that  we  produce  only  about 
half  of  what  we  consume  in  the  United  States  and  we  import  the 
rest.  So  we  continue  importing  sugar  from  the  Philippines. 

I  mention  that  in  contrast  to  Mexico.  I  dare  say  that  you  had  no 
speakers  from  Mexico,  or  did  you? 

Mr.  Neshem.  I  do  not  believe  so,  no.  I  guess  we  did  not. 

Senator  Melcher.  I  find  Mexico  to  be  an  entirely  different  situa- 
tion. I  think  most  of  the  wheat  that  we  sell  to  Mexico  is  through 
GSM-102,  practically  all  of  it.  But  whatever  it  takes,  they  feel  en- 
tirely different  than  the  Philippines. 

Certainly,  Mexico  is  a  country  where  reciprocal  trade  agree- 
ments would  be  easy  to  arrive  at  and  would  be  very  effective. 
Would  it  be  advantageous  for  what  producers  if  we  knew  that 
there  would  be  a  gradually  expanding  market  and  we  knew  what 
they  were  going  to  take  each  year  for  the  next  2,  3,  4,  or  5  years? 

Mr.  Neshem.  I  think  it  is  sad  whenever  we  do  not  capitalize  on 
any  opportunity  in  market  development  in  the  world,  really. 

Senator  Melcher.  Do  you  have  confidence  that  that  is  a  method 
of  increasing  the  value  of  wheat  in  the  United  States? 

Mr.  Neshem.  Well,  they  are  so  close  and  we  do  have  a  railroad 
track,  I  ^ess,  running  right  into  Mexico,  and  it  would  certainly 
seem  logical  that  we  should  be  able  to  supply  wheat  into  Mexico 
cheaper  than  they  could  bring  it  in  from  another  country. 

It  is  sad  if  we  ao  not  capitalize  on  an  opportunity;  at  least  be  out 
there  dealing  and  be  sure  that  we  are  in  there.  I  think  a  lot  of 
times  we  thmk  that  because  we  are  the  United  States,  we  forget 
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that  we  have  got  to  be  exposed  out  there  and  be  in  the  line  of 
trade. 

We  kind  of  sit  back,  I  believe,  and  just  wait  for  people  to  come 
and  say,  **hey,  are  you  interested  in  selling  us  a  product?"  I  think  I 
found  that  sentiment  throughout  my  conversations  with  different 
agencies. 

Senator  Melcher.  Yes,  I  am  sure  with  agencies  right  here  in 
Washington.  I  agree  with  you  and  I  agree  with  your  comments.  But 
I  do  want  to  have  on  the  record  your  opinion  on  whether  or  not 
that  is  likely  to  lead  to  improving  prices  for  producers.  Is  it? 

Mr.  Neshem.  Certainly,  I  agree,  on  any  market  we  can  reach. 

Senator  Melcher.  Thank  you  very  much. 

Senator  Cochran.  Senator  Heflin. 

STATEMENT  OF  HON.  HOWELL  HEFLIN,  A  U.S.  SENATOR  FROM 

ALABAMA 

Senator  Hefun.  Mr.  Chairman,  I  appreciate  the  opportunity  to 
make  a  brief  opening  statement.  Particularly  in  the  Southeastern 
States,  and  perhaps  throughout  the  South,  there  has  developed  in  a 
matter  of  5  or  6  years  the  concept  of  doublecropping,  where  winter 
wheat  is  grown,  followed  then  by  a  second  crop,  usually  soybeans. 

As  we  pursue  wheat  legislation  and  any  acreage  reduction,  I 
think  it  is  important  that  this  concept  of  farming  be  recognized. 
There  should  not  be  discriminatory  practices  in  acreage  reduction 
programs  toward  the  second  crop  in  the  event  that  a  voluntary  par- 
ticipation or  mandatory  were  to  be  adopted  pertaining  to  wheat  in 
the  future. 

I  think  there  are  several  issues  in  regard  to  the  relationship  of 
wheat  in  the  world  that  we  ought  to  direct  and  have  certainly  some 
inquiries  about.  I  was  rather  astounded  at  the  testimony  of  the  Sec- 
retory of  Agriculture  that  pointed  out  that  in  1981  and  1982,  Amer- 
ica at  that  time  had  48  percent  of  the  world  wheat  market,  and 
that  was,  of  course,  after  the  embargo  and  after  we  had  entered 
into  a  trade  agreement  for  the  purchase  of  wheat  and  other  grains 
with  Russia. 

Yet,  in  1984,  in  a  matter  of  a  little  over  2  years,  the  world  wheat 
market  percentage  for  America  had  dropped  to  36  percent,  a  12- 
percent  reduction.  To  me,  this  is  alarming,  astounding,  that  we 
have  lost  12  percent.  Perhaps  the  value  of  the  dollar  is  one  of  the 
reasons,  but  perhaps  there  are  other  reasons. 

Maybe  it  is  a  failure  to  exercise  an  intensified  or  even  keep  up 
with  the  export  promotion  efforts  that  we  have  done  in  the  past. 
But  that  was  alarming  to  me.  There  are  other  areas  I  think  we 
ought  to  direct  our  attention  to,  one  being  the  farmer-owned  re- 
serve. 

Another  one,  particularly  in  wheat,  is  this  past  year  you  had  a 
modified,  small  PIK  Program.  I  would  like  to  inquire  as  to  how  it 
has  worked,  whether  it  has  any  potential  in  the  future,  as  separate 
from  the  PIK  Program  that  we  luiew  in  1983. 

These  are  matters,  I  think,  as  well  as  many  other  matters,  that  I 
hope  we  can  direct  our  attention  to  as  we  deal  with  farm  policy  on 
wheat  and  a  Goverment  program  pertaining  to  wheat  and  its  rela- 
tionship to  other  commodities. 
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First,  I  would  like  to  invite  the  National  Association  of  Wheat 
Growers  to  give  us  their  thoughts  in  writing  at  a  later  time  on 
what  import  the  proposed  tax  simplification  bills  might  have  on 
wheat  growers  generally. 

They  may  be  in  different  categories — large,  small,  or  some  other 
tjrpe  of  breakdown.  I  have  tried  to  extend  that  invitation  to  all.  I 
think  it  can  materially  affect  farm  policy  as  we  look  at  it  from  a 
long-range  basis. 

Let  me  ask  you  this:  What  are  your  thoughts  on  how  this  PIK 
Program — not  the  1983,  but  this  last  year — how  has  it  worked? 
What  has  been  the  reaction  pertaining  to  that? 

Mr.  Neshem.  Well,  from  my  own  personal  observation,  I  do  not 
think  it  was  very  well  used.  It  just  was  something  that  farmers  did 
not  feel  was  a  good  tool. 

Senator  Hefun.  They  did  not  feel  what? 

Mr.  Neshem.  They  did  not  feel  that  it  was  a  tool  that  was  benefi- 
cial to  them. 

Senator  Hefun.  So  that  you  do  not  think  there  was  any  incen- 
tive on  the  basis  of  having  that  PIK  Program  for  the  reduction  in 
target  prices.  There  was  a  bad  trade-off  from  a  wheat  farmer's 
viewpoint? 

Mr.  Neshem.  Well,  that  is  the  way  we  look  at  it.  It  was  not  any- 
thing that  was  that  exciting. 

Senator  Hefun.  Can  a  small  PIK  Program,  do  you  think,  be  op- 
erated in  a  manner  that  it  can  be  helpful  to  reduce  surplus,  to  help 
wheat  farmers,  if  it  is  properly  carried  out? 

Mr.  Neshem.  I  think  you  said  the  right  phrase  there,  "properly 
carried  out."  Yes,  it  could  be  beneficial. 

Senator  Hefun.  Well,  now,  what  suggestions  would  you  give  as 
to  how  it  ought  to  be  carried  out? 

Mr.  Neshem.  Well,  I  guess  I  will  relate  to  some  of  our  blended 
credit  sales  that  were  available.  They  were  not  used  by  purchasers 
because  of  the  strength  of  our  dollar  and  our  interest  rates.  Look- 
ing at  the  payback,  why  use  a  credit  program  that  is  going  to  cost 
you  so  much?  You  had  better  not  use  it,  and  that  is  why  we  have 
lost  sales,  because  basically  our  dollar  is  just  killing  us. 

I  do  not  know  if  you  would  call  it  high  or  strong.  Whichever  way, 
I  guess  it  is  kind  of  like  blood  pressure.  If  you  call  it  high,  it  is  dan- 
gerous. You  do  not  know  when  you  are  going  to  have  the  heart 
attack. 

Senator  Zorinsky.  Would  the  Senator  yield  for  a  question? 

Senator  Hefun.  Yes. 

Senator  Zorinsky.  Mr.  Neshem,  how  low  would  the  price  of  a 
bushel  have  to  go  in  order  to  overcome  the  high  dollar  that  we 
have  on  the  international  markets? 

Mr.  Neshem.  I  think  I  will  refer  that  to  one  of  my  staff  people 
here. 

He  says  about  $2. 

Senator  Zorinsky.  Can  that  be  produced  profitably? 

Mr.  Neshem.  No  way,  not  unless  everjrthing  else  comes  down 
equally. 

Senator  Zorinsky.  So  what  do  you  feel  the  solution  is  in  the 
international  marketplace? 
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Mr.  Neshem.  Well,  the  solution  that  would  certainly  help  is  get 
the  dollar  in  line.  I  mean,  I  think  we  are  going  to  have  problems 
writing  any  farm  program  unless  we  do  something  about  this 
dollar  situation. 

Senator  Zorinsky.  How  about  interest  rates?  Are  they  going  to 
have  an  effect? 

Mr.  Neshem.  Well,  they  should  change  with  the  dollar,  I  would 
think.  I  am  not  a  world  financier,  so  it  is  a  subject  that  I  am  not 
too  versed  on.  But  in  my  own  business  I  know  that  the  dollar  is 
wrong  and  our  interest  rates  are  certainly  wrong,  and  our  inflation 
rate 

Senator  Zorinsky.  Do  you  think  we  have  more  competitors? 

Mr.  Neshem.  Oh,  definitely.  But  I  think  our  inflation  rate  is  too 
low. 

Senator  Zorinsky.  Do  you  think  they  can  produce  at  a  lower  cost 
than  we  can? 

Mr.  Neshem.  No,  I  do  not  think  so.  I  think  some  are  being  (Jov- 
emment-subsidized,  so  they  do. 

Senator  Zorinsky.  With  our  money? 

Mr.  Neshem.  Yes. 

Senator  Zorinsky.  Thank  you. 

Mr.  Neshem.  Thank  you. 

Senator  Hefun.  That  is  all  right.  That  is  all  I  had. 

Senator  Cochran.  Senator  Harkin. 

Senator  Harkin.  I  do  not  have  any  questions,  Mr.  Chairman. 

Senator  Cochran.  Mr.  Neshem,  you  mention  the  trade  program 
and  the  fact  that  we  have  spent  money — through  the  Foreign  Agri- 
cultural Service  Cooperator  Program,  for  example — to  develop 
trade  opportunities  overseas. 

I  recall  looking  into  the  work  we  were  doing  in  China  and  other 
areas.  I  led  a  delegation  of  Senators  to  China  about  3  years  ago  and 
they  were  just  completing  a  flour  mill  at  that  time.  They  also  had 
other  activities  going  on  there  that  we  were  supporting  through 
that  Cooperator  Program. 

If,  as  you  tell  me  now,  we  have  lost  such  a  big  share  of  that 
trade,  would  you  say  that  we  have  wasted  that  money?  Would  we 
be  well-advised  not  to  embark  on  that  kind  of  project  in  the  future? 
What  is  your  advice  to  us? 

Mr.  Neshem.  Well,  having  had  the  opportunity  to  be  in  China,  in 
Peking  and  Shanghai,  about  2  years  ago,  I  was  invited  as  one  of  a 
group  of  14  to  be  a  guest  of  their  Grovemment.  In  1978, 1  had  some 
of  these  same  people  at  our  farm  in  North  Dakota  as  guests 
through  the  Continental  Grain  Co. 

So  I  did  have  the  opportunity  of  meeting  one  of  them  over  there 
this  time  over,  and  they  told  us  right  out  that  they  want  to  be  mod- 
ernized and,  I  would  say.  Westernized.  I  do  not  think  that  we  are 
wasting  our  money.  I  think  we  are  very  foolish  that  we  do  not  get 
aggressive  and  take  care  of  our  market  opportunity. 

They  told  us  right  out  that,  hey,  look,  we  want  to  do  business 
with  you  and  buy  your  wheat,  but,  you  know,  traffic  runs  both 
ways;  you  have  got  to  buy  something  from  us  or  we  will  run  out  of 
money.  And  we  do  not  want  to  do  that;  that  is  what  bothers  me  is 
the  fact  that  we  have  the  opportunity,  and  then  because  of  political 
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purposes,  or  whatever — I  do  not  know — we  screw  up,  so  to  speak. 
Pardon  my  French. 

Senator  Cochran.  That  is  all  right. 

I  found  your  proposal  with  respect  to  the  pricing  of  our  wheat 
through  a  farm  program  interesting.  I  wonder  whether  or  not  you 
have  had  an  opportunity,  or  the  Wheat  Growers  have  had  an  op- 
portunity, to  look  at  a  proposal  that  is  referred  to  as  a  Marketing 
Loan  Program. 

In  this  proposal,  farmers  would  be  able  to  receive  a  nonrecourse 
loan  just  as  in  price  support  programs,  but  repayment  would  be  at 
the  lower  of  either  the  loan  or  the  world  price.  The  objective  would 
be  to  make  our  products  more  competitive  in  trade,  both  domestic 
and  international. 

It  would  be  designed  to  neutralize  subsidies  and  allow  for  over- 
valuation of  the  U.S.  dollar  in  international  trade.  It  would  elimi- 
nate benefits  that  accrue  to  producers  who  remain  outside  the  Fed- 
eral programs  to  avoid  acreage  reduction  requirements,  thereby 
making  supply  management  efforts  on  the  part  of  the  Federal  Gov- 
ernment more  effective. 

Is  this  a  proposal  that  could  be  an  acceptable  alternative  for  new 
farm  legislation? 

Mr.  Neshem.  I  think  we  can  work  around  some  of  those  things.  I 
think  there  are  places  we  want  some  modification.  What  we  are 
concerned  about  is  a  profit  for  agriculture  because  they  cannot  con- 
tinue to  live  like  they  did  in  past  years  on  their  depreciation. 

The  depreciation  of  their  equipment  now  has  been  devaluated  so 
far  and  land  values  have  reduced  to  that  extent  that  a  farmer  a 
year  ago  that  was  very  solvent  today  has  no  equity.  We  have  got  to 
protect  that  if  we  want  to  be  considered  an  exporting  Nation.  We 
do  not  have  anything  else  that  we  can  export  anjonore  unless  you 
go  to  agricultural  products.  The  industries  of  manufacturing  are 
not  competitive. 

Senator  Cochran.  Well,  I  appreciate  your  being  here,  €uid  I 
think  your  contribution  has  been  very  important  this  morning. 

Senator  Zorinsky,  do  you  have  other  questions? 

Senator  Zorinsky.  Yes. 

Mr.  Neshem,  do  you  support  the  market-clearing  philosophy  of 
the  current  proposal  that  has  been  presented  by  the  administra- 
tion? 

Mr.  Neshem.  We  have  to  have  income  protection;  in  other  words, 
a  target  price.  If  they  are  going  to  reduce  the  pavment  limitations 
down  to  what  they  are  talUng  about,  $20,000  or  less,  you  have  not 
got  anybody  in  the  program.  They  are  just  going  to  go  out  there; 
they  are  going  to  have  to  plant  wheat  and  go  broke. 

I^nator  Zorinsky.  Then  I  can  assume  you  are  leaning  against 
that  program? 

Mr.  Neshem.  Yes.  We  cannot  work  that  way.  We  have  got  to 
have  a  profit. 

Senator  Zorinsky.  Thank  you  very  much. 

Senator  Cochran.  Senator  Melcher,  any  further  questions  of  the 
witness? 

Senator  Melcher.  No. 

Senator  Cochran.  Senator  Heflin. 

Senator  Hefun.  No. 
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Senator  Cochran.  Senator  Harkin. 

Senator  Harkin.  No. 

Senator  Cochran.  Thanks  very  much  for  being  here. 

Mr.  Neshem.  Thank  you  very  much.  I  appreciate  this  opportuni- 
ty. 

Senator  Cochran.  Our  next  witness  is  Doyle  Raises,  president  of 
the  Kansas  Farm  Bureau,  Manhattan,  KS.  He  is  representing  the 
American  Farm  Bureau  Federation. 

You  may  take  this  seat  right  here  in  front  of  that  microphone. 

We  have  a  copy  of  the  statement  which  you  have  provided  to  the 
committee.  We  will  include  it  in  the  record  in  its  entirety,  and  ask 
you  to  make  whatever  summary  comments  or  abbreviation  from 
that  written  statement  that  you  would  like  to  make  at  this  point. 
You  may  proceed,  Mr.  Rahjes.^ 

STATEMENT  OF  DOYLE  D.  RAHJES,  PRESIDENT,  KANSAS  FARM 
BUREAU,  MANHATTAN,  KS,  REPRESENTING  THE  AMERICAN 
FARM  BUREAU  FEDERATION 

Mr.  Rahjes.  Thank  you,  Mr.  Chairman  and  members  of  the  com- 
mittee. I  appreciate  the  opportunity  to  appear  before  you  regarding 
the  Farm  Bureau's  position  on  programs  for  wheat  and  our  propos- 
als for  legislative  changes  under  the  1985  farm  bill. 

I  might  say  that  I  am  a  farmer;  I  do  farm  wheat  and  recognize 
first  hand  some  of  the  problems  we  face  as  wheat  producers  in  this 
country.  I  would  like  to  say  at  the  onset  that  the  policy  that  would 
best  offer  parity  to  U.S.  agriculture  would  be  a  commitment  to 
fiscal  responsibility  and  a  reduction  in  overall  spending  to  get  in- 
terest rates  down,  currency  exchange  rates  in  line  with  our  ex- 
ports, and  get  our  exports  back  into  the  world  marketplace. 

I  would,  Mr.  Chairman,  as  far  as  my  testimony,  highlight  it  and  I 
will  make  reference  only  to  the  fact  that  included  in  this  testimony 
will  be  some  of  the  points  on  the  first  page  which  we  support  in  a 
farm  bill,  which  are  nine  points,  and  then  I  would  like  to  begin  to 
highlight  the  rest  of  the  testimony. 

Wheat  producers  have  certainly  undergone  some  extremely  diffi- 
cult marketing  conditions  in  the  recent  years,  coupled  with  high  in- 
terest rates,  an  unexpectedly  strong  dollar,  and  increased  competi- 
tion, and  some  of  it  heavily  subsidized,  which  has  given  us  some 
extremely  difficult  problems  to  overcome. 

Production  has  continued  to  be  pretty  much  consistent  from  the 
2.4-  to  2.8-billion  bushel  range,  and  that  includes  several  of  the 
largest  crops  on  record.  The  Pajonent-in-Kind  Program  did  not  dra- 
matically reduce  wheat  production  as  we  had  expected  that  it 
might.  Ending  stocks  continue  to  plague  us  and  they  continue  to  be 
over  the  1  billion  bushel  mark,  and  we  are  now  approaching  a  very 
high  level  once  again  of  overstocks. 

Our  foreign  policy  must  adjust  to  the  existing  markets  and  to 
offer  an  opportunity  for  improved  conditions,  while  effecting  a 
transition  to  a  market  responsive  agriculture  system. 

Politically  determined  support  levels  in  large  measure  have  been 
responsible  for  the  massive  carryover  which  plagues  the  wheat 


'  See  p.  535  for  the  prepared  statement  of  Mr.  Rahjes. 
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market  at  the  present  time.  As  we  propose  a  farm  bill  which  is 
market  responsive  and  fiscally  responsible,  we  believe  that  there 
are  some  signals  that  producers  have  to  receive  when  making  pro- 
duction decisions  which  will  be  founded  on  market  reality  and  not 
on  political  expediency. 

With  that,  I  would  like  to  point  up  some  specifics  in  our  propos- 
al, and  the  first  would  be  loan  rates.  We  feel  that  they  need  to  be 
tied  to  a  3-  to  5-year  average  of  market  prices  for  wheat,  feed 
grains,  rice,  and  soybeans. 

We  would  suggest  that  the  loan  rate  should  be  at  75  percent  of  a 
5-year  average  of  domestic  prices,  excluding  the  high-  and  the  low- 
valued  years.  We  propose  that  the  rate  be  adjusted  by  no  more 
than  10  percent  in  any  one  year. 

The  loan  rate  in  this  manner  will  signal  to  our  international 
competition  that  we  will  not  provide  them  with  long-term  price 
protection.  Instead,  we  will  send  a  signal  to  the  world  that  we  will 
compete  with  them  in  a  wider  range  of  prices.  This,  of  course, 
should  make  their  domestic  programs  much  more  costly  and  reduce 
their  incentive  to  continue  heavy  subsidization  of  their  programs. 

In  the  area  of  target  prices,  we  feel  very  strongly  that  this  is  an 
area  that  we  need  to  continue.  We  recommend  freezing  target 
prices  in  1986  at  the  1985  levels.  In  1987  and  thereafter,  target 
prices  would  be  set  at  110  percent  of  the  5-year  average  that  is 
used  to  determine  the  loan  rate,  with  limited  adjustments  to  only  5 
percent  in  any  one  year. 

We  also  support  the  $50,000  payment  limitation  that  would  apply 
to  the  deficiency  pajonents  only.  I  want  to  emphasize  that  the 
$50,000  payment  limitation  would  apply  only  to  the  deficiency  pay- 
ment. 

This  target  price  system  would  allow  producers  time  to  adjust  to 
a  more  market-responsive  farm  program.  Necessary  adjustments 
could  occur  gradually  while  attempts  to  expand  exports  and  to  ad- 
dress the  issues  of  the  international  market  access  and  subsidy — 
those  problems  and  practices  can  be  confronted,  and  they  should  be 
confronted,  and  they  must  be  to  open  the  doors  into  the  interna- 
tional marketplace. 

Export  expansion  is  a  very  prime  part  of  our  program.  We  feel 
that  there  has  to  be  great  emphasis  placed  on  the  need  for  a  strong 
trade  title  in  the  1985  farm  bill.  We  believe  that  CCC  export  credits 
and  the  Public  Law  480  or  Food  for  Peace  Program  is  a  very  impor- 
tant part,  and  I  believe  that  a  much  stronger  Public  Law  480  pro- 
gram is  currently  justified  in  light  of  the  African  famine  and  other 
situations  that  we  find  throughout  the  world. 

Regarding  the  CCC  export  credits,  we  feel  that  it  is  regrettable 
that  the  CCC  credit  revolving  fund  was  not  funded  previously.  The 
Blended  Credit  Program,  which  unfortunately  recently  has  been 
saddled  with  the  cargo  preference  rule — we  feel  that  we  have  to 
have  an  exemption  to  this  rule  and  we  should  pursue  that  as  hard 
as  possible  to  alleviate  this  problem. 

In  fact,  all  agricultural  exports  should  be  exempted  from  the 
cargo  preference  rules.  The  Farm  Bureau  will  strongly  support  leg- 
islation to  exempt  agricultural  commodities  and  products  from  the 
cargo  preference  rules. 
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There  may  be  some  barter  opportunities,  and  should  some  occur, 
which  they  have  from  time  to  time,  which  I  will  not  dwell  on,  we 
should  seek  any  way  that  we  possibly  could  to  gain  exports  where 
such  possibilities  exist. 

Regarding  trade  negotiations,  we  must  give  our  trade  negotiators 
the  tools  that  they  need.  It  seems  as  though  there  are  many  unfair 
trade  practices  that  exist  today.  The  free  market  seems  to  have 
faded  away  to  the  point  that  it  probably  does  not  exist. 

Export  subsidies,  and  many  of  those  which  we  have  not  had  the 
opportunity  to  use  in  the  past — we  are  going  to  have  to  figiu*e  out  a 
way — and  we  are  suggesting  that  we  support  what  we  might  call  a 
bonus  export  program.  A  bonus  tonnage  of  farm  commodities 
should  be  made  available  from  Ck)mmodity  Credit-owned  sources 
and  be  used  to  offset  the  advantages  of  competing  countries  which 
suteidize  their  exports. 

Acreage  reduction  programs — we  believe  that,  for  wheat,  we 
would  recommend  that  the  Secretary  be  required  to  call  for  an 
acreage  reduction  program  when  carryover  is  projected  to  exceed  4 
percent  of  annual  world  utilization. 

The  acreage  reduction  program  needs  to  be,  and  should  be,  large 
enough  to  assure  a  reduction  in  carryover  supplies.  Increased  ef- 
forts to  expand  foreign  markets  could  result  in  acreage  reduction 
programs  only  to  correct  temporary  imbalances,  not  as  an  annual 
program. 

We  believe  that  the  farmer-held  Grain  Reserve  Program  should 
be  eliminated.  Elimination  of  the  farmer-held  Grain  Reserve  Pro- 
gram would  eliminate  the  idea  that  we  can  store  ourselves  to  pros- 
perity. Also,  it  has  proved  in  the  past  to  be  detrimental  in  many 
cases — have  detrimental  influences  on  the  livestock  markets. 

Without  the  reserves,  we  would  never  have  accumulated  the  ex- 
cessive stocks  that  gave  the  need  for  the  expensive  PIK  Program 
that  we  have  seen  2  years  ago. 

In  conservation,  we  are  concerned  that  farm  programs  have  pro- 
vided incentives  to  plow  up  fragile  lands,  and  we  certainly  would 
want  to  indicate  that  we  believe  that  any  artificially  stimulating 
program  that  would  entice  producers  to  bring  fragile  lands  under 
cultivation  should  be  eliminated. 

We  would  further  say  that  any  producer  who  brings  such  land 
imder  cultivation  should  be  ineligible  for  Federal  incentive  pay- 
ments. We  also  believe  that  the  Conservation  Reserve  Program 
should  be  developed  and  contracts  of  7  to  15  years  under  which  ero- 
sion-prone cropland  would  be  converted  to  less  intensive  uses,  such 
as  pasture,  grass,  legumes,  and  nonbearing  tree  crops,  should  be 
implemented. 

Again,  let  me  say  that  we  feel  very  strongly  that  the  Export 
Bonus  Program  should  be  addressed.  We  are  going  to  have  to  get 
tough  in  the  marketplace.  We  must  regain  those  markets  that  we 
have  lost,  and  we  must  have  some  incentive  to  move  toward  and 
get  new  markets  in  place  that  we  have  not  been  able  to  get. 

Of  course,  in  my  conclusion,  Mr.  Chairman,  we  believe,  once 
again,  that  fiscal  policy  is  the  root  of  many  of  our  problems — in 
fact,  all  of  our  problems.  The  commitment  to  fiscal  responsibility 
will  help  us  in  the  area  of  our  input  costs,  will  help  us  in  the  area 
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of  export  markets,  will  help  us  in  the  area  of  lower  interest  rates. 
These  should  be  pursued. 

Our  proposal  will  benefit  the  wheat  industry.  It  provides  the  op- 
portunity for  profit  to  all  of  agriculture.  It  outlines  a  way  in  which 
we  could  move  toward  market  orientation,  and  provides  continued 
assistance  in  the  form  of  target  prices  to  expand  export  markets. 

We  believe  only  in  this  way  can  we  return  agriculture  to  a 
healthy  and  balanced  condition.  I  want  to  thank  you  again  for  the 
opportunity  to  appear  before  this  committee.  I  would  be  happy  to 
respond  to  any  questions. 

Senator  Cochran.  Thank  you,  Mr.  Rahjes,  for  your  presentation. 
I  wonder  whether  or  not  the  Farm  Bureau  Federation  has  had  an 
opportunity  to  make  an  estimate  of  the  annual  cost  of  the  program 
that  you  propose  that  we  consider  today. 

Mr.  Rahjes.  We  do  not  have  the  figures  on  the  wheat  section. 
The  overall  program  that  we  are  proposing — we  do  have  some  fig- 
ures on  that. 

Senator  Cochran.  What  is  that?  I  have  forgotten.  I  know  Mr. 
Delano  testified  at  our  opening  hearing  on  behalf  of  the  federation. 
I  have  forgotten  if  he  did  indicate  at  that  time  what  the  cost  of  the 
Farm  Bureau's  proposal  would  be  on  an  annual  basis. 

Mr.  Rahjes.  As  we  lock  forward  to  limiting  it  to  what  seems  to 
be  politically  expedient  for  the  4-year  program,  we  are  looking  at 
the  projection  of  $27.1  billion  for  the  whole  program. 

Senator  Cochran.  This  is  over  a  4-year  period,  then? 

Mr.  Rahjes.  Right. 

Senator  Cochran.  $27.1  billion? 

Mr.  Rahjes.  That  is  correct.  The  costs  in  the  first  year  would  be 
greater  than  the  costs  in  the  years  following  because  if  these  condi- 
tions are  met  and  we  do  see  a  reduction  in  the  dollar  and  we  begin 
to  move  into  export  markets,  we  begin  to  see  a  lesser  cost  in  the 
area  of  the  supplemental  income,  and  also  a  reduction  in  the  cost 
of  carrying  of  stocks,  which  is  a  very,  very  important  area  of  reduc- 
tion in  costs  in  our  program. 

Senator  Cochran.  I  do  not  know  whether  your  federation  has 
had  an  opportunity  to  look  at  this  proposal  that  I  have  referred  to 
as  the  marketing  loan  program,  but  I  would  like  for  you  to,  if  you 
can  get  back  with  your  stadBT  and  give  me  a  reaction  to  that  propos- 
al. 

It  would  involve  a  nonrecourse  CCC  loan,  just  as  we  have  avail- 
able in  the  current  price  support  program,  but  repa3mient  would  be 
at  the  lower  of  either  the  loan  or  world  price.  The  objective  would 
be  to  make  our  farm  products  more  competitive  in  domestic  and 
international  markets,  trying  to  neutralize  subsidies  and  allow  for 
the  overvaluation  of  the  U.S.  dollar. 

It  would  also  eliminate  benefits  that  accrue  to  those  producers 
who  remain  outside  the  Federal  programs  to  avoid  acreage  reduc- 
tion requirements,  thereby  making  supply  management  efforts 
more  effective. 

Do  you  have  any  reaction  to  this  kind  of  program  at  this  time? 

Mr.  Rahjes.  Mr.  Chairman,  certainly,  we  are  open  to  all  of  these. 
We  are  looking  at  them  and  we  realize  fully  that  anything  that  is 
good  for  agriculture,  we  want  to  certainly  be  in  favor  of. 


Digitized  by 


Google 


279 


I  would  not  react  specifically  to  those  areas  that  you  have  asked 
because  I  do  not  know  them  that  well.  I  would  only  say  that  as  it 
helps  in  the  export  marketplace,  we  feel  so  strongly  that  we  have 
to  get  into  this  area,  and  anything  that  would  enhance  that,  we  are 
certainly  willing  to  take  a  look  at.  If  it  is  expedient,  I  am  sure  that 
you  could  count  on  us  for  support  in  that  area. 

Senator  Cochran.  Thank  you  very  much. 

Senator  Zorinsky. 

Senator  Zorinsky.  Mr.  Rahjes,  your  prepared  statement  indicates 
that  the  Farm  Bureau  supports  a  wheat  loan  rate  tied  to  a  3-  to  5- 
year  average  of  market  price.  What  do  you  estimate  the  1986 
wheat  price  support  loan  rate  would  be  under  your  proposal? 

Mr.  Rahjes.  Of  course,  the  loan  rate,  as  we  have  seen  the  last  5 
years — and  I  do  not  have  those  specifically,  but  it  would  be  some- 
thing below  $3. 

Senator  Zorinsky.  Around  $2.75? 

Mr.  Rahjes.  Probably  a  little  higher  than  that. 

Senator  Zorinsky.  $2.80? 

Mr.  Rahjes.  A  little  bit  below  $3.  If  I  may  continue  for  an  in- 
stant on  that 

Senator  Zorinsky.  Surely. 

Mr.  Rahjes.  We  are  looking  at  that,  of  course,  and  using  the 
target  loan  price  in  the  deficiency  payment  to  carry  us  as  the  sup- 
plemental income  to  move  us  from  this  point.  We  certainly  do  not 
intend  in  any  manner  to  saddle  the  producer  with  that  as  being  his 
only  source  of  income.  We  recognize  that  that  will  not  work. 

I^nator  Zorinsky.  What  if,  next  year,  wheat  prices  decline  to  the 
loan  rate.  Can  a  wheat  grower  make  money  producing  or  growing 
and  selling  at  $2.80  or  $2.90? 

Mr.  Rahjes.  That  is  what  we  are  saying.  We  have  to  depend 
upon  this  supplemental  income  from  the  deficiency  pajonent.  This 
meat  ax  approach  which  we  have  seen  come  down  from  the  admin- 
istration— we  cannot  go  along  with  that.  We  have  to  have  a  supple- 
mental income. 

Senator  Zorinsky.  There  would  be  no  deficiency  payment, 
though,  under  that  circumstance  if  the  target  price  dropped  down 
to  at  least  equal  to  or  below  the  loan  rate. 

Mr.  Rahjes.  Well,  if  that  ever  did  occur — and  I  might  say  that 
we  have  tried  to  guard  that  in  our  program,  in  that  we  have  indi- 
cated that  we  are  freezing  the  target  prices  for  1986  at  1985  levels, 
€uid  indicating 

Senator  Zorinsky.  $4.38? 

Mr.  Rahjes.  Right,  and  that  we  would  not  want  them  to  move  in 
our  program  more  than  5  percent  in  any  one  year. 

Senator  Zorinsky.  Whatever  prices  we  enter  into,  do  you  think 
they  should  be  frozen  in  a  multiyear  farm  bill  or  do  you  think  we 
should  fine-tune  them  after  2  years  or  3  years,  as  we  did  the  $4.65 
down  to  $4.38?  Do  you  think  bankers  and  farmers  should  be  able  to 
depend  on  a  set  rate  until  the  expiration  of  that  program? 

Mr.  Rahjes.  Certainly,  it  is  a  gentlemen's  agreement  and  I  would 
say  that  you  and  I  as  individuals  ought  to  be  able  to  do  that.  On 
the  other  hand,  as  we  look  at  the  political  realities  of  this  world 
€uid  this  country,  and  as  we  think  about  the  international  market- 
place, certainly  there  are  things  that  change  from  time  to  time. 
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of  export  markets,  will  help  us  in  the  area  of  lower  interest  rates. 
These  should  be  pursued. 

Our  proposal  will  benefit  the  wheat  industry.  It  provides  the  op- 
portunity for  profit  to  all  of  agriculture.  It  outlines  a  way  in  which 
we  could  move  toward  market  orientation,  and  provides  continued 
assistance  in  the  form  of  target  prices  to  expand  export  markets. 

We  believe  only  in  this  way  can  we  return  agriculture  to  a 
healthy  and  balanced  condition.  I  want  to  thank  you  again  for  the 
opportunity  to  appear  before  this  committee.  I  would  be  happy  to 
respond  to  any  questions. 

Senator  Cochran.  Thank  you,  Mr.  Rahjes,  for  your  presentation. 
I  wonder  whether  or  not  the  Farm  Bureau  Federation  has  had  an 
opportunity  to  make  an  estimate  of  the  annual  cost  of  the  program 
that  you  propose  that  we  consider  today. 

Mr.  Rahjes.  We  do  not  have  the  figures  on  the  wheat  section. 
The  overall  program  that  we  are  proposing — we  do  have  some  fig- 
ures on  that. 

Senator  Cochran.  What  is  that?  I  have  forgotten.  I  know  Mr. 
Delano  testified  at  our  opening  hearing  on  behalf  of  the  federation. 
I  have  forgotten  if  he  did  indicate  at  that  time  what  the  cost  of  the 
Farm  Bureau's  proposal  would  be  on  an  annual  basis. 

Mr.  Rahjes.  As  we  lock  forward  to  limiting  it  to  what  seems  to 
be  politically  expedient  for  the  4-year  program,  we  are  looking  at 
the  projection  of  $27.1  billion  for  the  whole  program. 

Senator  Cochran.  This  is  over  a  4-year  period,  then? 

Mr.  Rahjes.  Right. 

Senator  Cochran.  $27.1  billion? 

Mr.  Rahjes.  That  is  correct.  The  costs  in  the  first  year  would  be 
greater  than  the  costs  in  the  years  following  because  if  these  condi- 
tions are  met  and  we  do  see  a  reduction  in  the  dollar  and  we  begin 
to  move  into  export  markets,  we  begin  to  see  a  lesser  cost  in  the 
area  of  the  supplemental  income,  and  also  a  reduction  in  the  cost 
of  carrying  of  stocks,  which  is  a  very,  very  important  area  of  reduc- 
tion in  costs  in  our  program. 

Senator  Cochran.  I  do  not  know  whether  your  federation  has 
had  an  opportunity  to  look  at  this  proposal  that  I  have  referred  to 
as  the  marketing  loan  program,  but  I  would  like  for  you  to,  if  you 
can  get  back  with  your  sta^  and  give  me  a  reaction  to  that  propos- 
al. 

It  would  involve  a  nonrecourse  CCC  loan,  just  as  we  have  avail- 
able in  the  current  price  support  program,  but  repa3mient  would  be 
at  the  lower  of  either  the  loan  or  world  price.  The  objective  would 
be  to  make  our  farm  products  more  competitive  in  domestic  and 
international  markets,  tr3ring  to  neutralize  subsidies  and  allow  for 
the  overvaluation  of  the  U.S.  dollar. 

It  would  also  eliminate  benefits  that  accrue  to  those  producers 
who  remain  outside  the  Federal  progreuns  to  avoid  acreage  reduc- 
tion requirements,  thereby  making  supply  management  efforts 
more  effective. 

Do  you  have  any  reaction  to  this  kind  of  program  at  this  time? 

Mr.  Rahjes.  Mr.  Chairman,  certainly,  we  are  open  to  all  of  these. 
We  are  looking  at  them  and  we  realize  fully  that  anything  that  is 
good  for  agriculture,  we  want  to  certainly  be  in  favor  of. 
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I  would  not  react  specifically  to  those  areas  that  you  have  asked 
because  I  do  not  know  them  that  well.  I  would  only  say  that  as  it 
helps  in  the  export  marketplace,  we  feel  so  strongly  that  we  have 
to  get  into  this  area,  and  anything  that  would  enhance  that,  we  are 
certainly  willing  to  take  a  look  at.  If  it  is  expedient,  I  am  sure  that 
you  could  count  on  us  for  support  in  that  area. 

Senator  Cochran.  Thank  you  very  much. 

Senator  Zorinsky. 

Senator  Zorinsky.  Mr.  Rahjes,  your  prepared  statement  indicates 
that  the  Farm  Bureau  supports  a  wheat  loan  rate  tied  to  a  3-  to  5- 
year  average  of  market  price.  What  do  you  estimate  the  1986 
wheat  price  support  loan  rate  would  be  under  your  proposal? 

Mr.  Rahjes.  Of  course,  the  loan  rate,  as  we  have  seen  the  last  5 
years — and  I  do  not  have  those  specifically,  but  it  would  be  some- 
thing below  $3. 

Senator  Zorinsky.  Around  $2.75? 

Mr.  Rahjes.  Probably  a  little  higher  than  that. 

Senator  Zorinsky.  $2.80? 

Mr.  Rahjes.  A  little  bit  below  $3.  If  I  may  continue  for  an  in- 
stant on  that 

Senator  Zorinsky.  Surely. 

Mr.  Rahjes.  We  are  looking  at  that,  of  course,  and  using  the 
target  loan  price  in  the  deficiency  payment  to  carry  us  as  the  sup- 
plemental income  to  move  us  from  this  point.  We  certainly  do  not 
intend  in  any  manner  to  saddle  the  producer  with  that  as  being  his 
only  source  of  income.  We  recognize  that  that  will  not  work. 

Senator  Zorinsky.  What  if,  next  year,  wheat  prices  decline  to  the 
loan  rate.  Can  a  wheat  grower  make  money  producing  or  growing 
and  selling  at  $2.80  or  $2.90? 

Mr.  Rahjes.  That  is  what  we  are  saying.  We  have  to  depend 
upon  this  supplemental  income  from  the  deficiency  pa3mient.  This 
meat  ax  approach  which  we  have  seen  come  down  from  the  admin- 
istration—we cannot  go  along  with  that.  We  have  to  have  a  supple- 
mental income. 

Senator  Zorinsky.  There  would  be  no  deficiency  payment, 
though,  under  that  circumstance  if  the  target  price  dropped  down 
to  at  least  equal  to  or  below  the  loan  rate. 

Mr.  Rahjes.  Well,  if  that  ever  did  occur — and  I  might  say  that 
we  have  tried  to  guard  that  in  our  program,  in  that  we  have  indi- 
cated that  we  are  freezing  the  target  prices  for  1986  at  1985  levels, 
and  indicating 

Senator  Zorinsky.  $4.38? 

Mr.  Rahjes.  Right,  and  that  we  would  not  want  them  to  move  in 
our  progremi  more  than  5  percent  in  any  one  year. 

Senator  Zorinsky.  Whatever  prices  we  enter  into,  do  you  think 
they  should  be  frozen  in  a  multiyear  farm  bill  or  do  you  think  we 
should  fine-tune  them  after  2  years  or  3  years,  as  we  did  the  $4.65 
down  to  $4.38?  Do  you  think  bankers  and  farmers  should  be  able  to 
depend  on  a  set  rate  until  the  expiration  of  that  program? 

Mr.  Rahjes.  Certainly,  it  is  a  gentlemen's  agreement  and  I  would 
say  that  you  and  I  as  individuals  ought  to  be  able  to  do  that.  On 
the  other  hand,  as  we  look  at  the  political  realities  of  this  world 
and  this  country,  and  as  we  think  about  the  international  market- 
place, certainly  there  are  things  that  change  from  time  to  time. 
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My  answer  is,  '"Yes,"  I  wish  that  we  could  be  able  to  do  that  and 
I  would  hope  that  we  would  be  able  to  do  that,  but  recognize  the 
political  problems  and  the  things  that  happen  in  this  country  that 
change  so  rapidly.  There  are  some  times  that  changes  have  to  be 
made,  but  I  would  prefer  not  to. 

Senator  Zorinsky.  You  are  aware  that  the  PIK  Program  was  not 
a  specific,  legislatively  authorized  program.  The  Secretary  of  Agri- 
culture used  discretionary  authority  to  implement  the  ^itire  pro- 
gram. It  never  came  to  this  table  and  it  never  came  to  this  conmiit- 
tee.  In  fact,  I  read  about  it  in  the  paper  one  morning.  TTiis  year  I 
found  out  that  it  cost  too  much  and  that  we  must  reduce  USDA's 
budget  because  of  the  PIK  Program,  even  when  we  had  really  no 
voice  in  it. 

That  is  why  I  am  beginning  to  wonder — should  we  have  a  pro- 
gram that  is  fixed  and  predictable  or  do  we  leave  it  so  free  that 
farmers  can  utilize  these  Band-Aid  approaches.  That  is  what  we 
have  had  over  the  past  years;  however,  it  doesn't  allow  for  long- 
range  planning. 

I  feel  the  farmer  should  be  able  to  take  a  farm  bill  to  his  banker 
or  to  his  accountant,  and  say,  this  is  what  my  acres  produce  and 
this  is  what  my  potential  income  is,  based  on  this  Federal  proposal. 
Can  I  support  buying  a  new  combine  and  making  pa3rments?  What 
is  my  projected  cash-flow? 

He  ought  to  be  able  to  make  some  reasonable  assumptions  rather 
than  be  told  there's  been  a  change  in  the  rules. 

Mr.  Rahjes.  I  basically  agree  with  your  philosophy  entirely,  but  I 
think  there  are  some  tmngs  that  I  just  feel  that  I  have  to  open  up 
here,  looking  somewhat  at  the  history  of  farm  programs  and  as  we 
think  about  the  farmer  in  his  production  of  crops,  dealing  with  the 
elements,  and  also  then  in  the  international  marketplace. 

There  are  some  things  there  that  just  by  nature  are  flexible;  the 
weather,  of  course,  is  absolute.  At  least  at  this  point,  we  have  not 
learned  how  to  control  it,  so  there  is  a  flexibility  that  we  absolutely 
have  nothing  we  can  do  with,  except  maybe  through  insur€uice  and 
this  type  of  thing. 

Now,  what  I  would  point  up  to  is  that  many  of  the  problems  that 
we  have  seen  in  agriculture  and  being  able  to  reach  out  and  pro- 
tect are  a  result  of  our  tying  ourselves  to  Government  programs. 

The  political  realities  in  this  coimtry  and  in  the  international 
marketplace  are  that  they  will  change,  and  if  we  could  get  a  farm 
bill  that  could  some  way  project  those  changes  and  get  them  into 
place,  then  probably  we  could  have  something  like  that  which 
would  work. 

I  am  saying  that  if  we  are  going  to  be  able  to  project  through  my 
banker,  I  think  we  are  going  to  have  to  move  away  from  those  type 
of  programs  which  will  change.  When  I  say  that,  I  am  talking 
about  programs  which  will  change  because  of  the  political  winds 
that  change,  because  the  world  environment  and  international 
trade  will  change. 

I  am  just  not  sure  that  we  can  have  a  farm  program  enacted  that 
can  take  that  all  into  consideration. 

Senator  Zorinsky.  We  are  working  on  one  that  is  going  in  that 
direction. 

Mr.  Rahjes.  That  is  great 
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Senator  Zorinsky.  I  hope,  you  will  take  a  look  at  it  because  it 
moves  the  Grovemment  gradually  out  of  the  business  of  market  ori- 
entation and  lets  the  marketplace  take  it  over,  in  a  gradual 
manner. 

Not  too  long  ago,  I  went  to  an  agriculture  policy  meeting  of  the 
European  Economic  Conmiunity.  For  2  hours,  they  could  not  even 
agree  on  the  definition  of  the  word  "subsidy",  let  alone  who  was 
providing  a  subsidy. 

I  think  this  is  what  we  are  faced  with  out  there.  As  a  former 
businessman,  you  have  got  to  go  out  and  compete  or  your  competi- 
tors are  going  to  put  you  out  of  business. 

We  cannot  send  our  farmers  in  to  compete  with  the  treasuries  of 
foreign  governments  without  supporting  and  backing  them  up  with 
credit  or  some  other  means. 

Mr.  Rahjes.  I  think  we  concur  with  that  central  theme  very 
much — in  fact,  probably  totally.  We  have  to  compete;  we  have  to 
have  those  tools  to  compete  and  move  the  roadblocks  out  of  the 
way. 

Senator  Zorinsky.  Thank  you. 

Senator  Cochran.  Senator  Melcher. 

Senator  Melcher.  I  think  Manhattan  is  where  K  State  is,  if  I  am 
not  mistaken. 

Mr.  Rahjes.  Yes,  sir. 

Senator  Melcher.  What  I  would  really  like  to  find  out  is  why 
none  of  the  Big  Eight  teams  make  it  into  the  basketball  finals. 

Senator  Zorinsky.  Let  us  talk  about  football. 

Senator  Melcher.  Did  the  Farm  Bureau  favor  or  oppose  the  1983 
PIK  Program? 

Mr.  Rahjes.  I  think  as  we  looked  at  it  as  a  reduction  of  stocks  at 
that  particular  time,  it  appeared  to  be  something  that  might  help 
in  the  long  term  as  far  as  carryovers  are  concerned. 

In  fact,  in  the  area  of  wheat,  in  that  we  raised  a  bigger  crop  even 
with  the  reductions  that  we  had,  it  just  did  not  provide  that.  I  am 
not  sure  I  am  addressing  yes  or  no  to  your  question,  but  the  reason 
that  we  supported  it  in  concept  it  was  toward  the  reduction  of  sur- 
pluses. 

Senator  Melcher.  I  opposed  it  in  cost  and  in  concept  because  I 
did  not  see  how  it  had  anything  to  do  with  common  sense  and  pro- 
viding food  for  those  who  needed  it.  Nor  did  I  see  how  it  fit  in  with 
a  viewpoint  that  we  were  going  to  expand  trade  by  having  stable, 
reliable  supplies. 

Because  it  was  passed  by  the  House  at  a  very  late  period  of  time 
in  that  particular  Congress  I  was  able  to  prevent  the  Senate  from 
endorsing  it.  It  became  law  under  discretionary  authority  of  the 
Secretary  of  Agriculture,  not  by  an  overt  act  of  Congress. 

What  bothers  me  is  that  there  is  a  lot  of  discretionary  authority 
in  the  Secretary  of  Agriculture — discretion  which  he  does  not 
always  use.  In  the  case  of  PIK,  he  used  discretionary  authority,  I 
think,  partially  illegally.  I  do  not  know  whether  it  will  ever  be 
tested  in  court,  but  there  is  a  very  valid  question  on  whether  or  not 
a  $50,000  payment  limitation  should  have  applied  to  PIK  pay- 
ments. 
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Mr.  Rahjes.  It  would.  However,  we  have  historically  been 
against  pa3mient  limitations  of  all  kinds. 

Senator  Melcher.  I  understand  that. 

Mr.  Rahjes.  Right. 

Senator  Melcher.  I  understand  that  and  I  appreciate  your  point. 
I  know  that  from  the  producer's  standpoint,  that  is  very  much  de- 
sired. It  is  a  very  valid  consideration  that  I  believe  this  committee 
should  consider. 

Thank  you  very  much. 

Senator  Cochran.  Senator  Heflin. 

Senator  Heflin.  Mr.  Rahjes,  I  want  to  ask  you  two  hypothetical 
questions  and  they  are  based  upon  assumptions.  No.  1,  the  assump- 
tion is  that  the  relationship  of  the  dollar  to  foreign  currency  stays 
the  same  during  the  next  10  years. 

No.  2 — and  these  are  10-year  assumptions — No.  2,  the  foreign 
export  trade  practices  continue  for  10  years  as  they  presently  are. 

No.  3,  foreign  competition  continues  to  grow,  with  new  competi- 
tors coming  in  in  the  wheat  export  markets,  such  as  China. 

No.  4,  American  production  of  wheat  will  increase  on  an  acreage 
basis  because  of  research. 

What  will  be  the  profitability  of  the  average  wheat  farmer  in 
America  10  years  from  now,  the  first  question  is,  imder  the  present 
farm  policy? 

Mr.  Rahjes.  Sir,  you  have  painted  a  very  bleak  picture.  If  we 
would  continue  with  those  number  of  things  that  you  have  indicat- 
ed, such  as  the  dollar,  competition,  subsidization,  it  would  seem  to 
me  that  there  would  be,  over  the  world,  some  chaotic  conditions 
which  would  begin  to  occur  with  all  the  wheat  production  all  over 
the  country  because  the  competitiveness,  or  the  unreal  competitive- 
ness— it  would  be  subsidization,  the  bujdng  power. 

It  would  seem  to  me  that  you  have  painted  a  picture,  sir,  that 
would  be  very  difficult  for  the  wheat  producer  in  the  United  States 
to  be  able  to  circumvent.  There  is  one  thing  for  sure  that  would 
happen  unless  some  sort  of  Government  intervention  would  take 
place.  We  would  not  have  any  wheat  producers  in  this  country, 
except  for  those  that  would  be  able  to  in  some  manner,  and  I  have 
no  idea  how  at  this  point,  be  able  to  meet  that  worldwide  competi- 
tiveness that  would  occur. 

Now,  the  dollar  would  stay  as  strong  as  it  is,  and  that  is  what 
you  put  in  your  assumption,  then  the  only  way  that  we  could  get 
into  a  world  market  would  be  with  some  sort  of  an  export  subsidy. 

Over  that  many  years,  I  am  sure  that,  as  we  have  indicated  in 
our  policy,  we  would  like  to  have  an  export  bonus  or  an  export  in- 
centive to  come  from  the  reserves.  I  am  sure  with  that  period  of 
time,  we  probably  would  have  exhausted  our  reserves.  We  would 
not  have  that  exposure  to  the  budget,  for  sure,  at  that  time  by 
maintaining  those  reserves. 

But  what  you  have  indicated,  at  least  as  I  perceive  it,  would  be  a 
time  in  which  all  of  these  things  which  you  have  related  to  would 
become  competitive  in  themselves,  and  probably  would  begin  to 
fade  away  in  some  manner  because  I  do  not  think  those  govern- 
ments in  the  other  parts  of  the  world  could  continue  to  do  the 
things  for  that  period  of  time  that  you  have  indicated. 
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posure  to  the  Treasury  for  the  ye€ur  1987  would  be  lower  than  it  is 
this  current  year.  But  if  target  prices  remained  high  you  could 
project  the  cost  being  greater. 

Mr.  Rahjes.  That  could  be  right  and  if  you  would  have  a  lower 
market  price,  then  that  certainly  would  be  true. 

Senator  Melcher.  It  would  be  even  more  cost,  would  it  not? 

Mr.  Rahjes.  If  the  market  price  went  down,  yes. 

Senator  Melcher.  That  is  right,  especially  if  the  loan  rate  would 
be  lower. 

Mr.  Rahjes.  Right. 

Senator  Melcher.  I  just  point  this  out  for  one  reason.  If  the 
stress  of  the  Farm  Bureau's  testimony  and  advice  and  recommen- 
dations for  the  farm  bill  is  on  fiscal  restraint,  I  do  not  find  it;  I  do 
not  And  it  at  all. 

If  we  continue  at  the  same  target  price  and  the  same  loan  rate 
than  for  fiscal  1986  and  1987  there  would  be  less  Treasury  expo- 
sure, and  therefore  less  cost  than  what  the  Farm  Bureau  is  recom- 
mending. 

I  suspect  that  is  about  what  we  are  going  to  do.  You  recommend 
just  freezing  it  for  1  year.  I  suspect  we  are  probably  going  to  freeze 
it  for  longer  than  1  year.  I  do  not  know  how  long,  but  the  reason 
for  it  is  the  argument  to  have  less  cost.  That  is  a  very  big  argu- 
ment around  here. 

Mr.  Rahjes.  Indeed,  it  is. 

Senator  Melcher.  What  farmers  need  to  know  is  what  can  they 
expect  of  this  so-called  safety  net  for  stabilization  of  price.  I  rec(^- 
nize  that,  and  I  also  recognize  the  very  serious  situation  they  are  in 
right  now.  They  have  to  project  a  cash  flow  to  show  that  they  will 
be  able  to  get  the  continued  lines  of  credit  that  they  need  in  order 
to  stay  in  operation. 

What  I  hope  we  do  agree  on  and  what  I  believe  must  be  a  very 
strong  effort  by  the  Farm  Bureau  and  other  farm  organizations  is 
to  back  solidly  the  trade  aspects  of  what  must  be  in  this  bill. 

You  go  into  that  somewhat.  I  think  we  are  probably  thinking 
about  the  same  thing — an  aggressive  trade  policy. 

You  also  go  into  the  question  of  conservation,  and  as  I  now  un- 
derstand it  the  Farm  Bureau's  position  on  sodbusting  is  very 
strong.  None  of  the  programs  would  be  available  to  those  people 
who  break  up  frsqple  lands. 

That  is  a  position  easily  understood,  I  think,  by  the  public  and  I 
hope  we  do  enact  that  into  law  this  year. 

One  final  question:  Your  statement  says  a  $50,000  payment  limi- 
tation should  continue  and  only  apply  to  deficiency  payments. 
That,  I  believe,  specifically  exempts  then,  the  limitation  being  ap- 
plied to  payments,  if  there  are  any,  for  diversion.  Is  that  true? 

Mr.  Rahjes.  That  is  correct.  It  would  strictly  limit  it  to  deficien- 
cy payments. 

Senator  Melcher.  So,  therefore,  that  is  an  added  exposure  of  the 
Treasury,  is  it  not? 

Mr.  Rahjes.  Only  if  they  provide  for  it. 

Senator  Melcher.  Only  if  we  enact  it.  But  if  we  do  enact  it,  simi- 
lar to  what  has  been  enacted  by  Congress  over  the  last  20  years 
from  time  to  time,  in  fact,  almost  every  year,  that  would  be  further 
exposure? 
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not  responded  to  that  other  countries  are  doing,  and  some  of  those 
I  just  previously  named. 

Senator  Hefun.  Well,  then,  based  on  that  and  those  first  two  as- 
sumptions, in  order  for  the  administration's  program  to  work, 
there  has  to  be  a  policy  directed  toward  the  relationship  of  the 
dollar  to  other  currencies,  and  there  has  to  be  something  done  per- 
taining to  foreign  trade  practices  as  we  presently  know  them. 

Mr.  Rahjes.  I  concur  with  that  entirely. 

Senator  Hefun.  That  is  all. 

Senator  Ck)CHRAN.  Senator  Boschwitz. 

Senator  Boschwitz.  I  am  sorry  that  I  did  not  hear  your  testimo- 
ny. I  am  in  the  process  of  reading  it  and  I  am  familiar  with  the 
plan  that  the  Farm  Bureau  has  proposed.  I  would  like  to  ask  some 
specific  questions  about  what  should  be  in  the  1985  farm  bill. 

Loan  rates — you  want  to  use  the  soybean  approach.  However  you 
say  that,  the  rate  will  be  adjusted  no  more  than  10  percent  a  year. 
First  of  all,  would  that  not  send  signals? 

I  mean,  you  give  the  world  a  great  deal  of  advance  notice  if  you 
say  the  loan  rates  are  going  to  be  the  average  of  3  out  of  the  last  5 
years — taking  out  the  high  and  the  low  years.  So  the  folks  down  in 
Argentina  and  Brazil  and  everjnyhere  wheat  is  planted  would  know 
in  advance  what  their  planning  decisions  would  be.  Is  that  correct? 

Mr.  Rahjes.  I  am  sure  it  could  be  assumed  that  that  would  be 
correct,  yes.  If  I  might  move  from  there  to  expand  on  that,  we  be- 
lieve that  this  would  as  well  send  a  signal  to  these  people  that  we 
are  going  to  be  in  competition  with  them  and  that  if  they  €ure  going 
to  continue  to  subsidize  as  they  have  in  the  past,  their  domestic 
progrcuns  €ure  probably  going  to  suffer.  We  want  to  reduce  their  in- 
centive to  produce. 

Senator  BoscHwrrz.  You  want  the  loan  rate  to  respond  to  the 
m€urket  price,  but  not  more  than  10  percent  in  any  year.  The  loan 
rate  is  now  $3.30.  Are  you  saying  that  in  the  first  year  of  the  farm 
bill,  the  lowest  price  could  be  $3,  therefore? 

Mr.  Rahjes.  That  is  correct. 

Senator  Boschwitz.  $3  a  bushel,  and  what  do  you  figure  the  av- 
erage cost  of  getting  the  bushel  to  the  port  is? 

Mr.  Rahjes.  That  depends  on  where  you  are. 

Senator  Boschwitz.  The  average  in  the  country  is  about  68  cents, 
I  believe. 

Mr.  Rahjes.  I  would  guess  it  would  be  that,  or  more. 

Senator  BoscHwrrz.  So  $3.70  a  metric  ton;  that  would  be,  at  the 
port,  approximately  $139  a  metric  ton.  Is  that  going  to  be  competi- 
tive if  you  only  allow  loan  rates  to  drop  to  $3  in  1985  or  1986?  We 
are  really  only  talking  about  the  1986  crop.  You  are  satisfied  with 
that,  nevertheless? 

Mr.  Rahjes.  What  we  are  saying  in  our  program— and  this  will 
be  a  bit  repetitive,  but  we  believe  very  strongly  that  we  have  to 
have  great  emphasis  on  an  export  program.  What  we  are  saying  is 
to  get  into  the  export  market,  we  have  to  do  better  than  we  have 
done  before.  We  have  to  compete  with  those  countries. 

Senator  BoscHwrrz.  By  10  percent,  it  would  be  better? 

Mr.  Rahjes.  We  propose  to  do  it  with  a  bonus  or  an  incentive 
tvpe  program;  in  other  words,  a  baker's  dozen,  if  you  please.  Give 
them  an  additional  tonnage. 
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Senator  Boschwitz.  Out  of  CCC  stocks? 

Mr.  Rahjes.  Right,  out  of  CCC  stocks. 

Senator  Boschwitz.  Somewhat  like  we  did  in  the  sixties  and 
early  seventies  when  there  was  actually  a  dollar  subsidy  at  the 
ports. 

Also,  if  you  lower  loan  rates  to  $3,  you  want  to  keep  the  target 
price  at  $4.30,  I  presume,  and  if  there  is  a  2.4  to  2.8  billion  bushel 
crop — let  us  say  there  is  2.6;  take  the  middle — that  is  $3.4  billion. 
Do  you  think  you  are  going  to  be  able  to  get  that  passed,  plus  a 
subsidy  at  the  port? 

Mr.  Rahjes.  If  we  can  send  some  signals  to  these  countries,  we 
can  see  in  the  matter  of  a  year  or  two 

Senator  BoscHwrrz.  Can  we  get  it  passed  here  in  the  Senate? 
You  are  asking  for  a  deficiency  payment  of  $1.30.  You  say  a  2.4  to 
2.8  billion  bushel  crop;  2.6  is  the  midpoint.  A  $1.30  times  2.6  is 
$3,380,000,000,  plus  you  are  going  to  give  them  a  baker's  dozen;  you 
are  going  to  give  them  another  bushel  at  the  port,  so  that  it  is  a  $4 
billion  program. 

Do  you  think  you  can  reasonably  get  that  passed  in  the  Senate? 

Mr.  Rahjes.  If  you  probably  narrowed  it  to  that  supplemental 
income  that  we  are  indicating  we  must  have  to  move  from  where 
we  are  to  a  more  market-responsive  agriculture — if  you  were  to 
limit  it  to  that  section,  it  might  be  difficult. 

But  what  we  are  saying  is  in  our  total  program,  as  we  have  pre- 
sented it  here  this  morning,  we  are  moving  toward  an  expenditure 
which  is  modestly  above  that  which  the  administration  has  indicat- 
ed. 

Hopefully,  the  Senate  would  be  able  to  look  at  it  in  its  entirety 
and  see  that  it  is  not  a  large  budget  exposure  because  we  are 
saying  that  over  a  period  of  years,  it  will  cost  less  each  year. 

Senator  BoscHwrrz.  And  you  feel  the  Acreage  Reduction  Pro- 
gram probably  will  be  another  30  percent? 

Mr.  Rahjes.  For  budget  exposure,  you  mean? 

Senator  Boschwitz.  We  support  acreage  reduction  programs  that 
are  triggered  when  carryover  supplies  exceed  workable  levels. 
What  do  you  see  us  going  into  1986  with? 

Mr.  Rahjes.  We  are  saying  it  should  be  triggered  at  4  percent.  At 
the  present  time  in  wheat,  we  are  at  something  like  7.6,  I  believe. 
So  it  would  trigger,  probably — I  am  not  sure  what  it  would  trigger 
at,  but  it  woula  have  to  be  enough,  certainly,  to  bring  levels  down. 

The  10  p>ercent  that  we  have  seen  in  the  past  years  has  not  been 
successful  in  reducing  stocks. 

Senator  BoscHwrrz.  Four  percent  of  world  utilization  in  wheat. 

Mr.  Rahjes.  Yes. 

Senator  BoscHwrrz.  What  is  the  world  utilization,  and  are  you 
talking  about  only  the  wheat  that  moves  in  international  trade  or 
all  wheat? 

Mr.  Rahjes.  World  utilization. 

Senator  BoscHwrrz.  All  of  it? 

Mr.  Rahjes.  Right. 

Senator  BoscHwrrz.  And  what  is  that? 

[Pause.] 

Senator  BoscHwrrz.  Wheat  production  by  coimtries:  Total  wheat 
production  is  497  in  1984-85—500  million  tons,  roughly.  Utilization 
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is  close  to  100  percent,  so  4  percent  would  be  20  million  tons.  Is 
thatgright? 

Mr.  Rahjes.  That  sounds— I  am  trjring  to  recall  a  figure  of  530 
million  metric  tons,  I  believe,  in  world  utilization.  That  is  the  one 
that  I  have.  I  am  taking  that  from  my  mind. 

Senator  Boschwitz.  20  million  tons  is  750  million  bushels,  rough- 

ly? 

Mr.  Rahjes.  Pretty  close. 

Senator  BoscHwrrz.  And  if  the  carryover  stocks  exceed  that,  I 

What  do  you  believe  the  set-aside  will  have  to  be  in  1986? 

Mr.  Rahjes.  Well,  I  would  only  say  if  we  are  going  to  get  an  ef- 
fective set-aside,  it  has  to  be  more  than  10  percent  because,  effec- 
tively, a  10-percent  set-aside  has  never  worked  to  reduce  produc- 
tion. 

I  am  sorry;  I  would  hesitate  to  make  a  projection  at  this  point. 

Senator  BoscHwrrz.  I  would  submit  that  I  am  afraid  the  loan 
rate  going  from  $3.30  to  $2.97  is  not  going  to  be  enough.  I  am  so 
very  aw€ure  that  we  have  just  lost  an  enormous  amount  of  wheat  on 
the  world  msurket  because  the  Argentines  €ure  selling  it  for  $108  to 
$110  a  ton.  Of  course,  they  €ure  in  the  midst  of  their  harvest  of 
other  crops. 

But  we  would  still  be  a  long  way  off,  I  am  afraid.  A  baker's  dozen 
may  not  be  good  enough. 

Mr.  Rahjes.  It  may  take  more  than  that. 

Senator  BoscHwrrz.  It  may  have  to  be  a  baker's  dozen,  plus 
three. 

Mr.  Rahjes.  Whatever  it  takes,  we  have  got  to  get  tough  in  the 
world  market;  we  recognize  that.  Part  of  the  budget  exposure  there 
could  be  a  vast  reduction  of  our  reserves  down  to  what  we  need  in 
food  protection  for  this  country.  That  is  an  area  that  we  need  to 
look  to  as  a  reduction  of  the  budget  exposure,  which  is  a  tremen- 
dous budget  exposure. 

Senator  BoscHwrrz.  Yes,  I  quite  agree,  between  storage  and  in- 
terest. 

Thank  you  very  much. 

Senator  Ck)CHRAN.  Senator  McC!onnell? 

Senator  McConnell.  Thank  you,  Mr.  Chairman.  I  have  an  open- 
ing statement  here  which  I  would  ask  unanimous  consent  to  be  in- 
cluded in  the  record. 

Senator  Cochran.  Without  objection,  it  is  so  ordered.^ 

Senator  McConnell.  I  am  sorry  that  I  missed  your  testimony, 
but  I  have  a  couple  questions,  if  I  may,  that  I  would  like  to  pro- 
poimd  to  you. 

As  a  wheat  grower  yourself,  I  was  wondering  why  the  position  of 
the  American  Farm  Bureau  with  respect  to  wheat  is  so  different 
from  that  of  the  National  Association  of  Wheat  Growers,  especially 
with  reg€urd  to  the  establishment  of  loan  rates. 

Mr.  Rahjes.  Certainly,  I  cannot  speak  for  the  wheat  growers.  I 
would  only  say  that  as  we  have  discussed  here  previously,  we  are 

— <>H  statement  of  Senator  McConneU. 
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looking  at  the  target  loan  rate  concept,  with  a  deficiency  payment 
providing  a  supplemental  income  for  farmers  for  a  period  of  time. 

As  we  look  into  the  world  marketplace,  the  reserves  that  we  hold 
are  stocks  that  are  held  in  this  country,  and  what  is  depressing  the 
world  market  is  the  fact  that  we  are  at  least  an  attributable  factor 
to  it.  There  are  large  stocks  that  we  are  carrying  over. 

As  we  think  about  the  loan  rates,  again,  we  €ure  depending  upon 
the  deficiency  payment  for  supplemental  income  for  a  period  of 
time  while  we  move  into  the  marketplace  to  get  the  product 
moving  in  the  world  market. 

Now,  the  only  way  we  can  do  that  with  the  doUsur  being  as  pow- 
erful as  it  is  at  this  time  is  going  to  be  a  very  strong  emphasis  on 
exports  and  the  export  title  in  the  farm  bill.  Those,  coupled  togeth- 
er with  the  lowering  of  the  loan  rate,  will  allow  us  to  move  into  the 
world  market.  As  we  have  previously  discussed  here,  even  then  we 
are  going  to  have  to  use  some  bonus  or  some  incentives  to  get  it  to 
move. 

Senator  McConnell.  The  American  Farm  Bureau  advocates  a 
standby  authority  for  acreage  reduction  progrcuns.  Could  it  not  be 
argued  that  an  Acreage  Reduction  Program  imposed  on  American 
wheat  farmers  is  just  a  license  for  Australian  wheat  farmers  to  in- 
crease their  acreage? 

Mr.  Rahjes.  Any  time  that  we  reduce  production  in  any  manner, 
we  do  open  that  possibility.  It  has  been  done  in  the  past,  and  that 
is  another  reason  that  we  have  to  get  our  farmers  in  this  coimtry 
back  on  a  good  financial  base  so  that  they  are  able  to  take  advan- 
tage of  all  opportunities. 

The  acreage  reduction  progrcuns  certainly  could,  and  probably 
would  be  an  incentive  to  other  countries  to  increase  their  produc- 
tion, unless  we  get  into  the  export  markets  with  this  type  of  bonus 
plan  that  we  have  been  talking  about  and  really  compete  with 
them  to  the  point  that  it  would  discourage  them  because  they 
cannot  compete  with  us. 

Senator  McConnell.  Thank  you.  One  final  question:  again,  as  a 
wheat  farmer,  I  do  not  know  if  you  farm  fragile  land,  but  what 
kind  of  Conservation  Reserve  Program  in  terms  of  dollars  and 
cents  would  it  take  for  you  to  take  wheat  land  out  of  production? 

Mr.  Rahjes.  I  think  as  we  think  specifically  of  wheat — of  course, 
on  my  particulsur  farm  we  are  very  diversified,  but  as  we  think  of 
wheat  production,  I  think  a  limitation  would  have  to  be  placed. 

I  am  sure  you  are  referring  to  our  testimony,  are  you  not? 

Senator  McConnell.  Yes. 

Mr.  Rahjes.  Referring  to  our  testimony,  if  I  may  just  come  at 
that  from  a  different  angle,  what  we  would  determine  to  be  fragile 
lands  would  be  that  which  would  be  determined  by  the  Soil  Conser- 
vation Service.  So  it  would  not  be  a  point  of  whether  or  not  we 
could  grow  wheat  on  that  particulsur  land  or  not. 

If  this  land  was  determined  by  the  Soil  Conservation  Service  to 
be  fragile  land,  then  we  could  not  farm  it;  we  could  not  bring  it 
into  production. 

Senator  McConnell.  Thank  you,  sir.  Thank  you,  Mr.  Chairman. 

Senator  Cochran.  Thank  you,  Senator. 
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We  appreciate  your  being  here,  Mr.  Rahjes.  You  have  been  put 
through  the  grinder  this  morning  with  all  these  questions,  have 
you  not?  You  have  done  very  well. 

Mr.  Rahjes.  Well,  thank  you  very  much.  It  has  been  a  real  op- 
portunity for  me. 

Senator  Cochran.  Thank  you  for  cooperating  with  the  committee 
as  you  have. 

Our  next  witness  is  Robert  Wager,  who  is  president  of  the  Ameri- 
can Bakers  Association,  from  here  in  Washington,  DC.  He  also  rep- 
resents the  Retail  Bakers  Association  and  the  Independent  Bakers 
Association. 

Welcome  to  the  committee.  We  are  glad  you  are  here.  We  have  a 
copy  of  your  prepared  statement,  which  we  will  include  in  the 
record  in  its  entirety,  and  we  invite  you  to  make  any  summary 
comments  from  that  which  you  would  care  to  do.  Please  proceed. 

STATEMENT  OF  ROBERT  WAGER,  PRESIDENT,  AMERICAN 
BAKERS  ASSOCIATION,  ALSO  REPRESENTING  THE  RETAIL 
BAKERS  OF  AMERICA  AND  THE  INDEPENDENT  BAKERS  ASSO- 
CIATION 

Mr.  Wager.  Thank  you,  Mr.  Chairman.  I  do  have  a  brief  summa- 
ry of  the  main  points  of  my  statement  and  I  will  proceed  with  that 
at  this  time.^ 

At  the  outset,  we  want  to  state  that  we  have  great  empathy  for 
the  plight  of  the  American  farmer,  and  we  realize  that  we,  as  well 
as  all  Americans,  have  a  need  to  maintain  a  productive  and  effi- 
cient agricultural  economy  for  the  Nation.  We  want  the  Nation's 
farmers  to  have  a  fair  return  on  their  investment,  managerial 
talent,  and  their  labor.  However,  we  believe  that  this  return  should 
come  from  the  market,  not  from  citizens'  tax  dollars. 

We  believe  Congress  should  aim  for  three  goals  in  the  1985  farm 
bill.  One,  commodity  programs  must  become  truly  market-oriented. 
Congress  and  three  successive  administrations  have  claimed  that 
previous  laws  were  market-oriented,  but,  in  fact.  Government  in- 
terference in  the  agriculture  market  has  increased  in  recent  years. 

Now,  Government  must  truly  reduce  its  role  and  allow  market 
signals  to  determine  production  levels  for  major  crops. 

Two,  programs  should  be  designed  and  support  levels  established  in 
the  1985  act  consistent  with  the  objective  of  spending  no  more  than 
$6  billion  per  year  as  an  average  over  time  on  all  commodity  price 
and  income  support  programs. 

Three,  while  Congress  is  reducing  the  Federal  role  in  agriculture, 
we  must  take  care  to  avoid  extreme  swings  in  commodity  prices,  llie 
roUercoaster  prices  of  the  early  seventies  had  a  severe  impact  on 
bakers,  especially  our  small  and  midsized  bakers. 

Government  has  the  responsibility  to  cushion  low  prices  with  an 
economic  safety  net  to  provide  some  stability  for  producers.  At  the 
same  time.  Government  should  provide  some  price  protection  for 
consimiers  against  excessively  high  prices,  which  are  an  economic 
shock  to  business  budgets  and  to  family  pocketbooks. 


'  See  p.  538  for  the  prepared  statement  of  Mr.  Wager. 
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Program  recommendations:  First,  on  loan  rates,  we  recommend 
that  loan  rates  be  brought  into  closer  alignment  with  msurket  con- 
ditions by  adapting  the  soybean  formula  to  wheat.  Under  this  pro- 
posed formula,  the  loan  rate  would  gradually  move  up  or  down 
from  year  to  year  as  prices  rose  or  declined.  This  would  provide 
considerable  stability  for  market  prices,  while  providing  the  price 
flexibility  so  badly  needed  to  compete  abroad. 

Target  prices:  In  this  time  of  severe  budget  stringencv,  target 
prices  must  be  reduced  starting  with  1986  crops  and  should  be 
phased  out  over  the  next  4  years.  Moreover,  payments  should  be 
directed  away  from  large,  prosperous  farmers  who  do  not  need 
them,  and  from  small  producers  who  obtain  most  of  their  income 
from  nonfarm  work,  to  small-  and  medium-sized  farmers  who 
depend  on  farm  income  for  a  living. 

Acreage  reductions:  Four  years  ago,  we  recommended  that  Con- 
gress terminate  authority  for  voluntary  acreage  reduction  pro- 
grams. Our  belief  has  been  strengthened  by  the  lack  of  results 
from  this  program  in  recent  years.  Once  again,  we  urge  that  Con- 
gress end  this  program. 

Reserves:  We  support  the  farmer-owned  reserve  program.  We  be- 
lieve it  has  a  necessary  and  proper  place  among  our  commodity 
programs.  We  recommend  that  it  be  returned  to  its  original  pur- 
poses. To  achieve  this,  CCC  and  farmer-owned  reserve  stocks 
should  be  capped  at  700  million  bushels  of  wheat,  and  the  reserve 
entry  price  limited  by  law  to  no  more  than  5  percent  above  the  cur- 
rent loan  rate. 

At  the  same  time,  the  release  price  should  be  kept  reasonable,  no 
more  than  150  percent  of  the  entry  price.  Correspondingly,  when 
the  reserve  falls  below  300  million  bushels,  the  Secretary  should 
take  measures  to  replenish  reserve  stocks. 

Permanent  repeal  of  the  wheat  certificate  program:  Section  303 
of  the  current  law  suspends  application  of  the  Wheat  Certificate 
Program  until  1986.  This  relic  of  another  era  should  finally  be  ter- 
minated. The  bread  tax  should  be  permanently  repealed.  Until  this 
can  be  done.  Congress  should  act  quickly  on  an  amendment  to  the 
present  law,  or  by  joint  resolution,  to  suspend  all  USDA  activity 
leading  to  a  referendum  on  an  unworkable  program  for  the  1986 
crop  year  and  to  postpone  the  referendum  now  required  by  law  for 
at  least  6  months. 

Mr.  Chairman,  we  appreciate  this  opportunity  to  present  our 
views  to  this  distinguished  panel.  We  will  be  happy  to  try  to 
answer  any  questions  you  may  have. 

Senator  Andrews  [presiding].  Thank  you  so  much.  Good  to  see 
you  again. 

Mr.  Wager.  Good  to  see  you. 

Senator  Andrews.  Let  me  ask  a  question.  How  much  does  $1  in- 
crease in  the  price  of  a  bushel  of  wheat  increase  the  cost  of  a  loaf 
of  bread? 

Mr.  Wager.  We  calculate  that  it  is  about  2  cents. 

Senator  Andrews.  Do  you  find  that  you  have  an  adequate  source 
of  good  quality  wheat  in  the  United  States?  You  never  have  any 
problem  getting  the  right  kind  of  quality  grain? 

Mr.  Wager.  In  recent  years,  there  have  been  very  good  supplies. 
The  protein  has  not  always  been  what  we  would  like  to  see  it,  but 
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we  always  have  found  that  American  wheat  provides  good  quality 
for  the  baking  industry. 

Senator  Andrews.  Senator  Melcher. 

Senator  Melcher.  What  do  you  mean  by  variable  costs? 

Mr.  Wager.  Variable  costs  are  those  costs  of  production  that  are 
not  fixed,  as,  for  example,  the  price  of  seed,  fertilizer,  and  so  on. 

Senator  Melcher.  What  about  interest  rates? 

Mr.  Wager.  I  would  think  that  the  interest  on  the  loan  that  a 
farmer  may  have,  the  mortgage  on  his  land — that  would  be  part  of 
his  fixed  costs. 

Senator  Melcher.  Variable  costs  or  fixed  costs? 

Mr.  Wager.  Fixed  costs. 

Senator  Melcher.  What  about  the  interest  rate  on  his  operating 
loans? 

Mr.  Wager.  I  think  if  it  was  an  operating  expense,  that  would  be 
classified  as  a  variable  cost. 

Senator  Melcher.  You  state  that  Congress  has  raised  the  loan 
rate  above  m€urket-cle€uring  levels  and  substantially  above  variable 
costs.  Now,  you  are  referring  to  which  loan  rate,  $3.30  for  wheat? 

Mr.  Wager.  Where  are  you  reading  from.  Senator? 

Senator  Melcher.  Page  6. 

Mr.  Wager.  We  refer  to  the  current  loan  rate. 

Senator  Melcher.  What  cost  figure  do  you  have? 

Mr.  Wager.  Senator,  this  comes  from  a  USDA  publication  that 
was  a  speech  by  former  Assistant  Secretary  Bill  Lesher  that  he 
made  last  year  when  he  was  describing  the  current  situation  with 
respect  to  the  loan  rates. 

Senator  Melcher.  I  do  not  care  how  you  got  it  or  who  said  it.  It 
is  your  testimony  now.  I  am  asking  what  are  those  variable  costs. 
You  say  they  €ure  substantial.  I  do  now  know  what  substantial 
means  in  this  case. 

I  am  not  sure  from  your  explanation  exactly  what  costs  are  put 
into  variable  costs  let  alone  what  is  substantial? 

I  know  what  you  recommend  on  how  we  work  it  out,  but  what  do 
you  suggest  is  the  difference  between  $3.30  and  the  variable  costs 
that  you  compute?  Is  it  20  cents,  40  cents,  or  what  is  it? 

Mr.  Wager.  I  do  not  have  a  precise  figure.  Senator.  I  would  be 
glad  to  try  to  provide  that  to  the  committee. 

Senator  Melcher.  The  loan  rate  at  $3.30  is  considered  by  every 
land  grant  college  that  has  been  computing  these  costs  as  being 
more  than  a  doUsur  lower  than  the  cost  of  production. 

Mr.  Wager.  Well,  I  think.  Senator,  as  we  have  discussed  before, 
a  lot  depends  upon  how  you  make  those  ccdculations  and  what  you 
include  in  fixed  costs  or  variable  costs.  Depending  upon  the  as- 
simiptions  that  you  make,  you  can  come  out  with  any  figures  that 
you  would  like  to  have,  ana  we  have  seen  that  process  over  the  last 
few  years. 

Senator  Melcher.  That  is  why  we  said  in  one  of  the  farm  bills 
we  passed  that  the  land  grant  colleges  would  submit  their  findings, 
and  that  seemed  to  be  a  fair  way  to  get  at  a  imiform  figure  since 
the  costs  were  all  over  the  lot,  as  you  suggest. 

I  am  telling  you  that  the  wheat  loan  rate  at  $3.30  is  a  dollar-plus 
below  what  these  land  grant  colleges  compute  the  cost  of  producing 
Do  you  want  wheat  to  be  produced?  I  suggest  that  you  do.  You  sug- 
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gest  that  we  ought  to  have  a  continuous  reserve  of  700  million 
bushels.  Is  that  what  you  said? 

Mr.  Wager.  We  said  that  the  reserve  ought  to  be  capped  at  700 
million  bushels. 

Senator  Melcher.  Do  you  want  a  continuous  reserve? 

Mr.  Wager.  Oh,  yes,  we  support  the  farmer-owned  reserve. 

Senator  Melcher.  You  want  a  continuous  reserve.  You  want 
somebody  producing  not  only  what  we  consume  every  year,  but  to 
be  able  to  maintain  that  continuous  reserve.  Are  you  of  the  opinion 
that  with  a  loan  of  $2.70,  the  same  amount  of  wheat  would  be  pro- 
duced? 

Mr.  Wager.  I  am  not  sure  how  much  wheat  would  be  produced 
at  a  loan  rate  of  $2.70. 

Senator  Melcher.  If  the  loan  rate  were  at  $2.70,  there  would  be 
a  whole  lot  less  wheat  produced  over  the  next  3  years  and  we 
might  not  have  the  ability  to  have  this  700  million-bushel  reserve. 

Thank  you. 

Senator  Andrews.  Senator  Heflin. 

Senator  Hefun.  I  have  no  questions. 

Senator  Andrews.  Thank  you  very  much,  Mr.  Wager.  We  appre- 
ciate your  attendance. 

Our  next  witness  is  Sam  Darwin,  the  chairman  of  the  Alabama 
Farm  Bureau  State  Wheat  &  Feed  Grains  Committee,  from  Hunts- 
ville,  AL.  Mr.  Darwin,  it  is  good  to  have  you  here.  Let  me  assure 
you  that  your  entire  statement  will  be  put  in  the  record  as  though 
you  uttered  every  word.  If  it  is  a  brief  statement,  you  may  well 
want  to  give  it  word  for  word. 

Proceed. 

STATEMENT  OF  SAM  J.  DARWIN,  CHAIRMAN,  WHEAT  &  FEED 
GRAINS  COMMITTEE,  ALABAMA  FARM  BUREAU  FEDERATION, 
HUNTSVILLE,  AL 

Mr.  Darwin.  Thank  you,  Mr.  Chairman.  I  appreciate  the  oppor- 
tunity to  come  here  today.  I  want  to  express  our  appreciation  to 
Senator  Heflin,  who  so  ably  spoke  for  agriculture  in  the  State  of 
Alabama,  and  we  are  proud  of  Senator  Heflin's  efforts  on  this  com- 
mittee for  the  efforts  of  Alabama  agriculture. 

Thank  you.  Senator. 

Senator  Hefun.  Thank  you,  sir.  We  need  more  like  you  to  be 
talking  that  way.  [Laughter.] 

Mr.  Darwin.  Mr.  Chairman  and  members  of  this  committee,  my 
name  is  Sam  Darwin.  I  am  chairman  of  the  Wheat  &  Feed  Grains 
Committee  of  the  Alabama  Farm  Bureau  Federation.  I  am  a  full- 
time  farmer  in  Madison  County,  AL,  raising  wheat,  corn,  soybeans, 
oats,  and  cotton.  I  appreciate  the  opportunity  to  come  here  today 
and  express  our  views  on  wheat  and  feed  grains  in  Alabama. 

I  have  been  involved  in  farming  all  my  life  and  I  feel  that  there 
has  never  been  a  time  when  consideration  of  a  farm  bill  has  meant 
so  much  to  the  family  farm  as  the  consideration  of  the  1985  farm 
bill. 

I  will  outline  just  a  few  of  the  concerns  we  have  on  wheat  and 
feed  grains  in  Alabama.  The  target  price  and  loan  rate  system  is  a 
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good  concept.  We  favor  keeping  the  target  prices  and  loan  rates  at 
least  at  present  levels. 

The  target  price  concept  provides  one  of  the  most  valuable  tools 
that  farmers  have  in  current  law  to  keep  Government  actively  in- 
volved in  promoting  and  selling  our  production  in  domestic  and  for- 
eign m€urkets.  It  has  worked  well  and  has  accomplished  what  was 
intended  of  it  from  the  beginning. 

It  has  provided  the  medium  and  small  farmer  with  some  degree 
of  protection  from  forces  beyond  their  control.  The  loan  rate  is  an 
important  marketing  tool  that  at  least  provides  a  floor  under  the 
m€urket.  History  shows  that  the  market  price  seldom  goes  below  the 
loan  rate.  If  the  loan  is  lowered,  it  will  only  mean  lower  market 
prices  for  already  depressed  commodity  prices. 

We  cannot  allow  our  loan  levels  to  be  set  at  the  levels  estab- 
lished by  foreign  products  and  world  markets  which  are  subsidized 
by  foreign  governments.  We  support  maintaining  an  adequate 
safety  net  for  agriculture  which  not  only  ensures  adequate  income 
protection,  but  which  protects  the  diversity  of  production  in  all  re- 
gions of  the  Nation. 

We  also  favor  maintaining  the  $50,000  payment  limitation  with- 
out a  scaled-down  reduction  as  proposed  by  the  administration. 
Any  reduction  in  payment  limitation  would  adversely  affect  the  av- 
erage commercial  family  farm  in  Alabama.  The  average  farmer 
can  stand  no  further  reduction  in  income  at  this  particular  time. 

The  U.S.  trade  policy  is  another  €urea  of  concern  to  us.  A  stag- 
nant world  economy,  U.S.  embargoes,  foreign  trade  barriers,  preda- 
tory trade  practices,  and  macroeconomic  policies  of  the  U.S.  Gov- 
ernment have  severely  eroded  American  markets.  Nations  such  as 
Canada,  the  EEC,  Australia,  and  Argentina  have  used  export  subsi- 
dies in  world  markets  to  gain  a  competitive  advantage.  Recently, 
the  Communist  Chinese  have  increased  their  activity  in  world  mar- 
kets. 

We  would  ask  this  committee  to  use  every  means  possible  to  re- 
store world  m€urkets  to  a  truly  competitive  status.  Tliis  should  in- 
clude the  utilization  of  blended  credit;  the  adequate  fimding  of 
export  credit  in  either  direct  or  guaranteed  loans,  with  favorable 
terms  to  qualified  customers;  the  employment  of  an  export  PK, 
using  surplus  CCC  commodities;  countervailing  duties  on  products 
from  nations  which  employ  predatory  export  practices;  full  utiliza- 
tion of  Public  Law  480,  including  the  authority  to  allow  parent 
for  American  products  in  foreign  currencies;  a  complete  ehmina- 
tion  of  cargo  preference  on  all  agricultural  products;  full  protection 
of  the  sanctity  of  contracts,  except  in  instances  of  true  national 
emergencies. 

We  trust  that  the  Agriculture  Committee  agrees  that  farmers 
should  not  be  expected  to  compete  with  the  subsidies  of  foreign  gov- 
ernments on  the  world  markets.  The  bank  accounts  of  farmers  are 
no  match  for  the  treasuries  of  foreign  governments.  Farmers 
should  not  be  expected  to  compete  with  cheap  labor  in  some  coun- 
tries of  the  world.  We  feel  that  Government  has  a  place  in  agricul- 
ture and  a  responsbility  to  create  a  program  that  will  keep  the  vast 
msgority  of  American  family  farmers  on  the  farm  providing  the 
food  and  fiber  for  this  coimtry. 
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We  are  also  concerned  that  research  at  our  land  grant  university 
at  Auburn  will  be  severely  cut.  We  feel  that  our  universities  must 
continue  to  pursue  research  programs  that  will  address  production 
costs  and  msurket  development  for  wheat  and  wheat  products. 

Wheat  has  become  a  megor  part  of  Alabama's  agricultural  econo- 
my in  recent  years.  We  do  not  have  the  wheat  research  in  Ala- 
bama and  the  Southeast  that  is  needed  to  compete  with  other 
wheat-growing  regions  of  the  world.  We  request  that  at  least  the 
current  funding  levels  be  maintained  because  production  and  utili- 
zation research  must  continue  even  in  times  of  surplus  crops. 

I  would  now  like  to  discuss  the  farming  practices  that  have 
meant  so  much  to  us  in  Alabama.  For  example,  double-cropping 
soybeans  and  wheat  has  become  a  profitable  practice  in  Alaoama 
and  the  Southeast  during  recent  years.  There  €ure  several  combina- 
tions of  double-cropping,  such  as  wheat  and  sorghum  and  wheat 
and  soybeans. 

It  provides  income  from  two  crops  on  the  same  acre  in  1  year. 
Wheat  harvest  in  early  summer  provides  badly  needed  cash  flow. 
This  practice  enables  southern  farmers  to  compete  favorably  with 
other  producing  areas  of  the  United  States  who  €ure  able  to  produce 
higher  yields  at  lower  cost. 

The  economics  of  double-cropping  wheat  and  soybeans  depends 
on  the  price  of  seed  for  the  two  crops,  a  producer's  t3rpe  of  oper- 
ation, and  other  factors.  Many  growers  have  foimd  that  double- 
cropping,  if  properly  managed,  can  return  more  profits  per  acre 
than  a  single  crop  of  soybeans. 

Generally,  the  yield  of  soybeans  following  wheat  has  been  some- 
what less  than  conventionally  planted  soybeans.  Where  reasonably 
good  prices  exist  for  wheat,  however,  the  loss  in  soybean  yield  is 
compensated  by  the  income  from  wheat  and  total  profit  is  greater 
than  fidl-season  soybeans  alone. 

For  example,  a  40-bushel  wheat  crop  that  would  bring  $3.30  per 
bushel  would  net  only  $2.14  per  acre.  A  29-bushel  soybean  crop 
bringing  $5.90  per  bushel  and  planted  after  conventional  land  prep- 
aration would  net  $30.84  per  acre,  for  a  total  income  of  $32.98  from 
the  two  crops.  When  double-cropped,  however,  net  return  is  $50.19, 
even  considering  a  4-bushel  soybean  yield  decrease. 

The  increased  efficiency,  land  utilization  and  economic  potential 
for  double-cropping,  where  growing  seasons  and  land  use  permit  it, 
should  be  considered  when  acreage  reduction  programs  are  being 
developed.  Such  programs  in  the  past  have  failed  to  consider  these 
factors  and  have  been  prejudicial  to  southern  producers. 

We  hope  that  our  views  will  be  helpful  to  you  in  formulating  the 
future  course  of  American  agriculture.  Thank  you  for  your  time, 
and  we  of  the  Alabama  Farm  Bureau  look  forward  to  working  with 
you  and  this  committee  in  the  future. 

Senator  Andrews.  Thank  you  very  much,  Mr.  Darwin,  for  an  ex- 
cellent statement.  We  have  been  talking  about  costs  of  production 
and  the  number  of  crops,  and  you  can  see  why  we  need  that  infor- 
mation in  our  deliberations  when  we  finally  put  together  this  farm 
bill. 

Your  cost  of  production  on  what  in  Alabama,  I  gain  from  your 
statement,  is  about  $3.30  a  bushel? 
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Mr.  Darwin.  These  figures  are  the  average  costs  from  our 
Auburn  University. 

Senator  Andrews.  Now,  does  that  include  the  cost  of  the  land? 

Mr.  Darwin.  No. 

Senator  Andrews.  So  if  you  figured  in  a  land  cost,  what  would 
that  be?  What  does  land  cash-rent  for  down  there? 

Mr.  Darwin.  Well,  it  depends  on  the  areas  of  the  State.  I  am  in 
the  extreme  northern  part  of  Alabama  and  the  rent  is  higher  in 
northern  Alabama  than  it  is  in  southern  Alabama.  But  I  would  say 
on  the  average  cash  rent  in  northern  Alabama  is  about  $50  to  $60 
an  acre. 

Senator  Andrews.  So  on  this  40-bushel  wheat  crop  bringing  $3.30 
a  bushel,  if  you  then  put  in  a  pavment  for  land,  you  would  get  up 
to  a  cost  of  production  of  about  $4.40,  because  you  would  have  an 
additional  dollar  and  a  dime — actually,  $1.20  if  it  is  $50  an  acre 
cash  rent  and  you  get  a  40-bushel  crop. 

So  then  your  cost  of  production  would  be  about  $4.50  a  bushel  of 
wheat. 

Mr.  Darwin.  That  is  right. 

Senator  Andrews.  Is  that  single-crop  wheat,  Mr.  Dcuwin? 

Mr.  Darwin.  Yes,  that  is  single-crop  wheat. 

Senator  Andrews.  Now,  when  you  double-crop  wheat,  do  you 
still  get  40  bushels  per  acre? 

Mr.  Darwin.  Yes,  on  the  wheat,  but  we  take  a  reduction  in  the 
soybean  yield  by  the  fact  that  we  get  them  planted  later.  We  do  not 
get  them  planted  on  time  at  the  recommended  planting  dates  of 
soybeans  and  they  will  not  make  as  much,  and  we  cannot  insure 
them  with  crop  insurance  as  far  as  high  yield. 

In  certain  instances,  if  we  are  late  with  a  wheat  crop,  we  cannot 
insure  them  at  all. 

Senator  Andrews.  In  other  words,  you  have  to  get  them  planted 
at  a  certain  date  in  order  to  get  crop  insurance? 

Mr.  Darwin.  That  is  right. 

Senator  Andrews.  What  kind  of  protein  content  do  you  get  on 
your  wheat? 

Mr.  Darwin.  I  am  not  sure  about  the  protein  content,  but  most 
of  our  wheat  does  go  for  feed  and  pastry  there  in  the  Southeast 

Senator  Andrews.  So  it  is  a  feed  wheat  or  a  pastry-type  wheat, 
not  the  high-protein  wheat. 

What  is  the  growing  time?  When  do  you  generally  plant  that 
wheat  and  when  do  you  harvest  it? 

Mr.  Darwin.  We  plant  in  October  or  November  and  harvest  in 
June. 

Senator  Andrews.  So  you  have  got  close  to  6  months  that  you 
need  to  grow  that  crop  of  wheat? 

Mr.  Darwin.  Yes. 

Senator  Andrews.  Then  if  you  are  double-cropping,  you  go  back 
in  in  Jime  and  plant  the  soybeans? 

Mr.  Darwin.  Yes.  We  plant  the  soybeans  right  behind  the  com- 
bine and  then,  of  course,  they  come  off  in  the  fall,  in  October,  No- 
vember. 

Senator  Andrews.  Then  you  go  back  in  and  plant  wheat  again? 

Mr.  Darwin.  Then  we  go  back  in  and  plant  wheat  again. 
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Senator  Andrews.  Can  you  continue  that  rotation  year  after 
year? 

Mr.  Darwin.  No.  We  have  problems  on  that  and  we  have  run 
into  some  diseases  that  we  were  not  aware  of  and  we  have  had  to 
rotate  and  maybe  put  com  in  the  rotation  for  1  year  and  then  go 
back  the  next  year  with  com. 

Senator  Andrews.  What  kind  of  com  yields  do  you  get,  Mr. 
Darwin? 

Mr.  Darwin.  Well,  of  course,  ours  is  dryland  com.  My  projected 
yield  on  my  place  is  about  90  bushels. 

Senator  Andrews.  What  is  your  cost  of  production  per  bushel  of 
com? 

Mr.  Darwin.  An  acre  of  com  costs  us  about — ^well,  when  I  figure 
my  costs  of  production,  I  am  not  sure  what  the  land  grant  colleges 

fot,  but  I  like  to  figure  land  costs  because  I  do  have  land  payments, 
(ut  I  figure  about  $300  an  acre. 

Senator  Andrews.  So  it  would  cost  you  $300  to  produce  90  bush- 
els of  com,  and  that  includes  the  land  cost. 

Mr.  Darwin.  Yes. 

Senator  Andrews.  So  your  cost  of  production  on  com  is  about 
$3.30  a  bushel? 

Mr.  Darwin.  Right. 

Senator  Andrews.  And  that  is,  of  course,  a  single  crop  a  year. 

Mr.  Darwin.  That  is  a  single  crop. 

Senator  Andrews.  What  do  you  do  with  set-aside  acres?  If  you 
are  in  the  Wheat  Program,  you  have  to  set  aside  20  percent  or  30 
percent,  or  whatever. 

Mr.  Darwin.  Right.  Well,  on  the  set-aside  program,  the  acreage 
requirement  on  wheat  discourages  farmers  from  participating  in 
the  Wheat  Program  if  they  are  in  this  doublecropping  system  be- 
cause they  have  to  leave  that  set-aside  idle,  you  know,  for  the 
wheat  ana  soybeans  both.  So  it  actually  discourages  participation 
in  the  Wheat  Program. 

We  feel  like  that  we  need  this  participation  in  the  Wheat  Pro- 
gram in  the  Southeast  and  we  would  like  to  see  some  consideration 
taken,  you  know,  if  we  have  a  wheat  reduction  program  in  this 
area. 

Senator  Andrews.  But  in  the  case  of  a  set-aside,  if  the  farmer 
was  going  to  double-crop  wheat  or  single-crop  wheat,  that  30  per- 
cent would  have  to  be  covered  with  some  kind  of  cover  crop  or 
grass. 

Even  though  you  get  the  opportunity  to  plant  soybeans  on  the  70 
percent  of  the  land  that  you  have  left,  as  an  alternate  crop  which 

fives  you  additional  income,  it  still  is  not  cost  effective  for  you  to 
ave  a  set-aside  of  30  percent? 

Mr.  Darwin.  Well,  yes,  that  is  right.  But  it  discourages  participa- 
tion in  the  Wheat  Program  in  the  fact  that  a  lot  of  farmers  do  not 
like  to  leave  that  30  percent  out,  you  know,  when  they  could  be 
planting  the  total  30  percent  in  wheat  and  then  come  back  to  the 
soybeans  on  the  same  ground. 

Senator  Andrews.  So  most  of  the  wheat  produced  in  Alabama  is 
produced  outside  of  the  program. 

Mr.  Darwin.  I  think  that  is  right,  in  my  particular  area,  of 
course. 
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Senator  Andrews.  But  having  the  program  in  the  major  wheat- 
producing  areas,  although  Alabama  is  getting  to  be  quite  a  major 
wheat-producing  area — but  having  the  wheat  program  and  partici- 
pation in  it  in  other  areas  helps  maintain  an  adequate  price  level 
in  Alabama. 

Mr.  Darwin.  Right. 

Senator  Andrews.  That  is  why  you  support  the  program? 

Mr.  Darwin.  Right. 

Senator  Andrews.  Thank  you  very  much  again  for  an  excellent 
statement. 

Senator  Melcher. 

Senator  Melcher.  Thanks,  Mr.  Chairman. 

Sam  Darwin,  you  give  good  testimony  and  I  think  you  are  well  in 
command  of  the  facts  and  we  appreciate  it. 

Mr.  Darwin.  Thank  you,  Senator. 

Senator  Andrews.  Senator  Heflin. 

Senator  Hefun.  I  believe  that  the  information  from  my  staff  is 
as  to  the  wheat  programs,  only  5  percent  of  the  farms,  in  effect, 
signed  up  for  the  programs  because  of  the  discouragement  of  the 
double-cropping  relative  to  that  issue. 

Double-cropping — you  drop  in  the  soybeans;  you  lose  4  bushels  an 
acre.  Is  that  one  of  the  reasons  that  historically  in  the  South 
during  the  period  of  the  15th  of  August  on  past  harvest  season,  it  is 
generally  dry  with  very  little  moisture  and  there  is  no  moisture  in 
the  soybeans  as  a  result  of  decreases  in  moisture? 

Mr.  Darwin.  Yes.  As  a  rule,  we  have  severe  heat  stress,  you 
know,  starting  in  July  and  August,  and  that  has  a  detrimental 
effect  on  the  yield  of  soybeans  if  you  wait  until  late  June  or  e€urly 
July  to  plant  them.  That  is  right. 

Senator  Hefun.  Of  course,  the  double-cropping  from  the  view- 
point of— I  do  not  know  how  much  you  do  it  up  north  in  Madison 
County  where  you  live,  but  a  good  deal  of  the  State  is  doing  conser- 
vation tillage  with  soybeans  following  the  wheat  and  they  are 
using  this  practice  which  is  basically  designed  to  try  to  save  soil. 

Do  you  do  a  good  deal  of  conservation  tillage  in  Madison  County? 

Mr.  Darwin.  Yes,  it  is  becoming  a  real  popular  practice. 

Senator  Hefun.  Is  there  much  participating  in  the  farmer-owned 
reserves  in  Alabama. 

Mr.  Darwin.  I  do  not  know  of  any  wheat  that  is  in  the  farmer- 
owned  reserve  in  my  area.  The  farmers  just  never  have  participat- 
ed in  it.  I  do  not  think  there  is  a  lot  of  participation  in  the  south- 
ern part  of  the  State  either. 

Senator  Hefun.  I  do  not  believe  that  there  is  much,  as  far  as  I 
can  tell.  I  believe  that  is  all. 

Senator  Andrews.  Thank  you,  Senator.  And,  again,  thank  you, 
Mr.  Darwin.  We  appreciate  your  taking  the  time  to  come. 

Mr.  Darwin.  Thank  you. 

Senator  Andrews.  Our  next  witness  is  V.B.  Morris,  who  is  the 
national  secretary  of  the  American  Agriculture  Movement. 

Mr.  Morris,  good  to  have  you  here.  Let  me  again  assure  you  that 
your  statement,  which  we  have  a  copy  of,  will  be  included  in  the 
record  in  its  totality,  if  you  would  like  to  summarize  it.^ 


'  See  p.  r>41  for  the  preimreil  statement  of  Mr.  Morris. 
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STATEMENT  OF  V.B.  MORRIS,  NATIONAL  SECRETARY,  AMERICAN 
AGRICULTURE  MOVEMENT 

Mr.  Morris.  Well,  Senator,  let  me  say  that  once  again,  we  are 
pleased  to  be  here  before  you  all  and  discuss  the  writing  of  a  new 
farm  program. 

My  name  is  V.B.  Morris.  I  am  national  secretary  of  the  Ameri- 
can Agriculture  Movement.  My  brother  and  I  do  farm  in  the  Texas 
Panhandle.  We  have  a  very  diversified  farming  operation  where  we 
raise  wheat,  com,  and  grain  sorghum,  as  well  as  several  head  of 
stocker  cattle. 

Our  operation  is  mostly  irrigated  land  and  we  do  have  a  small 
feedlot  there  where  we  do  some  finishing  work. 

For  the  past  6  years,  the  American  Agriculture  Movement  has 
presented  enough  testimony  to  fill  a  unit  train.  We  have  repeatedly 
predicted  the  economic  collapse  in  agriculture,  with  the  current 
and  previous  administrations  ignoring  this  situation. 

There  is  not  much  comfort  in  being  right  when  your  own  indus- 
try has  gone  belly-up,  but  our  previous  testimony  has  proven  we 
were  right  and  the  economists  and  politicians  were  wrong. 

Senator,  we  sit  before  the  most  powerful  committee  in  the  most 
powerful  political  body  in  the  world.  You  might  not  think  so,  but 
everyone  in  here  and  all  over  the  world  likes  to  eat. 

Food  has  been  used  as  a  political  weapon  throughout  the  world 
and  the  farmers  of  this  country  have  been  the  ones  taking  the 
brunt  of  it.  We  feel  like  not  only  the  Wheat  Program,  but  all  the 
programs  implemented  here,  should  have  a  mandatory  supply  man- 
agement program  implemented  with  no  exemptions. 

We  feel  like  the  loan  rate  should  be  set  at  least  at  the  cost  of 
production,  which  is  somewhere  around  70  percent  of  parity.  We 
think  that  with  the  sophisticated  systems  of  technology  we  have  at 
this  time,  the  ability  to  predict  domestic  as  well  as  strategic  re- 
serves and  worldwide  needs — we  can  raise  whatever  number  of 
acres,  pounds  or  bushels  we  need  in  the  coimtry  through  our  ASCS 
system. 

There  is  no  need  in  the  American  farmer  taking  the  brunt  and 
being  forced  to  take  the  entire  debt  load  of  the  world  on  their 
shoulders,  and  this  is  exactly  what  has  happened.  We  are  forced  to 
sell  at  $2,  $3,  $4  below  the  cost  of  production. 

It  will  not  continue  that  way;  the  farmers  will  not  be  able  to  con- 
tinue producing  at  the  present  pricing  structure.  We  know  that 
there  is  less  than  4  cents  of  wheat  in  a  pound  loaf  of  bread.  If  you 
doubled  the  price  to  the  farmer,  that  would  not  raise  a  loaf  of 
bread's  cost  more  than  10  cents. 

We  feel  the  American  people,  the  consumers,  would  be  more 
than  willing  to  pay  that  little  extra  cost  to  be  guaranteed  a  stable 
food  supply.  We  feel  like  the  present  food  supply  has  been  taken 
for  granted.  Our  millers,  consumers  and  everyone  have  taken  this 
bountiful  crop  that  the  farmers  have  grown  and  it  has  actually 
been  taken  for  granted  and  we  have  been  forced  to  take  the  entire 
debt  load  on  our  shoulders. 

At  this  time,  I  would  be  glad  to  answer  any  questions  you  might 
have. 
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Senator  Andrews.  Thank  you  very  much,  Mr.  Morris,  for  an  ex- 
cellent statement.  We  have,  of  course,  the  AAM's  farm  bill  propos- 
al. 

What  is  your  cost  of  production  for  wheat  in  your  area  of  Texas? 
What  does  it  cost  you  to  produce  a  bushel  of  wheat? 

Mr.  Morris.  Believe  it  or  not,  even  under  irrigation  conditions,  it 
will  cost  us  around  $4.40  a  bushel  to  $4.60  to  $4.80  to  raise  it. 

Senator  Andrews.  That  includes  the  land  costs? 

Mr.  Morris.  That  includes  land  costs,  fertilizer,  irrigation  costs, 
all  our  fixed  and  variable  costs. 

Senator  Andrews.  You  know,  the  thing  that  rankles  me  as  a 
wheat  farmer  myself  is  to  continually  hear  that  somehow  or  an- 
other, we  farmers  are  too  high  priced.  We  buy  these  big  tractors 
and  our  cost  of  production  is  so  high;  that  is  why  we  do  not  sell  our 
grain. 

But  in  Europe,  they  support  the  price  of  wheat  from  $6.50  to  $11 
a  bushel. 

Mr.  Morris.  That  is  very  true. 

Senator  Andrews.  Japan  is  going  to  have  a  $37  billion  trade  sur- 
plus with  us  this  year.  I  guess  they  produce  Toyotas  and  Hondas 
that  a  number  of  Americans  like  to  buy.  But  they  support  their 
price  of  wheat  at  $27.90  a  bushel  over  there.  The  Soviet  Union  has 
a  cost  of  production  of  in  the  neighborhood  of  $10  or  $11  per  bushel 
of  wheat. 

You  know,  one  of  the  things  we  can  do  here  is  we  produce  that 
basic  necessity  of  life,  food,  at  less  than  anyplace  else,  with  the  ex- 
ception of  the  Australians  and  the  Argentines  and  perhaps  the  Ca- 
nadians. 

The  Canadians'  cost  of  production,  and  the  Australians'  as  well, 
is  close  to  ours.  The  problem  is  while  our  farm  families  can  com- 
pete with  farm  families  anjnvhere  in  the  world,  they  cannot  com- 
pete with  other  govemmente,  and  that  is  what  we  run  into. 

The  other  problem,  as  I  see  it,  is  the  fact  that  we  look  at  these 
farm  price  support  programs  and  we  talk  about  farm  problems.  Jn 
our  country,  we  ought  to  be  talking  about  the  agricultural  opportu- 
nity. 

We  have  got  120  have-not  nations.  Third  World  powers  that  des- 
perately need  food.  You  can  see  on  television  what  is  happening— 
the  tragedy  in  Ethiopia,  the  Sahel,  Latin  America.  A  lot  of  that 
fuss  in  Central  America  is  coming  about  because  people  are 
hungry,  and  now  we  are  trying  to  remedy  it  with  bullets  and  bayo- 
nets when  food  would  have  been  a  better  answer. 

The  great  strength  that  we  have,  and  I  have  observed  this  when 
I  have  been  in  other  countries,  is  our  food  production.  Yet,  we  get 
all  bound  in  this  idea  of  building  MX's  and  one  thing  and  another. 
These  other  countries  that  are  looking  for  direction,  wondering 
which  of  the  superpowers  to  go  with,  are  not  that  impressed  by  the 
fact  that  we  can  land  a  man  on  the  Moon  or  blow  the  world  up  10 
times  over. 

They  are  impressed  with  the  fact  that  we  can  feed  our  people 
and  have  a  lot  left  over  at  a  reasonable  price.  That  is  why  I  appre- 
ciate your  statement  because  it  points  out  the  unique  contribution 
that  American  farm  families  make  to  our  Nation,  and  I  think  we 
ought  to  continue  to  say  just  that. 
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You  mention  the  fact  that  farm  price  supports  should  begin  to 
increase,  and  it  goes  up  to  90  percent  of  parity.  TTiat  would  be  sig- 
nificantly above  the  cost  of  production,  as  you  describe  it  to  me. 

Mr.  Morris.  Well,  90  percent  of  parity;  yes,  sir,  it  would  be  above 
the  cost  of  production.  That  would  actually  allow  the  farmer  to 
have  a  profit,  if  that  were  ever  to  be. 

Senator  Andrews.  At  90  percent  of  p€uity,  that  is  in  the  neigh- 
borhood of  about  $6  a  bushel. 

Mr.  Morris.  A  little  over  $6. 

Senator  Andrews.  A  little  over  $6,  so  a  farmer  would  have  a 
profit,  based  on  your  own  figures,  in  the  neighborhood  of  $1.60  a 
bushel,  which  would  be  a  profit  of  25  percent  or  so.  Most  manufac- 
tured products  coming  out  of  the  automobile  factories  and  the  rest 
carry  a  25-percent  profit,  as  I  recall,  do  they  not? 

Mr.  Morris.  Pretty  close.  Most  industries  figure  15  to  25  percent. 

Senator  Andrews.  So  what  you  are  advocating  is  that  the 
margin  of  profit  in  agriculture  be  comparable  to  the  margin  of 
profit  in  industry? 

Mr.  Morris.  I  think  it  should  be. 

Senator  Andrews.  Thanks  again  for  an  excellent  statement,  sir. 
We  appreciate  your  appearance  here. 

Mr.  Morris.  Thank  you,  sir. 

Senator  Andrews.  Our  next  witness  is  Marsha  Jones,  of  the  Na- 
tional Women  Involved  in  Farm  E!conomics.  She  is  the  Wheat  Com- 
modity Chairwoman  from  Grover,  CO. 

Ms.  Jones,  we  are  glad  to  have  you  before  the  committee.  You 
can  proceed.  Let  me  assure  you  that  your  statement  will  be  in  the 
record  in  its  entirety.^  You  can  summarize  it  in  any  way  you  wish. 

STATEMENT  OF  MARSHA  JONES,  NATIONAL  WHEAT  COMMODITY 
CHAIRWOMAN,  WOMEN  INVOLVED  IN  FARM  ECONOMICS, 
GROVER,  CO 

Ms.  Jones.  Mr.  Chairman  and  members  of  the  committee,  I 
would  like  to  thank  you  for  giving  me  the  opportunity  to  address 
this  committee.  I  am  Marsha  Jones  and  I  represent  National 
Women  Involved  in  Farm  Economics,  WIFE.  I  am  the  National 
Wheat  Commodity  Chairman,  elected  by  the  wheat  producers  of 
WIFE  from  22  State  associations. 

My  husband  and  I  farm  and  ranch  in  northeastern  Colorado.  I 
am  an  active  producer  that  participates  in  our  wheat  cropping  pro- 
cedure. The  Wheat  Program  that  will  be  written  into  the  Agricul- 
tural Adjustment  Act  of  1985  is  of  utmost  importance  to  the  surviv- 
al of  the  American  wheat  producers,  their  communities  and  our 
Nation's  economy. 

WIFE  feels  that  a  cheap  food  policy  at  the  expense  of  the  produc- 
er cannot  go  on  any  longer.  The  American  consumer,  a  title  which 
includes  farmers,  who  are  the  largest  consumer  in  this  Nation,  has 
the  cheapest,  most  bountiful  supply  of  food  in  the  world. 

If  wheat  were  $6  a  bushel,  a  pound  of  wheat  would  cost  a  thin 
dime.  That  would  make  the  wheat  in  a  loaf  of  bread  worth  8  cents. 


^  See  p.  542  for  the  prepared  statement  of  Ms.  Jones. 
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A  1-pound  loaf  of  bread  would  cost  58  cents,  up  4  cents  from  the 
cost  of  a  loaf  of  bread  in  1983. 

In  1983,  the  total  price  spread  between  the  farm  and  the  retail 
store  for  a  loaf  of  bread  costing  54.2  cents  was  49.1  cents,  a  record 
high. 

The  administration's  proposal  for  the  Agricultural  Act  of  1985  is 
claiming  that  a  market-oriented  program  will  permit  the  U.S. 
farmer  to  challenge  his  competitors  in  world  markets.  But  every 
time  a  bushel  of  wheat  is  sold  at  home  or  abroad  for  less  than  it 
costs  to  produce,  we  are  giving  away  the  real  wealth  of  our  Nation. 

WIFE  would  like  the  wheat  producer  to  be  able  to  enter  into  a 
fair  market  system,  but  we  cannot  compete  with  the  treasuries  of 
other  nations  who  highly  subsidize  their  producers.  We  cannot 
compete  with  governments  who  must  export,  and  will  do  so  at  any 
price. 

If  we  are  to  become  a  market-oriented  supplier  and  sell  our 
wheat  at  world  prices,  the  Government  must  share  the  cost.  We 
feel  that  until  the  wheat  producer  of  the  United  States  has  re- 
gained a  larger  share  of  the  world  market,  a  supply  management 
system  must  be  implemented.  It  must  be  a  mechanism  that  truly 
will  reduce  production  at  the  marketplace. 

WIFE  supports  a  bushel  allotment  to  control  production.  A 
bushel  allotment  reduction  should  not  be  left  to  the  discretion  of 
the  Secretary  of  Agriculture,  who  is  far  too  vulnerable  to  pressures 
from  Cabinet  officials.  State  Departments,  and  social  groups,  but 
should  be  based  on  a  scale  contingent  upon  an  annual  review  of 
actual  carryover  wheat  stocks. 

WIFE  opposes  the  caps  proposed  by  the  administration  and  feel 
they  would  make  any  reduction  program  ineffective  by  eliminating 
incentives  for  larger  producers  to  participate.  WIFE  supports  a 
target  price  that  will  reflect  a  realistic  cost  of  production,  plus  a 
proflt,  with  an  escalating  clause  using  the  cost  of  living  index. 

A  standard  of  economy  must  develop  in  which  when  the  product 
of  an  hour  of  labor  in  agriculture  will  trade  for  an  hour  of  labor  in 
any  other  sector  of  the  economy.  In  developing  the  Agricultural 
A4]ustment  Act  of  1985,  a  system  of  price  and  income  protection  to 
avoid  disaster  for  the  Nation's  producers  must  be  formulated. 

Loan  rates  must  be  set  at  a  realistic  cost  of  production  not  less 
than  75  percent  of  p£uity.  WIFE  supports  a  normal  crop  acreage  as 
a  requirement  for  support  prices,  loan,  target  and  disaster.  A  con- 
stant and  consistent  NCA  is  necessary  to  implement  an  efficient, 
fair,  and  realistic  Reduction  Program  in  years  when  the  carryover 
stocks  signal  the  reduction  is  needed. 

Reserves  were  designed  to  assure  a  constant  food  supply.  This  re- 
serve must  be  farmer-held  and  the  farmer  must  receive  adequate 
storage  payments. 

WIFE  supports  the  Public  Law  480  Program.  It  has  proven  to  be 
an  effective  program  for  foreign  assistance  to  underdeveloped  coun- 
tries, plus  has  assisted  in  developing  long-term  markets  for  our 
wheat  producers. 

WIFE  recommends  that  funding  be  increased  and  that  flour  and 
other  byproducts  from  alcohol  fuels  be  added.  If  we  are  to  become 
market-oriented,  the  markets  have  to  be  developed. 
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The  U.S.  Government  has  weakened  our  export  markets  by  sin- 
ghng  out  agriculture  with  real  and  implied  embargoes.  We  recom- 
mend the  reauthorization  of  embargo  protection  provisions  adopted 
in  the  1981  farm  bill. 

WIFE  has  diligently  worked  in  Washington  during  the  writing  of 
the  last  two  farm  bills.  We  appreciate  the  opportunity  to  partici- 
pate in  the  governmental  process.  Our  goal  is  a  strong  agricultural 
economy,  which  would  create  a  strong  national  economy. 

We  understand  the  task  you  have  in  writing  this  complex  piece 
of  legislation  and  we  know  you  will  remember  that  it  could  either 
make  or  break  the  American  farm  family  as  our  Nation's  food  pro- 
ducer. 

Thank  you  for  your  interest  in  the  welfare  of  American  agricul- 
ture. 

Senator  Pryor  [presiding].  Thank  you  very  much.  I  am  Senator 
Pryor  from  Arkansas  and  I  am  here  to  relieve  Senator  Andrews. 
We  are  very  appreciative  of  your  testimony  this  morning  before  the 
committee. 

I  would  just  like  to  say  as  one  Senator  from  Arkansas  that  I 
strongly  applaud  the  efforts  of  your  organization.  You  have  a  very, 
very  fine  chapter  in  our  State  of  Arkansas  and  they  are  extremely 
active.  They  have  been  a  very  positive  force  in  articulating  and  ex- 
pressing the  views  of  farmers  of  all  walks  of  life,  and  especially 
during  this  time  of  agricultural  crisis  and  organization  like  your 
own,  I  think,  certainly  has  never  been  more  needed  than  it  is 
today. 

We  know  that  you  have  worked  very  hard  and  that  you  are  com- 
mitted to  the  involvement  of  trying  to  help  the  farmers  through 
this  crisis,  and  we  are  very,  very  appreciative  of  your  statement 
this  morning.  Thank  you  very  much  for  coming. 

Now,  we  have  Walter  Adams  and  George  Levin.  Do  we  have  Mr. 
Levin? 

Mr.  Levin.  Yes. 

Senator  Pryor.  Mr.  Levin,  just  come  forward  if  you  would  like. 
We  will  just  have  both  of  you  gentlemen  together,  if  that  is  all 
right. 

Mr.  Adams  is  a  wheat  producer  from  Sharon,  OK.  Mr.  Levin  is 
chairman  of  the  board  of  the  Independent  Stockgrowers  of  Amer- 
ica, from  Sturgis,  SD.  Sir,  if  you  do  not  mind,  just  sit  right  here 
and  we  will  ask  Mr.  Adams  if  he  would  give  his  statement  first. 

We  welcome  both  of  you  gentlemen  before  the  committee  this 
morning. 

STATEMENT  OF  WALTER  ADAMS,  WHEAT  PRODUCER, 
SHARON,  OK 

Mr.  Adams.  Thank  you  for  giving  me  this  opportunity  just  as  an 
independent  farmer  to  give  testimony  here.  I  do  belong  to  several 
farm  organizations  and  several  of  them  reflect  my  views,  but  they 
do  not  all,  of  course.  That  is  why  we  are  having  these  hearings,  I 
guess. 

You  are  used  to  hearing  experts  testify.  I  consider  myself  an 
expert  in  growing  wheat  and  cattle.  I  do  not,  however,  consider 
myself  an  expert  in  marketing  my  commodities.  I  feel  in  the  past 
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that  when  this  farm  bill  legislation  was  discussed,  the  experts  that 
did  testify  from  the  academic  world,  exporters,  processors,  and 
even  sometimes  the  farm  organizations,  did  not  have  my  best  inter- 
ests at  heart. 

We  hear  a  lot  about  free  trade  and  world  market  prices.  I  have 
an  opinion  about  free  trade,  but  I  am  probably  not  very  knowledge- 
able about  all  the  ramifications  of  it.  However,  I  am  extremely 
knowledgeable  about  world  market  prices,  as  they  are  posted  every- 
day in  my  elevator. 

The  radio  just  bombards  me  constantly  with  reports  from  the 
Chicago  Board  of  Trade  about  the  prices.  I  know  little  about  Keyn- 
esianism,  monetarism  or  supply  side  economics  theories,  but  I  do 
know  that  the  strong  dollar  puts  a  35-percent  export  tax  on  my 
wheat. 

Back  to  the  overworked  phrases  "free  trade"  and  "world  market 
prices,"  these  words  are  considered  sacred  by  three  groups  of 
people  most  of  the  time  and  one  group  all  the  time.  First,  the  ex- 
porters; they  want  cheap  commodities,  trade  in  large  volumes.  Tlie 
processors  want  them  to  sell  in  large  volume,  and  the  consumer,  of 
course,  naturally,  wants  to  buy  as  cheaply  as  possible. 

These  three  groups  believe  in  free  trade  to  a  point.  That  point 
was  reached  in  the  seventies  with  high  prices  in  almost  all  com- 
modities. Beef  prices  were  frozen,  soybeans  embargoed,  wheat  load- 
ing stopped  by  dock  workers  and  embargoed  by  Government.  Free 
trade  apparently  works  fine  until  it  works  too  well. 

A  fourth  group  is  from  academia.  They  seem  to  favor  free  trade 
all  the  time.  College  professors  love  to  expound  on  theories  as  long 
as  they  do  not  affect  their  salaries.  The  U.S.  economists  who  are  so 
vocal  about  free  trade  and  market-clearing  prices  apparently  have 
no  counterparts  in  Europe  or  Japan. 

These  countries,  with  a  living  memory  of  hunger,  still  associate 
food  with  farmers.  They  have  no  intentions  of  making  their  farm- 
ers compete  with  the  world  prices  of  commodities.  These  rich  in- 
dustrialized countries  refuse  to  let  world  prices  dictate  the  internal 
prices  of  their  farmers'  production.  They  apparently  realize  that 
the  so-called  world  market  is  really  a  dumping  ground  for  surplus 
commodities. 

Our  family  farmers  are  the  envy  of  the  world;  our  30-acre  tobac- 
co farmer  in  the  Southeast,  our  40-acre  truck  garden  farmer  in  the 
Northeast,  our  400-acre  com  and  soybean  farmer  in  the  Midwest, 
and  our  4,000-acre  family  farmer  growing  wheat  in  the  Great 
Plains  are  indeed  the  envy  of  governments  around  the  world. 

Of  his  total  grain  production,  the  U.S.  wheat  farmer  exports  two- 
thirds,  the  soybean  farmer  almost  one-half,  and  the  com  farmer 
almost  one-third  to  feed  a  hungry  world.  Farmers  provide  20  per- 
cent of  the  gross  national  product.  Yet,  we  spend  1  percent  of  our 
Federal  budget  on  price  supports  to  compensate  farmers  when  the 
marketplace  fails  them. 

Most  governments  would  probably  consider  this  a  bargain.  Many 
people,  with  the  encouragement  of  U  SDA,  are  calling  these  expend- 
itures obscene.  Remember,  these  are  subsidies  targeted  to  the 
family  farmer  to  keep  him  healthy. 

Our  Government  has  spent  billions— I  think  it  is  in  the  neighbor- 
hood of  $7  billion— of  U.S.  tax  dollars  to  help  other  countries  devel- 
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op  their  agricultural  economy.  This  is  done  by  encouraging  small 
family  farms,  not  big  farms. 

We  see  social  unrest  in  Central  and  South  America  because  the 
land  is  in  the  hands  of  a  few.  And  Russia,  with  her  huge  state 
farms,  buys  grain  from  the  U.S.  family  farmer.  Bigger  is  not  neces- 
sarily better.  Look  at  how  retailing  has  changed.  Small  grocery 
stores  are  coming  back  in  the  form  of  quick  stops.  The  new  shop- 
ping malls  are  filled  with  many  small  shops. 

Do  not  listen  to  everyone  who  says  bigger  is  better.  Do  not  listen 
to  the  economics  professor  with  his  head  in  the  clouds  trying  to 
predict  things  of  the  Earth.  Listen  to  the  farmer. 

Do  not  listen  to  the  Department  of  Agriculture,  filled  with  people 
from  the  ranks  of  processors  and  exporters.  Listen  to  the  farmer. 
Do  not  listen  to  the  President,  with  his  view  of  large  California  ag- 
riculture operations  that  are  totally  unlike  any  other  in  the  coun- 
try. Listen  to  the  farmers. 

Listen  to  the  farmers  who  produce  the  40  percent  of  American 
agriculture  that  is  exported  at  world  prices.  According  to  USDA, 
only  40  percent  of  American  agriculture  is  in  trouble. 

Now,  these  two  groups  of  farmers  are  one  and  the  same,  and 
these  farmers  are  telling  you  the  system  is  not  working  and  it  is 
killing  them.  We  have  lowered  the  domestic  price  for  food  in  the 
last  30  years  from  30  to  15  percent,  or  less  than  15  percent,  of  the 
average  U.S.  worker's  take-home  pay.  We  cannot  lower  our  prices 
further.  In  fact,  we  could  double  the  wheat  price  and  not  bring  the 
price  of  bread  up  very  much. 

Gentlemen,  please  help  me  preserve  this  unique  food-producing 
unit,  the  family  farm.  I  am  not  greedy,  but  I  am  selfish.  I  want  to 
see  my  children's  children,  not  Tenneco  or  Cargill,  farm  this  third 
generation  family  farm. 

Senator  Pryor.  Thank  you  very  much,  Mr.  Adams.  Mr.  Adams,  I 
want  to  extend  to  you  the  apologies  of  Senator  Boren  of  Oklahoma, 
who  is  a  very  fine  member  of  this  committee.  He  is  at  another  com- 
mittee at  this  time,  and  we  do  appreciate  your  coming  and  I  know 
he  was  very  sorry  that  he  could  not  be  here  to  personally  introduce 
you  before  the  committee  this  morning. 

You  have  brought  up  something  here  that,  to  me — I  do  not  know 
a  great  deal  about  this,  but  you  have  brought  up  the  fact  that  you 
are  knowledgeable  about  world  market  prices  of  this  nature. 

I  think,  today,  we  expect  our  farmers  not  only  to  be  efficient  pro- 
ducers, which  you  are,  but  also  to  be  knowledgeable  of  all  of  the 
world  market  prices  and  trends  and  changes  almost  on  a  daily 
basis — almost  more  than  one  farm  family  can  comprehend.  I  ap- 
plaud you  for  being  knowledgeable  about  those. 

Does  the  Crop  Reporting  Service  of  the  U.S.  Department  of  Agri- 
culture— do  you  think  that  this  helps  or  hurts  a  farmer  such  as 
yourself,  I  guess,  especially  in  the  area  of  commodities  such  as 
wheat? 

Some  think  that  this  only  benefits  the  traders  rather  than  the 
farmers,  and  since  you  are  a  family  farmer,  I  would  like  to  hear 
your  comments. 

Mr.  Adams.  Well,  I  really  have  mixed  emotions  about  it.  Any- 
time they  come  out,  they  affect  trade  so  much  that  they  will  not 
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even  release  the  information  before  the  commodity  ceases  trading 
for  the  day. 

The  private  companies  have  their  own  reporting  systems;  all  of 
them  do,  all  of  these  private  grain-trading  companies  and  commodi- 
ty-trading companies.  So  I  really  have  mixed  emotions  about  it.  I 
oo  not  know.  I  feel  like  sometimes  the  reports  hurt  us. 

It  seems  like  most  of  the  information  that  has  been  coming  out 
for  the  last  few  years  does  hurt  us. 

Senator  Pryor.  I  was  involved  in  a  political  campaign  this  last 
year.  During  the  fall,  I  was  at  one  farmers'  machine  tool  shop  and 
we  had,  I  guess,  400  farmers  in  the  shop  on  a  rainy  October  after- 
noon. 

Many  of  the  farmers  there  expressed  a  deep  concern  and  worry 
about  the  Chicago  Board  of  Trade  not  really  being  an  instrument 
of  help,  but  rather  sometimes  hindering  in  their  trading  policy  the 
ultimate  price  that  that  farmer  would  receive  for  his  commodities. 

I  wonder  if  you  would  like  to  make  any  comments  on  your  feel- 
ings about  the  board  of  trade  and  the  way  prices  are  set  or  the  way 
that  commodities  are  traded.  Do  you  think  this  has  a  good  or  an 
adverse  impact  on  American  agriculture,  especially  farm  families? 

Mr.  Adams.  Well,  I  have  some  strong  feelings.  I  feel  it  is  detri- 
ment€d  to  the  family  farmer.  The  price  at  my  elevator  every  day  is 
based  on  the  close  at  the  Chicago  Board  of  Trade.  Now,  they  may 
move  it  up  or  down  or  change  their  bases,  but  it  is  based  on  the 
way  it  closes. 

What  determines  that  price  that  day  is  not  necessarily  supply  or 
demand,  but  what  someone  thinks  supply  or  demand  is.  Also,  it  re- 
flects the  number  of  trades  that  were  made  that  day.  If  that  day, 
for  some  reason  or  other — and  I  do  not  understand  that  much 
about  it,  but  I  do  know  that  if  they  sell  a  whole  bunch  of  commodi- 
ty on  the  board  of  trade,  the  price  goes  down  that  day  and  my 
market  price  follows  it. 

Now,  I  realize  that  they  do  not  change  supply  or  demand,  so  if  it 
does  get  out  of  line,  it  will  eventually  come  back.  But  if  I  have  to 
sell  my  wheat  on  a  day  that  there  were  some  rumors  started — and 
this  happens  quite  often — and  people  traded  those  rumors,  a  lot  of 
the  small  traders  follow  the  big  traders. 

So  you  get  a  rumor  started,  whether  it  is  true  or  untrue,  and  it 
will  adRfect  the  price  that  day.  And  if  I  have  to  sell  my  wheat  or  my 
cattle  the  day  that  someone  started  a  rumor  and  got  some  prices 
changed  so  they  could  make  some  profits  on  the  Chicago  Board  of 
Trade  and  it  drops  my  price  10  cents,  they  hurt  me. 

I  may  be  lucky  and  get  in  when  it  has  gone  up,  but  I  do  not 
think  so.  It  is  like  Mr.  Hetherington,  who  is  the  director  for  the 
Commodity  Futures  Trading  Commission,  said  you  have  got  to  re- 
member that  the  people  who  want  the  prices  down  use  the  Chicago 
Board  of  Trade,  the  processors  and  the  exporters. 

The  farmers  do  not  use  the  Chicago  Board  of  Trade,  so  it  does 
not  go  the  way  they  want  it  to  go.  I  really  believe  that  as  soon  as 
the  smoke  clears  on  this  farm  hill,  I  really  hope  this  committee 
would  investigate  the  trading  practices  and  stop  this  speculative 
short  selling  in  the  Chicago  Board  of  Trade. 

They  can  sell  a  commodity  they  do  not  have  and  drive  the  prices 
down  and  I  do  not  think  it  is  fair.  I  think  if  that  one  thing  was 
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eliminated  and  some  other  unfair  trading  practices,  it  would  really 
help  the  family  farmer. 

Senator  Pryor.  Well,  back  to  my  visit  in  the  machine  shop,  I 
made  a  political  commitment  that  I  was  going  to  bring  the  Chicago 
Board  of  Trade  chairman  back  to  this  same  machine  shop  and  I 
was  going  to  let  the  farmers  have  at  him  and  say  anything  that 
they  wanted  to  because  they  have  never  had  the  opportunity  to — I 
do  not  want  to  say  confront,  but  at  least  to  question  the  chairman 
of  the  Chicago  Board  of  Trade. 

On  April  10,  he  is  coming  back  and  he  is  going  to  that  machine 
shop.  I  do  not  know  whether  that  place  is  going  to  hold  all  the 
farmers  that  are  going  to  be  interested  in  meeting  this  gentleman 
or  not.  But,  he  has  consented  to  accept  our  invitation  and  he  is 
going  to  go.  I  think  it  will  be  a  good  airing  of  views.  It  will  allow 
them  to  ask  questions  and  to  present  their  point  of  view. 

Something  else  that  you  keep  coming  back  in  your  statement 
and  saying  is  listen  to  the  farmer,  and  I  want  to  thank  you  for 
that.  You  are  expressing  a  philosophy  that  I  have.  Especially  at 
this  time,  we  have  got  to  listen  to  the  farmer. 

I  think  it  was  this  statement  or  the  previous  statement  that 
talked  about  1  to  iy2  percent  of  the  budget  is  going  into  basical- 
ly  

Mr.  Adams.  Price  supports. 

Senator  Pryor.  Price  support  programs.  I  think,  in  my  opinion, 
this  is  a  great  bargain  that  the  American  people  have. 

Mr.  Adams.  Yes. 

Senator  Pryor.  Like  you  say,  it  is  the  envy  of  the  world. 

We  are  so  very  appreciative  of  you  coming  here  today  all  the  way 
from  Oklahoma.  Of  course,  this  will  be  a  permanent  part  of  our 
record  here  on  the  farm  bill,  and  we  have  got  a  tough  job  in  trying 
to  meet  all  the  challenges  in  coming  up  with  the  writing  of  this 
particular  piece  of  legislation. 

Mr.  Adams.  I  have  some  other  questions.  Could  I 

Senator  Pryor.  Certainly,  but  I  may  not  be  the  one  to  answer 
them. 

Mr.  Adams.  Well,  these  are  questions  I  feel  like  should  be  an- 
swered in  the  farm  bill. 

Why  is  the  Consumer  Price  Index  so  sacred  and  the  Farm  Parity 
Price  Index  not?  I  am  just  speaking  as  a  farmer  out  there.  These 
are  things  we  do  not  understand. 

Why  is  the  USDA  so  full  of  people  from  exporters  and  processors 
and  not  producers?  Why  is  the  ASCS,  as  well  as  the  farm  credit 
system,  pulling  all  the  power  from  the  local  boards  and  committees 
into  Washington  or  into  their  farm  credit  headquarters,  like  Wich- 
ita, where  my  farm  credit  headquarters  is? 

Why  do  the  ASCS  rules  encourage  and  not  discourage  produc- 
tion? Now,  the  following  are  rhetorical  questions,  I  guess,  that  no 
one  can  answer,  but  why  does  John  Block  say  that  the  program 
does  not  work  when  he  does  not  work  the  program?  We  do  not  un- 
derstand that. 

I  wondered  if  maybe  it  is  not  time  to  take  a  look  at  a  wheat 
board  or  maybe  a  grain  production  board  to  be  in  charge  of  produc- 
tion and  marketing  in  this  country.  We  have  left  the  pricing  and 
the  marketing  up  to  the  private  sector,  and  I  know  that  many 
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people  feel  like  the  Government  has  gotten  involved  in  areas  where 
they  should  not  with  social  programs  and  that  private  industry  can 
better  handle  the  problems  of  the  United  States  than  can  Govern- 
ment. 

But  there  is  no  segment  of  private  industry  that  wants  me  to 
have  a  profit  in  agriculture.  There  is  not  any  segment  in  private 
industry  that  wants  me  to  have  $5  wheat.  My  elevator  operator, 
bless  his  heart,  he  is  the  nicest  guy  in  the  world,  but  when  wheat 
was  $5.50  a  bushel,  he  was  scrambling  for  cash  and  it  embarrassed 
him  that  he  could  not  pay  for  it.  So  he  does  not  want  $5  or  $6 
wheat  again. 

So  private  industry — there  is  no  way  that  it  can  provide  me  with 
the  prices  I  need.  By  its  very  nature,  the  way  we  handle  our  com- 
modities—by our  pricing  structure,  the  only  way  we  can  get  a  price 
is  by  lowering  production  in  this  country.  That  is  the  only  way  we 
can  increase  the  price  in  this  country,  by  lowering  production,  and 
we  run  into  all  sorts  of  problems  with  doing  this. 

We  have  tried  to  subsidize  the  farmer  by  the  loan  rates,  which 
many  people  believe  is  providing  a  price  umbrella  for  the  world,  a 
floor  price  for  the  world.  There  are  just  so  many  things  that  need 
to  be  addressed.  There  are  so  many  ramifications  of  the  problem; 
you  have  got  your  work  cut  out  for  you  trying  to  come  up  with  a 
farm  bill. 

Senator  Pryor.  You  are  absolutely  right;  we  do  have  our  work 
cut  out.  I  hope  you  will  leave  those  questions  and  we  will  put  those 
questions  in  the  record  and  they  will  be  part  of  those  concerns  and 
our  deliberations  in  the  final  markup  of  this  very  critical  piece  of 
legislation. 

Mr.  Adams.  There  is  also  a  recommendation  on  a  national  pro- 
duction board  I  will  put  in  here,  also. 

Senator  Pryor.  Fine.  The  record  will  include  that. 

[The  following  questions  and  recommendations  were  submitted 
by  Walters  Adams  of  Sharon,  OK:] 

1.  Why  is  the  Consumer  Price  Index  so  sacred  and  the  parity  price  not? 

2.  Why  is  the  USDA  full  of  people  from  exporters  and  processors  and  not  produc- 
ers? 

3.  Why  is  ASCS  as  well  as  the  Farm  Credit  System  pulling  all  power  from  local 
boards  and  committees? 

4.  Why  do  ASCS  rules  encourage  and  not  discourage  production:  A.  You  have  to 
plant  all  base  acres  to  get  deficiency  payments?  B.  If  you  don't  plant  all  of  your  base 
you  lose  it?  C.  Get  more  base  if  you  stay  out  of  the  program  and  overproduce? 

5.  Why  does  John  Block  say  the  program  doesn't  work  when  he  does  not  adminis- 
ter the  program  properly. 

6.  Why  is  the  U.S.  wheat  industry  not  proportionally  represented  on  the  Federal 
Trade  Commission. 

7.  Is  it  time  to  look  at  a  wheat  board  or  grain  production  board  to  be  in  charge  of 
production  and  marketing? 

8.  Has  the  President's  program  forgotten  the  Great  Depression? 

Recommendations  for  Long  Range  Farm  Program 

Congress  recognizes  the  fact  that  the  farmers  of  the  United  States  have  increased 
their  productivity  substantially  during  the  past  15  years  as  a  result  of  increased  use 
of  fertilizers,  improved  and  larger  mechanized  equipment;  conservation  practices, 
and  increased  emciency  to  the  point  that  domestic  and  foreign  demands  have  not 
kept  pace  with  production.  The  overproduction  of  certain  basic  agricultural  com- 
modities has  caiised  prices  of  such  commodities  in  most  cases  to  decline  to  a  point 
below  the  cost  of  production.  The  current  support  programs  and  the  payment  in 
kind  (PIK)  program  are  inadequate  and  far  too  costly  to  be  continued  unless  manda- 
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tory  production  controls  are  instituted  immedately  with  respect  to  basic  agricultural 
connmodities.  Factors,  other  than  overproduction,  have  contributed  to  the  plight  of 
the  farmers,  such  as  (a)  high  interest  rates,  (b)  high  energy  costs,  and  (c)  the  fact 
that  the  export  of  certain  basic  commodities  did  not  keep  pace  with  production 
which  decline  in  exports  was  agitated  by  the  grain  embargoes. 

Congress  is  cognizant  of  the  fact  that  in  the  years  ahead  (maybe  10  or  even  20 
years  hence),  our  nation  and  the  world  could  be  confronted  with  a  reverse  situation 
of  that  of  overproduction  which  could  easily  create  a  more  serious  problem  than  the 
present  crisis;  therefore.  Congress  should  take  steps  now  to  establish  a  "Long 
Range"  farm  program. 

To  cope  with  the  problems,  it  is  essential  that  Congress  immediately  establish  a 
non-partisan  "National  Agriculture  Production  Board"  with  ample  authority  to 
manage  the  production,  supply,  and  demand  (foreign  and  domestic)  of  basic  agricul- 
tural commodities  produced  in  the  United  States.  T^is  Board  should  be  mandated  to 
maintain  a  balance  between  the  demand  and  supply  with  ample  reserves  to  protect 
the  consumers  from  a  shortage  of  food  products  arising  from  droughts,  emergencies, 
etc. 

Congress  should  direct  the  Board  to  exercise  its  authority  to  the  utmost  to  meet 
the  immediate  crisis  and  to  reestablish  prosperity  in  the  agriculture  segment  of  the 
economy  and  to  insure  that  the  people  of  these  United  States  will  have  ample  sup- 
plies of  the  basic  commodities  to  meet  the  current  and  future  domestic  needs  and 
the  maximum  export  needs  of  such  basic  commodities. 

The  members  of  the  National  Agricultural  Production  Board  should  be  appointed 
on  the  basis  of  their  respective  expertise  in  the  following  fields  of  endeavor: 

(a)  Domestic  produciton  and  domestic  food  requirements. 

(b)  World  food  production  and  world  food  requirements. 

(c)  Agriculture  economy. 

(d)  National  Foreign  Policy. 

(e)  Agriculture  Marketing  and  Finance. 

(f)  Management  and  Administrative. 

(g)  Conservation. 

The  Board  should  operate  independently  of  the  Secretary  of  Agriculture;  however, 
the  Secretary  of  Agriculture  could  be  an  ex-officio  member. 

The  Commodity  Credit  Corporation  should  be  removed  from  the  jurisdiction  of  the 
Secretary  of  Agriculture  and  reestablished  as  an  independent  entity  as  it  was  orga- 
nized in  the  year  1933.  The  policy-making  decisions  of  the  Commoditv  Credit  Corpo- 
ration should  be  vested  in  the  "Board".  The  Board  should  be  directed  to  operate  the 
Commodity  Credit  Corporation  on  a  "self-sustaining"  basis  and  under  guidelines  of 
our  free  enterprise  system.  The  administrative  personnel  could  be  carried  on  by  the 
U.S.  Department  of  Agriculture  pursuant  to  guidelines  and  policies  established  by 
the  Board.  Commodity  Credit  Corporation's  existing  commercial  export  credit  pro- 
grams and  P.L.  480  programs  should  be  continued  along  with  support  programs. 

The  Board  should  be  vested  with  full  power  to  establish  Mandatory  Production 
Controls,  and  with  such  power,  the  Board  should  be  able  to  operate  the  Commodity 
Credit  Corporation  on  a  self-sustaining  basis  without  much  cost  to  the  taxpayers. 

Congress  should  apprise  the  people  of  the  United  States  that  it  has  the  responsi- 
bility to  maintain  a  greater  supply  of  basic  commodities  as  a  carryover  from  year  to 
year  than  is  actually  required  for  current  domestic  and  foreign  policy  needs  in  order 
to  protect  the  general  welfare  of  all  people  from  an  emergency  situation,  such  as 
droughts,  emergency  world-wide  demands,  etc.,  as  the  law  of  supply  and  demand, 
which  ordinarily  controls  price  levels,  becomes  inoperative  as  to  basic  agricultural 
commodities.  Therefore,  government  must  maintain  a  support  program  in  place  to 
protect  the  farmers  where  an  imbalance  in  supply  and  demand  occurs  which  de- 
press the  agriculture  basic  commodities  prices  below  90%  or  85%  of  parity.  Any 
payments  to  the  farmers  under  the  above  immediate  circumstances  would,  in  effect, 
be  considered  as  a  payment  of  insurance  premium  and  not  as  a  gift  or  subsidy.  Con- 
gress, in  such  a  circumstance,  should  be  required  to  replenish  by  appropriations  the 
capital  of  Commodity  Credit  Corporation  to  the  extent  of  any  pa3nments  made  to 
farmers  to  cover  the  estimated  price  reduction  due  to  the  imbalance  of  supply  and 
demand.  The  Board,  having  the  right  to  set  mandatory  production  goals,  the  pay- 
ments referred  to  immediately  above  should  be  relatively  small,  if  any,  unless  some 
unanticipated  situation  arises  whereby  a  substantial  quantity  of  a  basic  commodity 
is  not  exported. 

To  meet  the  immediate  crisis  pending  the  implementing  of  mandatory  controls, 
the  Board  should  be  directed  to  immediately  (1)  n-eeze  the  sale  or  disposition  of  any 
commodity  under  the  control  of  the  government,  (2)  extend  all  commodity  loans  for 
one  year  from  maturity  date  of  existing  loan  provisions,  (3)  designate  and  freeze  a 
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specific  quantity  of  each  commodity  in  surplus  as  a  "reserve"  for  the  protecticm  and 
general  welfare  of  all  the  people.  The  cost  of  storage  and  maintenance  costs  of  audi 
a  reserve  to  insure  ample  food  supply  would  be  cheap  insurance.  (Note:  Tlie  <Ad  War 
Production  Board  could  testify  that  our  com  and  feed  grain  supply  reached  a  criti- 
cal low  of  approximately  50  nullion  bushels  of  com  during  World  War  ID. 

The  Board  should  be  directed  to  develop  programs  of  barter  and  exchange  of  agri- 
cultural conmiodities  with  other  nations  in  an  effort  to  reduce  our  balance  of  trade 
deficit. 

Conunodity  reserve  inventories  should  be  earmarked  to  protect  the  general  wel- 
fare of  all  people  and  be  so  managed  that  such  inventories  would  never  be  instru- 
mental in  depressing  the  price  of  any  agricultural  conmiodity. 

Senator  Pryor.  I  thank  you  on  behalf  of  the  committee,  Mr. 
Adams.  I  am  sorry  that  at  this  stage  in  the  proceeding,  more  of  our 
members  were  not  here,  but  a  lot  of  things  are  happening  at  this 
moment  around  the  Hill.  I  know  they  would  like  to  hear  this  testi- 
mony, also,  but  it  will  be  made  part  of  the  record,  together  with 
the  questions  and  the  suggestions  that  you  make. 

Our  next  witness  is  Greorge  Levin.  Mr.  Levin  is  chairman  of  the 
board  of  the  Independent  Stockgrowers  of  America,  Sturgis,  SD. 

We  appreciate  very  much  your  coming,  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

My  name  is  George  Levin.  My  family 

Senator  Pryor.  Pardon  me.  I  pronounced  that — we  have  a  very 
distinguished  Senator  named  Senator  Levin,  from  the  State  of 
Michigan. 

Mr.  Levin.  Yes.  I  have  to  teach  him  how  to  pronounce  that 
name. 

Senator  Pryor.  OK.  It  is  Levin;  I  apologize. 

STATEMENT  OF  GEORGE  D.  LEVIN,  CHAIRMAN  OF  THE  BOARD, 
INDEPENDENT  STOCKGROWERS  OF  AMERICA,  STURGIS,  SD 

Mr.  Levin.  My  name  is  George  Levin.  My  family  operates  a 
cattle  ranch  in  western  South  Dakota  near  the  Black  Hills.  Our 
ranch  is  in  the  area  where  the  baby  calves  are  bom  and  where  the 
beef  production  cycle  begins.  I  m3rself  have  been  ranching  there  42 
years  and  it  is  a  three-generation  ranch  operation;  my  folks  home- 
steaded  the  area. 

Ranchers  in  our  area  are  in  deep  financial  trouble  and  many  of 
them  have  been  forced  out  and  they  do  not  understand  why  their 
plight  is  not  receiving  national  attention,  also.  In  view  of  this  situa- 
tion, we  are  presenting  a  comprehensive  proposal  here  covering  all 
commodities-livestock,  livestock  products,  as  well  as  all  agricultur- 
al commodities.  We  pattern  our  proposal  along  the  lines  of  the 
principle  embodied  in  the  National  Wool  Act. 

The  long-time  U.S.  policy  of  encouraging  abundant  food  produc- 
tion and  using  this  abundance  to  influence  international  affairs 
has  had  an  adverse  effect  on  the  agricultural  community,  but  not 
in  our  history  has  its  impact  been  so  devastating  as  today. 

Many  thousands  of  farmers  and  ranchers  are  being  forced  into 
bankruptcy  and  are  facing  that  possibility,  and  rural  communities 
are  losing  businesses  as  more  and  more  of  them  take  on  the  char- 
acteristics of  ghost  towns. 

The  back  of  agriculture  is  being  broken.  What  has  been  called  a 
cheap  food  policy,  but  more  accurately,  the  low  farm  commodity 
price  policy,  is  the  major  cause  today  of  farm  failure.  The  main 
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aspect  of  this  policy  is  that  of  using  food  as  a  weapon  in  interna- 
tional affairs  and  its  longstanding  bipartisan  support. 

In  1974,  Agriculture  Secretary  Earl  Butz  stated  that  food  is  a 
weapon;  it  is  one  of  the  principal  tools  in  our  negotiating  kit.  Or- 
ville  Freeman  sounded  a  familiar  theme  in  1961.  At  his  swearing-in 
ceremony,  the  present  Secretary,  John  Block,  mentioned  using  food 
as  a  weapon  and  indicated  that  the  administration  would  continue 
the  policy,  as  they  have. 

The  cheap  agricultural  commodity  price  policy  is  not  the  only 
aspect  of  the  farmers'  predicament.  Of  great  importance  is  the 
weak  or  no  bargaining  position  as  they  strive  for  their  share  of  the 
economic  pie.  On  the  other  side  of  the  table  are  powerful  economic 
interests,  many  of  then^  huge  monopolies  which  dictate  the  prices 
farmers  pay  and  what  farmers  are  paid  for  what  they  have  to  sell. 

The  New  Deal  Programs  implemented  in  the  1930's  met  the 
needs  of  agriculture.  In  the  10-year  period  from  1942  to  1952,  farm 
prices  averaged  well /above  100  percent  of  p€uity.  The  farm  pro- 
grams were  working  well  at  that  point  in  time. 

But  that  was  before  the  Government  began  to  rely  so  heavily  on 
using  food  as  a  weapon  to  enforce  and  implement  the  Nation's  for- 
eign policy.  After  1952,  we  saw  a  determined  effort  to  undermine 
the  ever  normal  granary  program  and  to  seek  lower  domestic  grain 
prices. 

The  cheap  agricultural  price  policy  was  bom,  and  today  it  is  the 
dominant  characteristic  of  America's  food  policy.  About  this  same 
time,  food  retailing  began  to  concentrate  into  huge,  nationwide 
food  chains  who  had  the  ability  to  set  prices  on  beef  on  the  nation- 
al level,  to  the  detriment  of  consumers  as  well  as  cattle  producers. 

Not  only  did  they  have  the  ability  to  fix  prices,  but  they  actually 
did,  as  was  proven  by  admissible  evidence  in  a  San  Francisco  Fed- 
eral district  court.  Even  though  the  Nation's  largest  retailer,  A&P, 
found  guilty  of  price  fixing  and  paid  out  $10  million  in  damages,  no 
one  went  to  jail  or  was  fined.  The  Justice  Department  chose  to 
ignore  the  case. 

Today,  beef  is  selling  over  the  counter  at  some  of  the  highest 
prices  in  history,  while  cattlemen  and  ranchers  are  going  into 
bankruptcy  producing  it.  The  failure  on  the  part  of  the  Grovem- 
ment  to  come  to  grips  with  the  concentration  of  food  retailing  and 
the  evolution  of  the  cheap  agricultural  price  policy  were  new  fac- 
tors in  the  agricultural  equation  that  the  New  Deal  farm  programs 
were  not  structured  to  deal  with. 

Consequently,  farmers  and  ranchers  today  stand  virtually  naked 
before  the  onslaught  of  a  national  policy  that  they  themselves  must 
bear  the  major  cost  of.  That  is  why  agriculture  is  in  crisis  today. 

The  Government  policy  to  keep  farm  commodity  prices  low  is  re- 
flected in  the  55  percent  of  parity  for  farm  commodities  today.  In 
recent  years  it  has  seemed  to  be  Government  policy  to  encourage 
the  growth  of  monopolies  and  permit  the  weakening  of  the  anti- 
trust laws,  which  puts  farmers  at  an  even  greater  disadvantage. 

Allowing  the  ruling  by  the  Supreme  Ciourt  in  the  Illinois  Brick 
case  to  go  unchallenged  is  a  case  in  point.  That  ruling,  which  pre- 
vents those  who  have  dealt  indirectly  with  an  alleged  price  fixer 
from  maintaining  an  antitrust  action,  had  the  effect  of  repealing 
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the  antitrust  laws  as  far  as  the  protection  of  agriculture  was  con- 
cerned. 

Nor  does  increased  exports  or  the  lowering  of  interest  rates  pro- 
vide a  meaningful  avenue  of  escape  for  distressed  farmers.  Agricul- 
tural exports  have  been  doubled  in  the  last  10  years.  Yet,  today, 
many  export  commodities  are  selling  below  50  percent  of  parity. 

Reducing  interest  rates,  even  if  it  were  possible,  in  this  time  of 
huge  budget  deficits,  would  not  help  enough.  More  and  more  lead- 
ing economists  are  sajdng  big  improvements  in  commodity  prices 
are  needed  to  prevent  the  complete  collapse  of  the  rural  economy 
and  the  financial  institutions  that  serve  it. 

These  and  other  factors,  combined,  deprive  the  farmers  of  any 
hope  of  getting  their  rightful  share  in  the  marketplace.  Govern- 
ment policy,  as  it  is  structured  today,  just  does  not  permit  it. 

A  small  s^ment  of  our  population,  agriculture,  is  called  upon  to 
bear  the  major  cost  of  a  national  policy  that  is  thought,  at  least  by 
our  policymakers,  to  be  in  the  interest  of  all,  unless  the  Govern- 
ment is  willing  to  intervene  in  a  way  to  spread  the  cost  to  all  of 
society. 

The  1985  farm  bill  must  have  as  its  main  provision  a  formula 
that  will  have  the  effect  of  equalizing  the  costs  of  national  policies. 
Much  precedent  has  been  set  in  the  past  in  this  respect.  If  it  can  be 
agreed  that  all  of  us  should  bear  the  cost  of  national  policy  rather 
than  one  small  group.  Then  it  would  be  a  fairly  simple  task  to 
write  a  new  farm  bill. 

I  submit  the  following  as  a  proposal  that,  if  adopted,  would  have 
the  effect  of  spreading  the  cost  of  national  policy  and  would  revital- 
ize the  rural  communities  and  prevent  mass  foreclosures  of  inde- 
pendent farmers  and  ranchers  and  small-town  businesses. 

Under  this  proposal,  the  USDA  would  establish  target  prices  at 
100  percent  of  parity  for  all  agricultural  commodities.  Under  the 
provisions  of  the  1985  farm  bill,  each  producer  would  be  paid  the 
difference  between  the  average  market  price  for  the  year  and  the 
target  price.  These  payments  would  be  on  whatever  was  produced, 
be  it  grain  or  livestock  or  livestock  products  or  cotton  or  wool  or 
vegetables  or  fruit,  and  so  forth. 

Participation  would  be  on  a  voluntary  basis.  Those  wishing  to 
participate  will  furnish  evidence  of  sale  to  the  local  ASC  office 
shortly  after  the  end  of  the  marketing  year.  Average  selling  prices 
will  be  known  then  for  all  commodities  and  it  can  be  determined 
what  the  pa3rment  rate  for  each  commodity  will  be;  target  price 
minus  selling  price  equals  payment  rate. 

These  pa)mients  would  be  limited  in  a  way  that  would  not  en- 
courage the  overexpansion  in  agriculture.  They  would  apply  only 
to  a  volume  of  production  that  would  yield  a  net  equal  to  the 
median  income,  and  the  median  income  is  somewhere  in  the  neigh- 
borhood of  $23,600. 

To  further  refine  this  proposal  to  prevent  the  influx  of  outside 
investors  bent  on  taking  advantage  of  the  plan,  any  nonfarm 
income  in  excess  of  two-thirds  of  the  median  income  would  be  de- 
ducted from  incentive  pa)mients  due  under  this  plan. 

Agricultural  producers  who  have  nonfarm  income  will  have  the 
amount  which  is  in  excess  of  two-thirds  of  the  median  deducted 
from  the  pa3rments  they  are  eligible  for.  The  volume  of  production 
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will  be  determined  to  which  target  prices  would  apply,  and  we  say 
that  land  costs  will  be  treated  as  an  expense  along  with  normal 
cost  of  production  expenses  in  determining  that  volume. 

Some  of  the  advantanges  very  briefly:  A  smaller  bureaucracy 
would  be  needed  to  operate  the  Farm  Program.  The  marketplace 
will  determine  all  prices.  The  marketplace  will  be  free  to  reflect 
product  quality.  Farmers  will  be  paid  on  only  what  they  produce. 

The  U.S.  would  become  more  competitive  in  the  world  markets. 
Broad-based  support  would  be  assured.  For  the  first  time,  a  true 
safety  net  would  be  provided  for  the  family  farmers.  We  will  end 
the  distortion  of  America's  agricultural  production  pattern. 

Compliance  would  be  on  a  voluntary  basis,  and  it  would  auto- 
matically phase  out  when  parity  becomes  a  reality  in  the  market- 
place. 

Now,  there  is  much  that  could  be  done  to  reduce  the  cost  to  Gov- 
ernment of  this  kind  of  program.  Amending  the  Clayton  Act  to 
make  it  possible  for  ranchers  and  others  to  get  more  of  a  fair 
income  in  the  marketplace — working  with  other  exporting  nations 
to  raise  world  grain  prices  would  make  it  possible  for  grain  growers 
to  get  more  of  their  income  from  the  market. 

Vigorous  prosecution  by  the  Justice  Department  of  monopoly 
practices  would  translate  into  higher  market  prices'  and  reduce 
Government  costs.  This  plan  does  not  preclude  or  discourage  any 
other  effort  to  raise  prices  in  the  marketplace.  It  is  only  a  safety 
net  for  family  farmers. 

It  can  be  said  that  the  farm  programs  have  failed,  and  they  have. 
But  they  have  failed  because  they  were  not  adapted  to  meet  the 
changing  needs.  This  failure  does  not  justify  eliminating  farm  pro- 
grams any  more  than  one  could  justify  ending  all  law  enforcement 
in  our  Nation  because  we  have  not  succeeded  in  stamping  out  all 
crime.  That  would  be  suicidal  for  the  Nation. 

Ending  all  farm  programs  without  getting  the  Government  out  of 
all  the  areas  where  Government  has  a  negative  impact  on  agricul- 
ture would  be  suicidal  for  agriculture  as  well. 

Thank  you,  Mr.  Chairman.  That  is  the  end  of  my  formal  re- 
marks. 

Senator  Pryor.  Thank  you  very  much.  I  think  you  have  brought 
before  the  committee  some  new,  and  perhaps  even  some  innovative 
ideas  that  I  think  the  committee  needs  to  explore.  I  am  very  appre- 
ciative of  you  being  here,  and  I  know  I  speak  for  all  of  my  col- 
leagues and  members  of  the  Senate  Agriculture  Committee. 

You  have  an  organization.  Now,  is  the  organization  just  in  South 
Dakota  that  you  represent  or  is  this 

Mr.  Levin.  This  organization  was  organized  some  20  years  ago  to 
help  prosecute  the  antitrust  case  against  the  retailers  in  California, 
and  there  were  several  groups  in  about  7  Western  States  that  were 
involved  in  that.  Our  organization  was  involved. 

We  did  get  a  favorable  verdict  out  there.  The  jury  originally 
awarded  $32.5  million  to  7  ranchers  in  that  case.  Finally,  with  an 
out-of-court  settlement,  they  got  $10  million.  I  was  not  a  plaintiff.  I 
was  a  witness  in  the  case. 

But  what  we  are  saying  here  is  that  farmers  can  no  longer  bear 
the  major  cost  of  the  Nation's  food  policy.  We  have  got  to  find  a 
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way  to  spread  it  to  all  of  our  citizens,  and  that  is  why  agriculture  is 
in  trouble. 

We  can  see  the  positive  impacts  of  this  kind  of  program.  This 
puts  every  farmer  in  the  Nation  in  a  positive  income  position,  and 
the  impact  on  rural  America— it  would  be  hard  to  measure  that. 

I  visited  my  chamber  of  commerce  and  I  told  them,  you  know, 
there  is  a  pent-up  demand  out  there  for  pick-ups  and  tractors  that 
no  one  can  really  comprehend,  if  farmers  had  the  money.  This  puts 
the  money  into  the  hands  of  the  farmers,  and  then  farmers  will 
become  taxpayers,  too,  and  help  pay  for  the  program. 

It  would  also  be  a  powerful  incentive  for  our  Government  to  do 
some  of  the  things  that  I  have  suggested  about  world  trade  and 
some  of  the  other  areas  because  if  they  do  not,  this  program  would 
cost  them  quite  a  bit  of  money. 

Senator  Pryor.  I  think  all  too  few  consumers  really  realize  how 
very  little  the  farmer  is  actually  getting  from  their  dollars  they 
spend  at  our  supermarkets  and  grocery  stores  today. 

Do  you  have  any  facts  and  figures  on  that?  If  you  have  any  of 
those  facts  or  figures,  we  would  be  glad  to  insert  those  into  the 
record. 

Mr.  Levin.  I  have  a  graph  here  showing  the  price  spreads  on 
beef  that  I  think  is  kind  of  interesting.  The  bottom  line  is  the  pack- 
er's spread  over  a  25-year  period.  The  top  line  is  the  retailer's 
spread.  While  the  packer  is  living  with  about  a  $50  spread  on  a  car- 
cass of  beef,  the  retailer,  in  August  1984,  was  getting  $466  on  every 
carcass  of  beef. 

You  cannot  tell  me  that  the  retailer  does  more  in  the  processing 
chain  than  the  packer  because  there  is  much  more  work  at  the 
packing  end  of  it. 

I  did  have  a  few  other  things  to  go  in  the  record  here  for  you  to 
look  at.^ 

Senator  Pryor.  Fine. 

[The  following  chart  was  received  by  the  committee:] 


>  The  other  material  supplied  by  Mr.  Levin  can  be  found  on  p.  544. 
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Senator  Pryor.  Mr.  Levin,  we  are  very  appreciative  of  your 
coming.  You  have  traveled  a  long  way  to  Washington  for  this  hear- 
ing and  we  are  very  appreciative  of  your  being  here.  I  think,  like 
other  witnesses,  you  will  recognize  that  this  committee  has  a  tre- 
mendous burden  and  challenge,  I  guess  we  should  say,  before  it  in 
trying  to  draft  legislation  that  is  going  to  work  for  the  farmers  of 
our  country  because  they  are  facing  survival  right  now. 

Mr.  Levin.  What  is  hard  for  me  to  understand  is  why  it  is  so  dif- 
ficult when  here  is  a  proposal  that  will  do  everything  we  want  to 
do  for  farmers  and  let  our  market  system  work.  It  would  go  to  a 
free  market,  it  would  let  us  become  competitive  in  the  world  mar- 
kets, and  would  take  off  of  the  farmers  the  cost  of  whatever  is  hap- 
pening at  the  commodity  exchange. 

It  becomes  society's  problem,  then,  and  they  work  it  out,  and  pay 
the  cost  if  they  cannot  work  it  out.  Today,  we  do  not  work  it  out; 
the  farmer  pays  the  cost.  So  I  hope  someone  takes  a  look  at  this 
proposal. 

Senator  Pryor.  Well,  we  are  very  appreciative  of  your  appearing. 

Mr.  Levin.  Thank  you  very  much. 

Senator  Pryor.  Thank  you,  sir,  very  much. 

Mr.  Levin.  Thank  you  very  much. 

Senator  Pryor.  Thank  you. 

I  do  not  believe  there  are  any  other  witnesses  to  come  before  the 
committee,  so  the  committee  will  stand  in  recess  until  9:30,  Friday. 

Thank  you. 

[Whereupon,  at  12:39  p.m.,  the  committee  recessed,  to  reconvene 
at  9:30  a.m.,  Friday,  March  29,  1985,  in  room  328-A,  Russell  Senate 
Office  Building.] 
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REAUTHORIZATION  OF  THE  AGRICULTURE  AND 
FOOD  ACT  OF  1981 

Cotton  Issues 


FRIDAY,  MARCH  29,  1985 

U.S.  Senate, 
Committee  on  Agriculture,  Nutrition,  and  Forestry, 

Washington,  DC. 
The  committee  met  at  9:40  a.m.,  in  room  SR  328-A,  Russell 
Senate  Office  Building,  Hon.  Thad  Cochran  presiding. 

Present:  Senators  Cochran,  McConnell,  Zorinsky,  Melcher,  Pryor, 
and  Heflin. 

STATEMENT  OF  HON.  THAD  COCHRAN,  A  U.S.  SENATOR  FROM 

MISSISSIPPI 

Senator  Cochran.  The  committee  will  please  come  to  order. 

Today  the  Agriculture  Committee  continues  its  hearings  in  prep- 
aration for  writing  a  new  farm  bill.  The  subject  of  this  hearing  this 
morning  is  cotton. 

Cotton  is  produced  in  18  States,  but  it  is  actually  concentrated 
heavily  in  only  a  few  areas.  Of  the  11  million  acres  planted  in  1984, 
3  States  accounted  for  70  percent.  Thus,  although  cotton  ranks  fifth 
among  major  field  crops  in  value  of  production,  it  takes  on  special 
importance  to  the  economy  of  the  States  where  it  is  grown.  In  our 
State,  Mississippi,  for  example,  cotton  ranks  first  in  crop  value. 

The  Commodity  Credit  Corporation  net  outlays  for  cotton  sup- 
port programs  for  fiscal  years  1982  through  1986  are  estimated  by 
the  Department  of  Agriculture  to  be  $4.7  billion,  or  about  7  percent 
of  total  net  expenditures  for  agriculture  programs.  Annual  expend- 
itures vary  widely.  The  highest  during  this  time  period  was  $1.4 
billion  in  fiscal  year  1983.  The  lowest  expenditure  was  $244  million 
in  1984. 

The  health  of  the  U.S.  cotton  industry  is  highly  dependent  on 
world  markets  because  about  half  of  the  production  must  be  ex- 
ported. Exports  can  and  have  varied  greatly  from  year  to  year  de- 
pending on  foreign  production  and  the  world  economy. 

Since  the  mid-1960*s  cotton  programs  have  generally  reflected 
the  need  to  be  competitive  in  world  markets  by  relating  the  Gov- 
ernment support  price  to  a  moving  average  of  market  prices.  How- 
ever, excess  supply  does  occur  from  time  to  time.  After  reaching 
the  recent  low  of  2.8  million  bales  in  1984,  carryover  supply  is  esti- 
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mated  to  be  4.3  million  bales  this  year,  and  may  go  even  higher 
next  year. 

I  think  the  issues  that  we  need  to  concentrate  on  as  we  examine 
the  cotton  program  are:  One,  how  can  U.S.  agriculture,  in  general, 
and  cotton,  specifically,  be  assured  of  its  rightful  share  of  all  mar- 
kets, and  two,  how  can  a  reasonable  profit  be  returned  to  produc- 
ers? 

I  do  not  think  these  are  inconsistent  goals.  We  are  looking  for- 
ward to  having  the  benefit  of  the  testimony  of  witnesses  who  are 
scheduled  to  appear  before  the  committee  this  morning  to  help  us 
deal  with  these  complex  but  very  important  issues. 

I  am  glad  to  see  Senator  Pryor  of  Arkansas  here,  a  distinguished 
very  influential  member  of  the  committee.  Senator,  do  you  have 
any  opening  comments  or  statements?  You  are  recognized  at  this 
time. 

STATEMENT  OF  HON.  DAVID  PRYOR,  A  U.S.  SENATOR  FROM 

ARKANSAS 

Senator  Pryor.  I  might  rebut  that  part  about  being  influential. 
Mr.  Chairman,  I  may  not  be  able  to  stay  but  for  a  short  time. 

Today  3  of  the  14  witnesses  before  the  Agriculture  Ck)mmittee 
happen  to  be  from  the  State  of  Arkansas.  They  are  all  fine  and  dis- 
tinguished Arkansans.  And  I  just  want  to  say  Mr.  Hargrove,  Mr. 
Williams,  and  Mr.  Sanner  are  not  only  fine  individuals,  but  close 
personal  friends.  I  look  forward  to  their  testimony  this  morning. 

I  do  apologize  for  not  being  able  to  stay  for  most  of  the  hearing 
this  morning. 

Thank  you,  Mr.  Chairman.  We  do  look  forward  to  listening  to 
the  witnesses. 

Senator  Cochran.  Thank  you,  Senator. 

Let  us  proceed  with  our  opening  witness.  We  have  appearing 
first  Samuel  B.  HoUis,  president  of  the  National  Cotton  Council, 
Memphis,  accompanied  by  J.F.  Barr  III,  of  Oak  Ridge,  LA,  and 
Sykes  Martin  of  Courtland,  AL. 

We  have  copies  of  your  statements  which  we  will  include  in  the 
record  in  fuU,^  and  we  would  encourage  you  to  make  summary 
comments  from  those  written  statements  so  we  can  have  an  oppor- 
tunity for  a  discussion  with  all  the  witnesses  who  are  scheduled  to 
testify. 

You  may  proceed. 

STATEMENTS  OF  SAMUEL  B.  HOLLIS,  PRESIDENT,  MEMPHIS,  TN; 
J.S.  BARR  III,  CHAIRMAN  OF  THE  BOARD,  OAK  RIDGE,  LA;  AND 
SYKES  MARTIN,  CHAIRMAN,  PRODUCER  STEERING  COMMIT- 
TEE, COURTLAND,  AL,  REPRESENTING  NATIONAL  COTTON 
COUNCIL  OF  AMERICA 

Mr.  HoLUS.  Thank  you.  Senator. 

I  am  Samuel  HoUis,  a  cotton  warehouseman  from  Memphis,  TN, 
and  currently  president  of  the  National  Cotton  Council. 


'  See  p.  548  for  the  joint  prepared  statement  of  Messrs.  Mollis,  Barr,  and  Martin. 


Digitized  by 


Google 


319 


As  the  central  organization  of  the  cotton  industry,  the  council 
represents  producers,  ginners,  seed  crushers,  warehousemen,  mer- 
chants, cooperatives,  and  textile  manufacturers  in  18  States. 

In  January,  council  delegates  unanimously  adopted  a  number  of 
resolutions  relating  to  the  Government  Cotton  Program.  They  es- 
sentially favor  a  market-oriented  program  that  differs  very  little 
from  the  1981  farm  law's  cotton  title. 

Other  members  of  the  panel  will  explain  how  we  arrive  at  our 
resolutions  and  give  you  some  background  on  several  key  propos- 
als. But  first,  rd  like  to  make  a  few  observations  about  the  econom- 
ic environment  in  which  our  policy  resolutions  were  adopted. 

Beginning  with  the  1966  crop,  as  Senator  Cochran  has  already 
referred  to,  the  Government  Cotton  Program  was  changed  to  tie 
our  price  support  loan  to  the  world  market  price.  This  policy  was 
continued  through  the  1981  act,  so  that  cotton  has  had  a  bona  fide 
market-oriented  program  for  almost  two  decades. 

We  fared  very  well  under  the  program  through  the  1970's,  but 
then  began  to  experience  serious  problems  in  the  1980's.  What  hap- 
pened in  the  1980's? 

Two  changes  have  a  profound  impact.  The  first  is  the  dollar  ex- 
change rate.  If  you  refer  to  the  chart  behind  me,  you  will  see  that 
the  dollar  exchange  rate  index  is  measured  against  a  cotton  trade 
weighted  average  of  other  currencies,  that  the  index  since  1980  has 
increased  more  than  43  percent.  TTiis  is  not  only  beginning  to 
affect  our  export  market,  but  has  worsened  the  problem  of  cotton 
textile  imports  which  have  been  increasing  in  recent  years  due  in 
large  measure  to  ineffective  enforcement  of  existing  textile  agree- 
ments. 

From  1973  to  1984  the  growth  rate  in  cotton  textile  imports  was 
just  over  9  percent  annually.  From  1980  to  1984  it  escalated  to  just 
under  16  percent.  But  last  year,  the  growth  rate  in  cotton  textile 
imports  leaped  to  29  percent. 

To  give  you  an  idea  of  the  damage  that  this  has  done  to  cotton's 
domestic  market,  look  at  this  chaut.  In  1984,  the  domestic  market 
consumed  8.2  million  bales.  But  of  this  8.2  million,  just  a  little  over 
5  million,  all  U.S.  grown,  was  supplied  by  U.S.  mills.  Imports  took 
the  rest. 

Now  let  me  show  you  where  these  recent  trends  could  lead  us.  If 
the  import  growth  rate  recedes  to  the  long-term  growth  rate  trend 
of  9  percent,  U.S.  mills'  cotton  consumption  will  be  4.3  million 
bales  in  5  years.  If  the  16-percent  growth  rate  of  1980-84  continues, 
the  consumption  figure  will  drop  to  only  2.8  million  bales. 

But  look  at  the  final  scenario.  If  the  1984  trend  continues — re- 
member, 29  percent  increase— our  domestic  market  will  be  totally 
wiped  out  by  imports  in  5  years.  Liadies  and  gentlemen,  the  dollar 
problem  must  be  addressed  if  we  are  to  devise  a  workable  farm 
program. 

Now,  the  other  change  in  cotton's  economic  environment  can  be 
summed  up  in  one  word,  China.  In  the  late  1970's,  the  Chinese 
Government  instituted  policies  aimed  at  developing  self-sufficiency 
in  fiber  production  and  in  becoming  a  major  exporter  of  textiles. 
They  have  succeeded  on  both  counts. 

In  the  last  5  years  they  have  increased  their  cotton  production 
by  176  percent  and  have  about  become  the  No.  2  source  of  U.S.  tex- 
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tile  imports.  At  the  same  time,  they  have  piled  up  18  million  bales 
of  stocks.  If  you  look  at  the  next  chart,  you  will  see  how  dramatic 
this  is.  A  1,200-percent  increase.  This  is  depressing  world  prices 
and  causing  tremendous  uncertainty  in  the  marketplace. 

This  drastic  change  in  the  world  cotton  situation  was  in  no  way 
influenced  by  U.S.  farm  policy  but  was  simply  the  result  of  action 
by  a  central  government.  Council  board  chairman,  Duke  Barr,  will 
discuss  the  need  for  separate  consideration  of  this  factor  when  he 
assesses  foreign  market  competition  and  its  implications  for  U.S. 
cotton  policy. 

Mr.  Chairman,  the  greatly  overvalued  dollar  and  the  drastic  in- 
crease of  cotton  and  textile  production  in  China  have  hindered  the 
effectiveness  of  the  1981  cotton  title.  And  unless  these  are  dealt 
with,  they  will  also  hinder  the  effectiveness  of  any  farm  bill  we 
pass  in  1985. 

We  hope  that  this  background  will  be  helpful  in  understanding 
our  recommendations.  All  segments  of  our  industry  have  been  in- 
volved in  the  final  adoption  of  our  resolutions.  And,  as  most  of  you 
know,  we  have  a  veto  process  that  requires  all  segments  to  agree 
on  our  final  resolutions. 

The  process  is  extensive,  broad  based,  and  has  involved  producer 
leaders  from  all  across  the  Cotton  Belt.  To  tell  you  more  about  that 
process,  I  want  to  introduce  the  chairman  of  the  National  Cotton 
Council's  Producer  Steering  Committee,  Sykes  Martin,  a  producer 
from  Courtland,  AL. 

Sykes. 

Mr.  Martin.  To  arrive  at  our  recommendations,  discussions 
began  some  18  months  ago  in  the  council's  producer  steering  com- 
mittee, which  is  composed  of  a  producer  delegate  from  each  State, 
plus  the  council's  five  producer  directors  and  elected  producer  offi- 
cials. 

Because  we  thought  it  was  essential  to  secure  input  from  every 
significant  area  of  the  Cotton  Belt,  we  conducted  meetings  in  the 
major  regions,  emphasizing  producer  attendance. 

From  recommendations  heard  in  these  sessions,  our  committee 
drew  up  tenative  cotton  program  proposals.  These  were  then  com- 
municated informally  to  the  other  six  industry  segments  for  their 
suggestions.  After  this,  the  producer  steering  committee  met  again 
to  review  the  suggestions  and  determine  what  its  final  recommen- 
dations to  council  delegates  would  be. 

Our  recommendations  were  submitted  to  a  policy  development 
committee  made  up  of  30  leaders  from  all  seven  segments  and  the 
four  regions  of  the  Cotton  Belt,  then  to  the  council's  board  of  direc- 
tors, and  finally  to  the  delegate  body.  These  delegates  are  named 
from  each  of  the  seven  industry  segments  by  91  State,  regional, 
and  national  cotton  organizations.  Each  of  the  seven  industry  seg- 
ments voting  separately  must  give  majority  approval  to  a  matter 
before  it  can  become  council  policy. 

So  policy  adopted  by  our  organization  has  extremely  broad-based 
support  ranging  from  cotton  producers  to  textile  manufacturers. 

Now,  to  present  our  key  proposals  and  the  reasoning  behind 
them,  here  is  council  board  chairman,  John  S.  Barr  HI,  a  cotton 
producer  from  Oak  Ridge,  LA. 
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Mr.  Barr.  Thank  you.  As  Mr.  HoUis  said,  cotton  has  had  a 
market  oriented  program  for  nearly  20  years.  For  the  past  decade  a 
key  element  has  been  the  target  price  deficiency  payment  system. 
It  protects  the  farmer  when  market  prices  are  unduly  low,  and  it 
averts  pressure  to  raise  the  price  support  lo€m  level  without  regard 
to  market  implications. 

Two  other  points  should  be  remembered.  Under  the  current  for- 
mula, cotton's  loan  is  set  at  85  percent  of  recent  market  prices  and 
far  below  production  costs.  Furthermore,  deficiency  payments  are 
made  only  when  the  farm  price  is  below  the  target. 

In  the  first  7  years  of  the  target  price  i^tem,  cotton  growers  re- 
ceived no  deficiency  payments  at  all.  We  feel  the  target  price 
should  be  high  enough  to  guard  against  excessive  drops  in  farm 
income  but  not  so  high  that  it  causes  overproduction. 

The  council  is  unalterably  opposed  to  payment  or  price  support 
loan  limits.  They  undercut  the  effectiveness  of  acreage  reduction 
programs,  both  paid  and  unpaid. 

We  took  USDA  data  on  every  cotton  farm  that  participated  in 
any  crop  program  in  1982  and  computed  the  exact  amount  of  pro- 
duction on  those  farms  that  would  have  been  affected  by  different 
payment  limits  and  deficiency  payment  rates.  Under  the  present 
$50,000  limit,  farms  accounting  for  79  percent  of  the  Nation's 
cotton  production  participated  in  one  of  the  1982  commodity  pro- 
grams. 

Most  of  the  other  producers  were  already  out  of  the  program  be- 
cause the  $50,000  limit  made  it  uneconomical  for  them  to  partici- 
pate. If  the  payment  limit  is  lowered  as  proposed,  the  percentages 
are  overwhelming. 

With  a  $10,000  limit  and  a  15  cent  payment,  82  percent  of  pro- 
duction would  be  affected.  And  with  a  $20,000  limit  and  a  10  cent 
payment,  you  would  still  affect  53  percent  of  cotton  production. 
These  percentages  would  be  even  higher,  of  course,  if  all  producers 
had  been  included. 

Besides  a  lower  payment  limit,  it  has  also  been  proposed  to  strip 
producers  affected  by  the  limit  of  the  adjustment  to  the  set-aside 
acreage  requirement  that  they  have  had  for  15  years.  This  crown- 
ing blow  would  assure  that  few  if  any  farmers  affected  by  payment 
limits  would  participate  in  the  program. 

Few  people  understand  that  the  law  provides  deficiency  pay- 
ments only  when  the  market  price  fails  to  reach  the  target.  Nei- 
ther are  they  aware  of  the  costs  that  are  incurred  by  the  farmer  in 
qualifying  for  the  payments. 

He  not  only  has  to  idle  a  certain  amount  of  land  and  forego  his 
income  from  it,  but  he  also  has  to  keep  that  land  from  eroding  or 
growing  up  in  weeds.  This  costs  the  average  farmer  about  $25  an 
acre,  and  all  the  time  his  taxes,  rent,  and  interest  payments  go 
right  on. 

If  limits  on  deficiency  payments  keep  him  from  covering  those 
costs,  he  has  little  incentive  to  participate  in  the  Acreage  Reduc- 
tion Program.  Instead  he  plants  all  his  acreage.  And  the  intent  of 
the  program  is  then  undercut.  Extra  production  means  lower 
market  prices  for  all  producers  regardless  of  whether  or  not  they 
participate. 
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With  low  participation,  it  takes  a  larger  percentage  of  acreage 
reduction  to  balance  supply  with  demand,  and  this  in  turn  drives 
even  more  growers  out  of  the  program.  The  end  result  of  low  pay- 
ment limits  is  an  Acreage  Reduction  Program  that  simply  doesn't 
work  effectively. 

In  the  same  way,  limiting  price  support  loans  makes  program 
participation  unattractive  to  medium  and  larger  growers,  and  it 
drives  an  even  greater  percentage  of  participators  crops  into  the 
lo€m. 

We  suggest  one  modification  to  the  current  Acreage  Reduction 
Program.  The  present  method  of  making  deficiency  payments  on 
the  basis  of  acreage  actually  planted  gives  the  grower  an  incentive 
to  plant  the  maximum  allowed  under  an  Acreage  Production  Pro- 
gram. Otherwise,  he  ihight  plant  less. 

For  this  reason  we  I  propose  basing  payments  on  permitted  acre- 
age rather  than  on  planted  acreage  and  setting  the  diversion  at  a 
percentage  of  base  acres  rather  than  planted  acres.  This  will  allow 
participating  farmers  then  to  base  their  planting  decisions  on 
market  forces  instead  of  the  program. 

In  other  highly  important  farm  policy  areas,  the  council  supports 
continuation  of  the  present  market  oriented  method  for  determin- 
ing the  cotton  loan  rate.  It  has  served  both  our  industry  and  na- 
tional interests  well. 

As  President  Hollis  pointed  out,  beginning  with  the  1966  crop, 
Congress  changed  the  basis  of  cotton  price  support  loan  formula 
from  a  percentage  of  parity  to  no  more  than  90  percent  of  the  esti- 
mated average  world  market  price.  The  immediate  effect  was  a  28 
percent  reduction  in  cotton's  loan  level. 

That  system  continued  through  the  years  and  was  refined  in 
1978  when  the  current  formula  was  established  at  the  industry's 
request.  It  set  the  loan  at  either  85  percent  of  the  average  spot 
market  price  for  the  last  five  seasons  or  at  90  percent  of  the  aver- 
age world  price  for  the  most  recent,  are  15  weeks,  whichever  is 
lower.  It  sSso  set  a  loan  fioor  of  48  cents,  which  eventually  was 
raised  to  55  cents. 

Now  I  should  add  at  this  point  that  our  cotton  growers  are  some- 
what divided  on  their  opinions  on  the  loan  fioor,  and  I  think  you 
will  be  able  to  discern  that  later  on  in  the  testimony  today.  When 
cotton's  loan  was  based  on  a  percentage  of  parity,  the  market  price 
stayed  only  1  or  2  cents  above  it. 

But  in  the  18  years  of  a  world  price  related  loan,  our  market 
price  has  seldom  dipped  even  close  to  the  loan,  but  has  actually 
averaged  15.25  cents  above  it.  In  short,  the  loan  level  had  little  or 
no  effect  on  cotton  markets  price. 

The  United  States  as  the  largest  exporter  of  cotton  tends  to  be 
the  world  price  setter.  So  if  our  price  support  loan  had  been  too 
high,  our  foreign  competitors  could  have  been  encouraged  to  grow 
more  cotton,  and  this  would  cut  into  our  exports  as  well  as  our 
share  of  the  world  market. 

But  this  did  not  happen,  under  the  market-oriented  loan  our  ex- 
ports have  increased  substantially  and  our  market  share  has  grown 
from  a  fifth  to  nearly  a  third.  Except  in  China,  foreign  cotton  acre- 
age has  not  changed  significantly.  Increased  yields  have  pushed 
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production  up,  but  it  still  falls  short  of  consumption  in  countries 
other  than  China.  U.S.  exports  have  supplied  the  difference. 

As  Mr.  HoUis  mentioned  earlier,  our  farm  policy  has  little  or  no 
influence  on  what  China  does. 

Now,  how  has  the  loan  affected  the  U.S.  grower?  Has  it  made 
him  produce  excessively?  From  1974  to  1981  when  the  loan  was  the 
only  income  support  mechanism,  for  U.S.  growers,  acreage  respond- 
ed to  market  prices  quite  well.  And  in  those  years  market  prices 
were  not  closely  related  to  the  loan.  Plantings  under  acreage  reduc- 
tion programs  of  1982,  1983,  and  1984  were  less  than  permitted.  So 
obviously  the  loan  level  had  little  impact  on  recent  domestic  acre- 
age. 

Does  the  market  price  create  excessive  costs?  Government 
records  show  the  Government  incurred  large  costs  from  1965  to 
1970  as  it  disposed  of  12.3  million  bales  that  accumulated  under  the 
earlier  high  loan  programs. 

But  once  those  stocks  were  gone,  the  Government  actually  had  a 
net  profit  in  8  of  the  next  14  years.  Over  those  14  years  its  net  loss 
was  only  $11.4  million. 

Under  the  market  oriented  loan  of  the  last  19  seasons  then,  U.S. 
cotton  exports  have  increased  both  in  volume  and  in  share  of  world 
markets,  foreign  cotton  acreage  outside  China  has  been  static,  U.S. 
acreage  has  responded  both  up  and  down  to  market  prices,  and 
Government  costs  have  been  minimal. 

For  those  reasons  we  see  no  point  in  changing  the  loan  program. 

We  do  not  want  to  leave  the  impression,  however,  that  there  are 
no  trouble  spots  on  the  horizon  for  U.S.  cotton  exports. 

The  most  threatening,  as  Mr.  Hollis  indicated  earlier,  is  China 
which  is  on  her  way  to  becoming  a  major  raw  cotton  exporter  in 
addition  to  her  already  established  position  as  a  leading  textile  ex- 
porter. Already  her  huge  stock  buildup  is  seriously  depressing 
world  cotton  prices.  Next  season  we  fear  she  will  cut  heavily  into 
our  export  markets. 

The  Cotton  Loan  Program,  however,  cannot  correct  this  situa- 
tion. Some  might  argue  that  we  need  a  lower  loan  rate  because  for- 
eign growths  are  starting  to  undercut  us  seriously  in  price.  But  the 
high  value  of  the  dollar  is  what  is  causing  production  increases  this 
season  in  some  foreign  exporting  countries. 

Cotton,  of  course,  is  sold  in  dollars  throughout  the  world,  and 
with  the  dollar  rising,  foreign  producers  can  get  a  lot  more  rupees 
or  pesos  for  their  cotton,  even  at  a  lower  dollar  price  than  they  re- 
ceived earlier. 

How  can  we  compete  in  this  situation?  The  truth  is  that  no  Gov- 
ernment cotton  program  can  be  devised  to  make  us  fully  competi- 
tive under  these  economic  conditions.  But  reducing  the  loan  to 
levels  proposed  by  the  administration  and  others  will  likely  bank- 
rupt the  U.S.  cotton  farmer  and  do  little  if  anything  to  discourage 
his  foreign  competition. 

The  cotton  industry  is  committed  to  making  its  fiber  available  to 
both  its  domestic  and  overseas  customers  at  the  same  price.  Export 
subsidies,  incentives,  or  bonuses  must  not  give  foreign  processors 
an  unfair  advantage  over  our  domestic  manufacturers. 

Our  domestic  textile  customers  already  are  being  overwhelmed 
by  textile  imports  drawn  in  by  the  strong  U.S.  dollar.  If  an  export 
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subsidy  gave  foreigners  an  additional  edge,  the  domestic  industry 
simply  could  not  survive. 

Cotton  is  in  a  unique  position  in  this  regard.  No  other  major  pro- 
gram commodity  is  as  dependent  on  exports  yet  at  the  same  time 
faces  fierce  competition  from  processed  imports.  Textile  imports 
are  now  supplying  37  percent  of  our  domestic  cotton  use,  and  80 
percent  of  the  cotton  in  those  imports  is  foreign  grown  cotton. 

This  is  not  only  driving  down  U.S.  growers  prices  and  shrinking 
their  markets,  but  it's  also  saddling  our  Government  with  higher 
cotton  program  costs.  If  a  subsidy  is  to  be  offered  in  the  export 
market,  it  should  be  made  to  domestic  cotton  processors  as  well. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  be  here  today. 
We'll  be  glad  to  answer  any  questions. 

Senator  Cochran.  Thank  you  very  much,  Mr.  Barr.  We  appreci- 
ate the  testimony  of  representatives  of  the  National  Cotton  Coun- 
cil. This  organization  has  always  beeji  very  helpful  as  the  commit- 
tee has  tried  to  understand  the  problem  that  faces  the  cotton  in- 
dustry. It's  unlike  any  other  agricultural  organization  that  I  know 
about  in  the  way  it  helps  get  all  segments  of  the  industry  involved 
in  the  decisionmaking  process.  It's  unique  in  that  regard. 

There  are  two  critical  problems  that  you  identify,  as  I  under- 
stand it.  One  is  the  disparity  in  the  value  of  the  dollar  as  related  to 
foreign  currency  and  the  impact  that  it  is  having  on  our  ability  to 
sell  in  overseas  markets.  The  other  is  the  dramatic  increase  in  pro- 
duction in  China  and  the  threat  that  that  poses  as  far  as  their 
dominating  the  world  market  for  both  raw  cotton  and  finished 
products. 

I  led  a  delegation  to  China  about  3  years  ago  and,  at  that  time, 
they  were  beginning  to  reduce  their  purchases  from  the  United 
States.  They  were  diversifying  at  that  point,  buying  from  Sudan, 
Mexico,  and  other  countries.  The  signs  were  clear  there  that  they 
were  going  to  cease  being  dependent  upon  anybody  for  cotton.  Thev 
were  going  to  import  wheat,  corn,  some  other  things  in  the  agricul- 
tural area,  but  not  cotton  any  more. 

I  do  not  know  whether  that  was  a  decision  directly  related  to  our 
policy  on  trying  to  impose  strict  quotas  on  textile  imports  or  not,  or 
whether  it  was  just  a  decision  based  on  what  was  economically  best 
for  them  at  that  time  given  their  ability  to  compete  and  produce.  I 
do  not  know  the  answer  to  that. 

What,  if  anjrthing,  do  you  recommend  that  we  do  to  make  that 
situation  less  threatening?  What  policies  could  we  urge  the  admin- 
istration to  adopt  and  implement  that  would  provide  relief  from 
that  problem? 

Mr.  HoLUS.  Do  you  want  me  to  try  that  one?  You're  referring, 
Senator,  to  their  overproduction  or  textile  imports? 

Senator  Cochran.  I'm  referring  to  the  behavior  of  China  and 
their  obvious  intent  to  dominate  the  cotton  industry,  both  in  the 
production  of  raw  cotton  and  in  the  production  of  textiles  to  sell  to 
the  world  at  prices  cheaper  than  anybody  else  can  produce  and 
sell.  To  me  it  looks  like  they're  getting  locks  on  the  industry  on 
both  sides. 

What  kind  of  policies  should  we  therefore  urge  the  administra- 
tion to  adopt  that  would  make  it  a  brighter  future  for  the  U.S. 
cotton  industry? 
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our  product,  U.S.  cotton.  I  think  that  certainly  we  have  been  suc- 
cessful in  selling  that  product  to  countries  in  which  China  will 
come  to  have  an  advantage  just  simply  because  they  have  a  prox- 
imity there. 

A  big  part  of  the  farm  bill,  as  I  understand  it,  will  be  an  export 
title.  I  certainly  hope  it  will  be.  Another  part  of  it  within  that  too, 
we  are  going  to  need  export  credits.  We  have  been  successful  in 
keeping  our  markets  in  Japan  and  particularly  in  Korea  and  the 
Asian  countries  with  export  credit. 

So,  I  think  one  of  the  tasks  we  would  beg  of  you  to  make  sure 
these  credit  titles  in  the  bills  that  the  administration  is  given  the 
tools  in  that  bill  to  aggressively  address  our  farm  policies. 

Senator  Cochran.  TTiose  are  good  points  to  be  made.  There's  one 
question  I  really  want  to  ask,  and  this  is  my  last  question. 

I  wonder  if  you  are  familiar  with  a  proposal  that  is  being  re- 
ferred to  as  a  marketing  loan  program.  This  proposal  involves  a 
nonrecourse  CCC  loan  just  as  in  the  current  price  support  program, 
with  repayment  that  would  be  at  the  lower  of  either  the  loan  or 
the  world  price. 

The  objective  of  this  program  is  to  make  our  farm  products  com- 
petitive in  all  market,  domestic  and  international.  It  would  be  an 
effort  to  neutralize  subsidies  from  abroad,  but  would  also  allow  for 
overvaluation  of  the  U.S.  dollar. 

It  would  eliminate  benefits  that  were  accrued  to  producers  who 
remain  outside  the  Federal  programs  to  avoid  acreage  reduction  re- 
quirements, thereby  making  supply  adjustment  efforts  more  effec- 
tive. 

I  wonder  what  your  reaction  to  this  marketing  loan  proposal 
would  be,  and  whether  or  not  you  think  that  it  could  be  incorporat- 
ed in  a  farm  bill  as  an  acceptable  alternative  to  some  of  the  cur- 
rent proposals? 

Mr.  Barr.  Well,  first  of  all,  we  are  familiar  with  the  proposal. 
Although  there  are  a  lot  of  questions  which  remain  in  our  minds,  I 
might  say  that  our  producer  groups  have  had  access  to  this  concept 
before  we  held  our  hearings  in  the  country.  Sykes,  I  think  you  will 
back  me  up  on  this.  There  has  not  been  a  lot  of  enthusiasm  for  this 
program  among  cotton  producers. 

You  said  it  would  be  nonrecourse.  I  think  the  question  has  arisen 
would  it  actually  be  recourse  or  nonrecourse.  The  next  question  I 
think  would  be  at  what  level?  When  you  see  figures  on  the  thing,  I 
think  things  begin  to  jump  out  at  you. 

The  other  big  question  is  would  this  involve  loan  limits  or  pay- 
ment limits,  exposure  limits  I  guess  they  might  be  called,  in  the 
program.  I  think  once  those  questions  were  answered,  then  we 
might  be  able  to  look  at  it  more  seriously. 

Senator  Cochran.  Thank  you  very  much.  Senator  Heflin. 

Senator  Hefun.  Following  up  on  that  question,  instead  of  it 
being  an  alternate  method,  if  it  were  an  additional  method  and  on 
a  pilot  program  basis  in  some  commodity  for  some  limited  period  of 
time  to  see  whether  it  worked,  you  would  have  your  regular  loan 
program  and  then  this  market  oriented  loan  program,  as  Senator 
Cochran  has  described.  There  would  be  a  choice. 

Do  you  have  any  thoughts  relative  to  that  program? 
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farm  bill  and  hopefully  passing  one,  but  it  will  not  go  into  effect 
until  next  market  year.  We  have  lost  another  year  at  the  rate  of 
the  29-percent  increase  in  imports,  close  to  the  demise  of  the  do- 
mestic textile  industry. 

I  hope  that  I  answered  your  question. 

Senator  Cochran.  You  have  responded  to  my  question. 

Mr.  HoLLis.  I  wish  we  did  have  the  answer.  Senator.  I  wish  we 
knew  exactly  what  to  do. 

Senator  Cochran.  The  reason  I  asked  the  question  in  the  way  I 
did  is  that  you  cite  the  two  most  critical  problems  facing  the  cotton 
industry  and  both  of  them  are  something  this  committee  cannot  do 
anything  about. 

We  can  contribute  to  a  deficit  reduction  and  do  our  part  as  a  de- 
partment of  the  Government,  through  the  Department  of  Agricul- 
ture, to  reduce  spending  some. 

The  Department  estimates  that  if  we  continue  with  the  kind  of 
cotton  agriculture  support  programs  that  we  have,  that  we  will 
spend  at  least  $15  million  each  year  over  the  next  few  years.  I  do 
not  know  whether  those  figures  are  right  or  not,  but  those  are  the 
estimates  they  give  us. 

In  that  connection,  what  is  the  cost  to  the  Government,  do  you 
think,  of  the  program  you  are  recommending  that  the  committee 
implement  for  cotton? 

Mr.  Barr.  We  address  the  average  cost  over  a  period  of  several 
years.  Senator.  I  think  that  looking  at  history,  it  generally  does 
tend  to  repeat  itself.  The  administration  has  in  essence  drawn  a 
line  which  goes  continually  up  on  farm  appropriations  as  they 
stand  right  now.  Economic  things  change,  as  I  am  sure  they  will.  I 
think  we  are  looking  at  high  numbers  right  there,  the  highest  end 
of  what  it  will  cost. 

I  think  as  market  forces  begin  to  take  place  and  other  things 
happen  in  the  world,  it  will  trend  back  down.  Being  able  to  put  a 
specific  figure  on  it,  I  can't  do  that. 

Senator  Cochran.  Do  You  think  from  the  deficit  reduction  chal- 
lenge that  we  all  face  that  this  proposal  is  a  responsible  proposal 
from  a  fiscal  standpoint? 

Mr.  HoLUS.  May  I  just  add  one  thing  to  that.  Senator,  that  I 
think — I  know  you  know  an  awful  lot  of  people  d6  not  recognize 
that  out  of  the  total  production,  the  portion  that  goes  to  farmers  or 
commodity  problems  is  only  about  a  little  less  than  iy2  percent  of 
the  total  that  goes  to  the  programs  for  the  farms.  I  think  many 
people  overlook  that  point. 

Mr.  Barr.  Senator,  if  I  might  just  expand  on  one  thing  in  terms 
of  the  Chinese  situation,  we  have  approached  the  problem  every 
way  we  know  how.  We've  approached  the  administration  and  they 
have  come  forward,  they  have  done  a  little  to  at  least  slow  down 
some  of  the  shipment  of  the  textiles  through  countries  that  do  not 
have  quotas. 

I  think  in  the  near  future  we  will  probably  request  a  section  22 
action  asking  relief.  We  feel  the  import  thing  does  indeed  jeopard- 
ize the  farm  program  per  se  and  certainly  runs  up  Government 
cost. 

But  in  terms  of  what  you  can  do,  I  think  that  we  still  as  a  coun- 
try, as  cotton  producers,  could  have  a  world  market  out  there  for 
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our  product,  U.S.  cotton.  I  think  that  certainly  we  have  been  suc- 
cessful in  selling  that  product  to  countries  in  which  China  will 
come  to  have  an  advantage  just  simply  because  they  have  a  prox- 
imity there. 

A  big  part  of  the  farm  bill,  as  I  understand  it,  will  be  an  export 
title.  I  certainly  hope  it  will  be.  Another  part  of  it  within  that  too, 
we  are  going  to  need  export  credits.  We  have  been  successful  in 
keeping  our  markets  in  Japan  and  particularly  in  Korea  and  the 
Asian  countries  with  export  credit. 

So,  I  think  one  of  the  tasks  we  would  beg  of  you  to  make  sure 
these  credit  titles  in  the  bills  that  the  administration  is  given  the 
tools  in  that  bill  to  aggressively  address  our  farm  policies. 

Senator  Cochran.  TTiose  are  good  points  to  be  made.  There's  one 
question  I  really  want  to  ask,  and  this  is  my  last  question. 

I  wonder  if  you  are  familiar  with  a  proposal  that  is  being  re- 
ferred to  as  a  marketing  loan  program.  This  proposal  involves  a 
nonrecourse  CCC  loan  just  as  in  the  current  price  support  program, 
with  repayment  that  would  be  at  the  lower  of  either  the  loan  or 
the  world  price. 

The  objective  of  this  program  is  to  make  our  farm  products  com- 
petitive in  all  market,  domestic  and  international.  It  would  be  an 
effort  to  neutralize  subsidies  from  abroad,  but  would  also  allow  for 
overvaluation  of  the  U.S.  dollar. 

It  would  eliminate  benefits  that  were  accrued  to  producers  who 
remain  outside  the  Federal  programs  to  avoid  acreage  reduction  re- 
quirements, thereby  making  supply  adjustment  efforts  more  effec- 
tive. 

I  wonder  what  your  reaction  to  this  marketing  loan  proposal 
would  be,  and  whether  or  not  you  think  that  it  could  be  incorporat- 
ed in  a  farm  bill  as  an  acceptable  alternative  to  some  of  the  cur- 
rent proposals? 

Mr.  Barr.  Well,  first  of  all,  we  are  familiar  with  the  proposal. 
Although  there  are  a  lot  of  questions  which  remain  in  our  minds,  I 
might  say  that  our  producer  groups  have  had  access  to  this  concept 
before  we  held  our  hearings  in  the  country.  Sykes,  I  think  you  will 
back  me  up  on  this.  There  has  not  been  a  lot  of  enthusiasm  for  this 
program  among  cotton  producers. 

You  said  it  would  be  nonrecourse.  I  think  the  question  has  arisen 
would  it  actually  be  recourse  or  nonrecourse.  The  next  question  I 
think  would  be  at  what  level?  When  you  see  figures  on  the  thing,  I 
think  things  begin  to  jump  out  at  you. 

The  other  big  question  is  would  this  involve  loan  limits  or  pay- 
ment limits,  exposure  limits  I  guess  they  might  be  called,  in  the 
program.  I  think  once  those  questions  were  answered,  then  we 
might  be  able  to  look  at  it  more  seriously. 

Senator  Cochran.  Thank  you  very  much.  Senator  Heflin. 

Senator  Hefun.  Following  up  on  that  question,  instead  of  it 
being  an  alternate  method,  if  it  were  an  additional  method  and  on 
a  pilot  program  basis  in  some  commodity  for  some  limited  period  of 
time  to  see  whether  it  worked,  you  would  have  your  regular  loan 
program  and  then  this  market  oriented  loan  program,  as  Senator 
Cochran  has  described.  There  would  be  a  choice. 

Do  you  have  any  thoughts  relative  to  that  program? 
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Mr.  Martin.  Senator,  as  a  producer  I  would  have  to  say  any  ad- 
ditional options  produced  on  cotton  would  certainly  be  appreciated. 

Senator  Hefun.  Fd  like  to  follow  up  a  little  bit  on  this  China 
situation.  Production  of  cotton  in  an  area  that  takes  it  on  as  the 
new  tax,  there  are  certain  investments  that  have  to  be  made  that 
you  have  to  look  at  from  a  long-range  basis,  for  example  cotton,  as 
a  matter  of  cotton  gins.  That's  a  structure  that's  now  being  put  in 
place  in  China. 

I  am  sorry,  I  didn't  get  here  in  time  to  hear  all  the  testimony. 
But  last  year  what  was  the  production  in  bales  of  cotton  in  China? 

Mr.  HoLUS.  Approximately  27  million  bales. 

Senator  Hefun.  27  million  bales  in  China.  What  was  the  U.S. 
production? 

Mr.  HoLUS.  A  little  over  13  million. 

Senator  Hefun.  If  I  remember  right,  some  4,  5,  or  6  years  ago  we 
actually  sold  to  China  2  million  bales  of  cotton.  At  that  time  what 
was  China's  production  of  bales  of  cotton? 

Mr.  Houjs.  About  9  million.  They've  gone  from  approximately  9 
million  bales  some  5  years  ago,  if  I  am  not  mistaken,  to  27.  They 
have  tripled  their  production  in  about  5  years. 

Senator  Hefun.  Now,  if  you  have  a  crystal  ball  that  you  can  give 
us  some  idea  of  what  you  might  anticipate  that  they  could  go  to  in 
the  next  4  years? 

Mr.  Houjs.  Senator,  I  do  not  know  that  we  could  quantify  it.  But 
there  are  some  changes  that  are  going  on  in  China.  For  instance, 
their  policy  in  1979  was  changed.  What  caused  the  big  increase  in 
production,  they  had  a  quota  system  for  the  farmers  and  they  told 
the  farmer — not  on  cotton  but  on  other  commodities — once  he 
made  the  quota  and  then  a  fixed  price,  once  he  made  a  quota,  he 
could  keep  the  product  above  the  quota  and  sell  it  at  the  fixed 
price  and  keep  the  money. 

So  my  statement  is  the  farmers  are  the  same  world  over.  You 
give  a  farmer  the  incentive  to  produce,  he  is  going  to  produce. 
That's  exactly  what  happened  with  the  farmers  in  China.  They 
have  changed  that  just  recently  so  that  above  the  quota  the  farmer 
must  accept  the  world  price.  So  they  put  a  little  bit  of  a  disincen- 
tive on  overproduction. 

They've  got  a  problem.  As  you  mentioned,  they  have  approxi- 
mately 18  million  bales  in  their  stocks  right  now.  But  we  estimate 
that  they  will  only  export  about  a  million  this  year  because  of  this 
infrastructure  problem  that  you  mentioned.  Their  product  is  a  hale 
about  the  size  of  a  hay  bale,  200  pounds.  They  have  problems  with 
transportation  and  some  problems  with  quality  and  damage. 

To  answer  your  question,  the  central  government,  they  can  just 
about  do  whatever  they  want  to  do,  particularly  with  cheap  labor 
and  given  farm  incentives.  But  we  do  see  a  little  glimmer  of  hope 
about  the  change  in  the  price  above  the  quota,  that  we  do  not  see 
the  production  quite  as  much,  mainly  because  they  aren't  getting 
the  foreign  exchange  that  they  want  out  of  raw  cotton.  They  are 
getting  it  out  of  the  exports,  out  of  the  finished  goods. 

Senator  Hefun.  Well,  the  cotton  gins  that  they  have  put  into 
place,  are  they  basically  modern  cotton  gins? 

Mr.  Houjs.  We  understand  they  are  going  to  buy  gins  from 
American  companies  that  will  produce  bales  the  same  as  ours. 
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Mr.  Barr.  That's  new.  Before  they  made  these  purchases,  and 
probably  since  they  made  them,  I  think  most  of  it  was  hand 
ginned. 

SenatorHEFUN.  Well,  if  they  bring  in  the  type  of  gin  that  Sykes 
Martin  h^  got,  they  may  be  even  more  competitive. 

Mr.  HoLUS.  That  s  true. 

Senator  Hefun.  I  want  to  ask  him  a  little  bit  about  that,  because 
I  think  that  has  some  material  bearing  on  the  future.  Now,  on  the 
textiles  in  Qiina,  I  believe  about  5  years  ago  when  we  were  doing 
this,  they  were  buying  from  us  2  million  bales  of  cotton  for  that 
textile  industry. 

Has  their  textile  industry  changed  substantially  in  the  past  5 
years? 

Mr.  HoLUS.  Well,  they  have  changed  in  several  respects,  I  guess. 
Once,  again,  a  central  government  can  tell  them  what  raw  materi- 
als to  use. 

When  I  was  in  China,  I  went  to  one  of  the  places,  and  it  was  78 
percent  polyester,  which  seemed  kind  of  ridiculous  with  all  the 
cotton.  This  was  just  last  fall. 

The  answer  was  to  my  question  why  78  percent  polyester  is  be- 
cause they  built  the  big  polyester  plant  and  had  excess  polyester 
and  the  politicians  made  the  decision  to  have  the  polyester  plant, 
that  it  was  to  have^  a  market.  What  we  found,  more  market  on  a 
higher  percent  of  cotton.  1 

So,  to  answer  your  question,  we  hear  that  the  textile  industry 
over  there  still  likes  American  cotton  because  one  of  the  advan- 
tages is  that  our  producers  and  ginners  and  merchants  have  been 
able  to  export  a  dependable  source,  not  only  of  delivery  time,  but  of 
quantity  and  quality.  This  is  where  we  are  still  competitive,  be- 
cause the  Japanese  are  very  upset  because  they  can't  get  the  cotton 
delivered  on  time  from  China.  We  Still  have  that  angle. 

But  the  textile  industry  in  China,  that's  a  national  policy  to  con- 
tinue to  produce  cheap  textiles  to  export  and  create  foreign  ex- 
change. 

Senator  Hefun.  Going  into  new  and  different  types  of  textiles 
from  what  they  formerly  did,  as  I  understand,  up  until  a  few  years 
ago  they  had  textiles  that  was  largely  the  thick  woven  type  textile. 
But  they  have  now  gone  into  almost  every  other  form  of  textile. 

Do  they  have  a  wide  diversified  modern  textile  and  large  textile 
industry  that  we  have  not  previously  seen? 

Mr.  HoLUS.  We  understand  that  they  can  produce  almost  any 
quality  they  want  to  produce.  They  are  very  competitive. 

Senator  HefliK.  The  point  I  am  getting  to  is  it  seems  that  the 
policy  and  the  decisionmakers  in  China,  that  they  have  at  this  time 
somewhat  targeted  textiles  and  cotton  as  an  area  that  they  are 
going  to  concentrate  on.  There  could  be  the  danger  that  they  could 
corner  the  market  of  the  world,  both  in  textile  and  in  cotton  pro- 
duction if  that  policy  decision  were  contingent. 

You  mentioned  the  problems  of  the  textile  industry  and  the  loss 
of  jobs  in  America.  It  has  somewhat  of  the  appearance  that  this 
has  been  a  selective  area  that  has  been  picked  out  to  concentrate 
their  energies  and  their  efforts  in  agriculture  and  also  manufac- 
ture. Is  that 
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Mr.  HoLLis.  I  think  that's  a  fair  statement.  The  apparent  trend 
in  the  last  25  years  in  Third  World  countries  because  textiles  can 
be  fairly  easy  entry  business  for  Third  World  countries  to  get  into 
it.  But,  you  know,  a  lot  of  growth  of  South  Korea,  Taiwan,  their 
growth  has  been  through  production  of  textiles,  and  Japan,  which 
is  a  little  more  industrialized  of  course. 

Senator  Hefun.  Some  people  think  that  this  is  what  occurred, 
has  occurred,  in  poultry  and  eggs  with  France,  that  they  have  se- 
lected that  area,  agriculture  economy,  to  concentrate  on  and  £U3  a 
result,  they  are  subsidizing  exports  in  those  fields  that  changed 
France  from  being  a  country  that  imported  poultry  and  eggs  5  or  6 
years  ago  now  to  where  it  is  their  leading  export. 

I  do  not  know  if  there  is  any  similarity  in  regard  to  the  policy 
and  decisions  that  have  been  made  in  China  pertaining  to  cotton. 
But  it  is  something  that  certainly  bears  investigation.  It  ought  to 
be  considered  certainly,  as  we  determine  policy  on  farm  legislation. 

I  would  like  to  ask  Mr.  Martin.  Mr.  Martin  invested  a  lot  of 
money.  I  do  not  know  whether  many  farmers  can  do  it  in  a  new, 
very  modern  cotton  gin,  in  the  cotton  compressing  and  ginning 
cotton,  and  that  sort  of  thing. 

Would  you  tell  us  a  little  about  what  you  have  done  on  that  and 
what  the  effect  has  been. 

Mr.  Martin.  Senator,  we  invested  approximately  $2.7  million  in 
1982  in  the  building  of  a  company  called  Servco  Gin  Corp.  As  a 
result  of  that,  our  gins  have  gone  up  from  approximately  12,800  to 
over  20,000  acres  this  year. 

We  have  contracted  and  we  may  get — we  will  have,  I  think- 
about  24,000  acres  contracted.  It's  allowed  us  to  be  much  more  effi- 
cient. We  have  many  economies  of  scale  and  we  have  been — we  are 
doing  well  financially  with  it. 

We  feel  like  we  have  been  able  to  give  the  producers  a  very,  very 
good  product.  We  give  them  good  service.  We  have  so  much  volume 
we  can  cut  our  overhead  cost  per  bale.  It's  been  a  very  good  move 
for  us.  We're  very  pleased. 

Senator  Hefun.  What  does  this  gin  do  that  former  gins  couldn't 
do? 

Mr.  Martin.  Well,  there  is  nothing  unioue  about  this  gin  except 
it  is  all  new.  It  has  a  dense  bale,  but  that  s  not  something  unique. 

Senator  Hefun.  Well,  now  you  are  talking  about  this,  you  are 
serving  a  community  of  many  farmers?  How  many  farmers  do  you 
serve? 

Mr.  Martin.  We  serve  approximately  30  farmers  I  would  think. 
But  we  bring  cotton  in  up  to  70  miles  with  the  new  module  devel- 
oped by  Cotton  Inc. 

Senator  Hefun.  One  thing  we  are  interested  in  endeavoring  to 
try  to  emphasis  is  increase  research  designed  to  reduce  the  cost  of 
production.  We  have  had  testimony  that  the  research  going  on 
right  now  as  to  the  various  types  of  plants  that  can  be  disease  re- 
sistant, can  be  insect  resistant  and  things  of  this  sort. 

In  the  production  of  cotton  you  spend  a  substantial  sum  of 
money  yearly  on  the  boll  weavils  and  other  insects  and  diseases.  If 
that  could  be  substantially  reduced,  as  well  as  disease  resistant 
cotton  produced,  could  this  be  of  help  to  the  cotton  farmers  overall? 
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Mr.  Martin.  Of  course  we  would  much  rather  have  our  profits 
from  the  marketplace.  One  way  to  do  that  is  reduce  our  cost  of  pro- 
duction by  making  us  more  efficient. 

Senator  Hefun.  I  would  like  to  just  ask  any  of  the  groups  here, 
we  are  talking  about  exports,  and  back  maybe  to  this  issue  of 
China  a  little  bit.  I  think,  Mr.  HoUis,  that  I  understood  you  to  say 
that  37  percent  of  the  cotton  that  is  used  by  the  textile  business  in 
the  United  States  are  imports?  Was  that  your  testimony?  I  might 
have  misunderstood  you. 

Mr.  HoLUS.  ThirtyHseven  percent  of  the  domestic  markets  are 
supplied  by  imports.  Retail  account,  in  other  words  at  the  retail 
level,  consumption.  In  other  words,  we  say  8.2  million  bale  total 
cotton  consumption,  we  know  that  cross  is  the  retailers. 

Senator  Hefun.  And  that  is  how  much  import  coming  into  the 
United  States? 

Mr.  HoLUS.  Thirty-seven  percent. 

Senator  Hefun.  All  right.  Now,  if  that's  37  percent  of  8.2  how 
many 

Mr.  Houjs.  A  little  under  3  million  bales. 

Senator  Hefun.  You  mentioned  an  import  surcharge  coming 
into  this  country.  If  there  is  retaliatory  action  in  certain  other 
places,  the  export  market  that  cotton  has,  would  you  suffer  from 
retaliatory  action  if  you  have  some  type  of  an  import  surcharge  or 
market  access? 

Mr.  Houjs.  Of  course  this  is  a  risk  that  we  have  dealt  with.  We 
are  convinced  that  countries  buy  just  like  you  and  I  buy,  where 
they  can  get  the  best  quality  at  the  best  price.  In  the  past  what  has 
happened  is  it  has  really  been  a  dislocation  of  product.  In  other 
words,  if  one  country  decides  whether  they  are  going  to  retaliate 
and  buy  their  wheat  or  cotton  from  another  country,  there  is  a  cer- 
tain amount  of  wheat  or  cotton  in  the  total  world  market. 

If  production  of  one  country  then  shifts  and  goes  to  replace  an- 
other, there  is  a  vacuum  left  in  the  demand.  You  do  not  have 
worldwide  perception.  The  demand  is  there. 

But  we  are  convinced  that  China,  for  instance,  has  acted  out  of 
desire  to  buy  the  cheapest  product.  Senator  Cochran  observed  that 
earlier,  really  in  a  form  of  a  question  in  his  opening  statement, 
worried  about  retaliatory  action.  We  are  convinced  that  countries 
act  just  like  individuals,  they  buy  the  best  product  at  the  best 
price. 

Senator  Hefun.  Well,  you  mentioned  that  China  was  selling  a 
lot  of  their  cotton  to  the  Pacific  perimeter,  around  in  that  area, 
where  the  chief  of  transportation  is.  One  of  our  big  efforts  over  the 
years  has  been  to  try  to  encourage  Korea  to  buy.  As  a  result  of  cer- 
tain export  credit  guarantees,  we  have  had  to  maintain  the  goods 
market  in  Korea.  i 

I  do  not  know  whether  some  of  the  countries  that  buy  from  us 
that  we  sell  to,  whether  they  would  in  effect  retaliate  or  whether 
the  retaliation  comes  from  a  totalitarian  government  that  is  a  com- 
petitor. 

I  suppose  all  these  things,  of  course,  no  one  can  answer.  Let  me 
ask  you  a  little  bit  about  the  effort  credit  you  mentioned.  You  indi- 
cated that  this  ought  to  be  aggressively  pursued.  Are  there  any 
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other  tools  to  increase  export  markets  that  you  would  advocate 
that  be  included  in  a  farm  bill? 

Mr.  HoLUS.  I  would  like  to  refer  to  Duke  Barr.  Duke  is  on  the 
export  commission. 

Mr.  Barr.  Senator  Heflin,  the  export  commission  report  is  due 
March  31,  and  it  will  be  delivered  early  next  week.  In  that  whole 
area  we  have  reviewed  a  number  of  ways. 

First  of  all,  the  Government  has  got  to  decide  they  want  to  do  it. 
Then  they  have  got  to  provide  the  tools  to  do  it.  Credit  certainly 
has  been  one  of  the  strongest  tools  that  we  found  in  the  neighbor- 
hood of  certain  exports. 

But  then  you  have  all  kind  of  complications  all  the  sudden  that 
tend  to  jump  up  in  your  face.  Just  about  the  time  you  push  in  here, 
something  pops  out  over  there.  So  I  think  along  this  line  we  have 
all  our  GSM  102  and  our  programs  are  going  to  be  jeopardized. 

I  think  one  of  the  recommendations  of  that  commission  is  cer- 
tainly going  to  be  if  this  must  exist,  we  think  it  should  be  done  on 
its  own  merits.  If  the  industry  is  going  to  be  outlayed,  it  should  be 
not  involved  in  agricultural  proposals. 

Senator  Hefun.  Senator  Cochran  and  I  put  into  a  bill  some  pro- 
visions pertaining  to  additional  money,  some  $2  million  for  the 
GSM  102  program,  the  Export  Guarantee  Credit  Program.  I  know 
when  Secretary  Block  testified  I  asked  him  to  give  us  some  figures 
on  how  much  of  that  had  been  used. 

I  hear  that  it  is  not  a  great  deal  of  that  has  been  used.  It's  where 
a  tool  was  given  and  funds  appropriated  for  that  purpose.  Of 
course,  actually  that  program  really  from  cotton's  viewpoint,  I  un- 
derstand it  has  never  cost  a  cent  because  it  is  always  been  paid 
back.  But  I  would  think  from  the  National  Cotton  Council's  view- 
point that  you  might  want  to  build  a  fire  under  the  Department  of 
Agriculture  as  to  the  use  of  that  fund  for  the  remaining  part  of 
this  fiscal  year. 

One  other  thing.  There  is  pending,  as  you  know,  a  tax  simplifica- 
tion bill  that  could  have  some  effects  on  various  farmers.  I  know 
that  we  do  not  have  time  to  get  into  the  details  of  all  this,  but  I 
have  extended  an  invitation  to  all  other  farm  organizations  if  they 
would  give  us  their  thoughts  pertaining  to  certain  aspects,  certain 
allowable  deductions  in  a  tax  simplification  program  that  should  be 
continued,  the  rationale  for  it,  and  the  various  approaches  to  give 
us  some  sort  of  idea  of  the  various  segment  of  the  cotton  industry 
as  to  any  tax  simplification,  there  may  be  an  effect  on  a  small 
farmer,  midsize,  corporate  farmers,  other  things. 

I  would  invite  you  to  furnish  us  with  any  information  on  that. 
We're  not  the  tax  writing  committee.  But  nevertheless,  the  overall 
effect  of  a  proposal  which  has  a  tremendous  amount  of  support  and 
which  probably  may  be  passed  with,  of  course,  change  from  present 
tax  simplification  proposal.  Nevertheless,  I  think  it  is  wise  for  us  to 
bear  this  in  mind  as  to  see  how  the  income  profit  of  farmers  will 
fair  under  a  tax  out  years  from  now. 

Mr.  Barr.  I  commend  you  on  those  questions.  I  will  say  testifying 
for  the  council  itself  right  now,  we  haven't  reviewed  the  thing  and 
come  to  any  sound  conclusions  in  terms  of  what  has  been  the  effect 
on  farms  in  this  country. 
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However,  I  think  I  would  suggest  from  a  personal  point  of  view 
that  I  would  take  issue  with  many  of  the  approaches  that  have 
been  suggested. 

First  of  all,  I  think  it  is  the  contention  of  many  people  that  agri- 
culture has  an  overabundance  at  this  point  in  time.  I  would  say  to 
you  that  I  would  disagree  with  that,  rerhaps  our  plant  is  too  big 
and  some  of  it  needs  to  be  shut  down. 

But  if  it  is  going  to  provide  for  a  long  time,  we  are  going  to  find  a 
way  to  put  additional  capital  into  it.  I  think  the  plan,  £U3  put  forth 
right  now,  will  certainly  be  detrimental  to  doing  that. 

Right  now  the  fiscal  policy  of  this  country  is  one  that  rewards 
the  quitter.  If  I  had  a  pile  of  money,  it  would  be  much  easier  for 
me  to  put  it  in  a  hundred  thousand  dollars  instruments  in  another 
bank,  draw  interest  on  it,  and  pay  taxes  on  that,  and  not  have  any 
risk. 

There  are  many  people  in  agriculture  right  now  that  want  to  sell 
out,  but  there  are  no  buyers.  You  are  going  to  have  to  find  a  way 
to  get  the  money  out  of  those  CD's  and  encourage  people  to  take 
some  risk.  It  looks  to  me  like  a  tax  writeoff  is  the  only  way  to  do  it. 

Senator  Hefun.  Thank  you. 

Senator  Cochran.  Senator  Melcher. 

Senator  Melcher.  I  believe  it  is  you,  Mr.  Barr,  that  said  we 
ought  to  have  the  President  appoint  a  bipartisan  commission  to 
recommend  a  basis  to  reduce  the  Federal  deficit  with  sound  fiscal 
policy  and  that  you  belief  this  is  the  only  way  the  dollar  problem 
can  be  remedied.  Do  you  believe  the  budget  ought  to  be  cut? 

Mr.  Barr.  There  are  lots  of  ways  to  balance  the  budget.  I  didn't 
intend  to  address  that,  but  certainly  you  can  cut  spending  or 
produce  additional  revenue.  I  would  suggest  to  you  that  perhaps 
one  way  you  might  be  able  to  help  the  situation  is  just  do  some  rea- 
sonable accounting.  The  Government  is  one  of  the  few  places  where 
a  note  receivable  is  an  expenditure. 

Senator  Melcher.  I  quarrel  with  that  bookkeeping  method 
myself.  Everybody  else  calls  it  an  asset,  but  we  do  not  seem  to. 

One  of  the  biggest  problems  we  have  on  the  budget  though  is  the 
President's  viewpoint  that  heavy  spending  and  heavy  deficits  occur 
only  because  they  are  coming  by  majority  vote. 

But  I  believe  the  figures  show  in  the  4  years  of  the  Reagan  ad- 
ministration Congress  did  cut  the  President's  spending  $2  billion, 
which  isn't  as  good  as  it  should  be.  But  in  a  sense  we  have  already 
have  this  bipartisan  commission.  It  wasn't  appointed.  It  is  elected 
by  the  people,  it  is  called  Congress. 

The  real  question  is  how  much  are  we  going  to  cut  spending? 
How  much  defense  spending  is  going  to  be  cut?  Are  we  going  to 
freeze  domestic  spending,  or  are  we  going  to  freeze  defense  spend- 
ing to  the  same  level?  That  seems  to  be  the  argument. 

If  we  are  going  to  freeze,  we  ought  to  freeze  defense  in  the  same 
way.  What  would  be  your  advice?  Ordinarily  I  wouldn't  ask  this 
question  of  the^  Cotton  Council  or  the  Corn  Growers,  Wheat  Grow- 
ers, and  dairy  people,  but  I  think  this  question  is  relevant  now. 

There  is  no  use  testifying  about  the  dollar  in  relationship  to  the 
value  of  other  currencies  unless  you  are  willing  to  say  where  you 
make  the  cut.  Are  you  willing  to  freeze  domestic  spending  at  1985 
levels? 


Digitized  by 


Google 


884 


Mr.  HoLUS.  May  I  speak  to  that?  Two  points  I  would  make,  one  I 
made  earlier.  That  is  that  the  commodity  portion  of  the  agricultur- 
al budget  is  only  about  iy2  percent  of  the  total  budget.  We  are 
being  asked  under  the  present  proposal  we  have  seen  to  take  a  20 
percent  cut. 

Our  proposal  would  be,  we  have  the  deficit,  we  want  to  partici- 
pate in  that,  but  we  want  to  participate  in  a  fair  basis,  not  be  tar- 
geted. Agriculture  products  are  approximately  28  percent  of  the 
gross  national  product.  So  we  think  that  we  deserve  some  attention 
as  far  as  what  our  contribution  to  jobs  and  GNP  is  and  not  be 
asked  to  take  a  disproportionate  cut  when  it  comes  to  the  budget 
cut. 

Senator  Melcher.  When  you  are  to  the  20-percent  cut,  what  are 
you  referring  to?  The  administration? 

Mr.  HoLUS.  Yes. 

Senator  Melcher.  I  do  not  think  that  is  on  this  table  any  more. 

Mr.  Barr.  Are  you  looking  for  an  opinion  on  defense  by  itself? 

Senator  Melcher.  It  is  not  defense  by  itself  But  after  all,  $300 
billion  is  a  lot  of  money  and  a  big  chunk  of  that  budget. 

There  is  Social  Security  and  there  is  Medicare.  By  the  way,  Med- 
icare people  are  reporting  that  some  commission  study  shows  that 
Medicare  looks  in  pretty  good  shape. 

Three  hundred  billion  dollars  is  a  lot  of  dough  but  that  is  what 
the  defense  would  be  if  we  do  not  freeze  it. 

Mr.  Barr.  I  do  not  think  you  would  have  any  problem.  First  of 
all,  it  is  not  the  cotton  people,  but  the  rural  people  as  a  whole  who 
have  a  background  of  being  very  patriotic  people.  I  think  that  they 
see  the  dollar  situation  as  it  is,  the  deficit  situation  as  it  is,  that  we 
are  in  an  economic  crisis  in  America. 

There  are  a  lot  of  them  that  are  not  willing  to  take  any  action, 
painful  as  it  is,  provided  that  everybody  else  takes  it.  I  would  sug- 
gest in  terms  of  farm  programs  that  we  have  been  on  hold  for  2 
years  already.  We  froze  our  prices  at  last  year's  level. 

But  I  do  not  think  you  would  have  any  problem  getting  any  sup- 
port under  the  circumstances.  But  I  think  I  might  add,  too,  that  I 
think  the  responsibility  also  is  to  continue  to  look  at  items  that 
would  increase  income.  I  do  not  single  out  taxes  there. 

You  mentioned  a  surcharge  earlier.  I  think  the  fact  that  we  have 
got  a  tremendous  deficit  in  trade  in  the  United  States,  forecast  to 
be  $130  billion,  that  is  just  a  part  of  that  deficit,  you  have  the  tax- 
pa3dng  industries  in  the  United  States  producing  more  money  than 
the  Government. 

Senator  Melcher.  I  think  you  are  correct.  On  trade,  you  do  not 
seem  to  mention  reciprocal  agreements  an)rmore,  but  I  think  they 
are  available  to  us. 

Are  there  not  quite  a  few  countries  that  would  prefer  to  buy 
from  the  United  States  on  the  basis  of  reciprocal  agreement  than 
they  would,  for  instance,  from  China? 

Mr.  Barr.  I  think  it  is  a  point  that  needs  to  be  looked  at. 

Senator  Melcher.  Has  your  trade  commission  looked  at  it  for 
thought? 

Mr.  Barr.  I  think  not  specifically  by  the  entity  of  cotton.  They 
are  certainly  looking  at  reciprocity  in  terms  of  the  overall  picture. 
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I  do  not  think  you  will  find  a  conclusion  on  that  in  the  March  31 
report. 

But  I  feel  sure  you  will  probably  have  recommendations  regard- 
ing that  in  the  report  of  May  6. 

Senator  Melcher.  It  seems  to  me  that  in  the  current  circum- 
stances that  if  we  can  make  some  reciprocal  agreement,  it  would  be 
beneficial  where  the  current  impact  of  the  strong  dollar  would  be 
nullified  based  just  on  the  reciprocity. 

Thank  you. 

Senator  Cochran.  Mr.  Zorinsky. 

Senator  Zorinsky.  I  ask  that  my  statement  be  included  in  the 
record.^  I  have  no  questions. 

Senator  Cochran.  That  is  so  ordered. 

We  appreciate  your  being  here.  You  did  a  good  job  before  the 
committee. 

We  have  a  lot  of  witnesses.  We  are  going  to  ask  that  we  group 
them  in  panels,  beginning  with  the  next  group. 

Mr.  Barr.  I  just  might  say  as  we  leave  here  that  we  are  aware 
that  some  of  you  are  already  in  line  with  the  Textile  Trade  En- 
forcement Act,  which  is  before  you  in  the  Senate,  and  we  certainly 
would  like  to  commend  you  and  Senator  Heflin.  We  appreciate 
that. 

Senator  Cochran.  Thank  you  for  being  here. 

The  next  group  we  would  like  to  call  before  the  committee  will 
include  Nicky  Hargrove,  president  of  the  Arkansas  Farm  Bureau, 
who  is  representing  the  American  Farm  Bureau  from  Little  Rock, 
and  Peter  Diffly,  president  of  the  American  Cotton  Shippers  Asso- 
ciation, from  Alabama.  Mr.  Diffly  has  others  who  will  accompany 
him:  Ben  Baer,  Dewell  Gandy,  and  Neal  Gillen.  The  other  witness 
is  Daniel  K.  Frierson,  president  of  Dixie  Yarns,  Inc.,  Chatanooga, 
TN,  who  is  representing  the  American  Textile  Manufacturers. 

In  order  to  accommodate  all  the  witnesses  who  responded  to 
supply  testimony  to  this  hearing,  we  are  going  to  have  to  limit  the 
presentations  to  5  minutes  for  each  witness.  We  hope  you  can  stay 
within  that  5  minutes  when  you  make  your  presentation. 

We  have  your  statements.  We  will  include  them  in  the  record  in 
full,  which  will  appear  in  the  appendix.  This  will  give  us  all  a 
chance  to  have  a  dialog  and  to  have  a  discussion  of  your  presenta- 
tion. 

Mr.  Hargrove  you  may  proceed. 

STATEMENT  OF  NICKY  HARGROVE,  PRESIDENT,  ARKANSAS 
FARM  BUREAU,  LITTLE  ROCK,  AR,  REPRESENTING  THE  AMERI- 
CAN FARM  BUREAU  FEDERATION 

Mr.  Hargrove.  Thank  you,  Mr.  Chairman,  members  of  the  com- 
mittee, I  am  Nicky  Hargrove,  president  of  the  Arkansas  Farm 
Bureau  and  representing  the  American  Farm  Bureau.  I  appreciate 
the  opportunity  to  talk  with  you  briefly  for  a  few  minutes.  ^ 

We  have  discussed  at  this  point  what  our  colleagues  are  facing  in 
the  cotton  industrv.  In  the  beginning,  we  talked  about  the  competi- 
tion of  the  People  s  Republic  of  China.  We  have  seen  what  some  of 


*  See  p.  547  for  the  prepared  statment  of  Senator  Zorinsky. 
-  See  p.  558  for  the  prepared  statement  of  Mr.  Harj^'ove. 
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the  domestic  incentive  programs  have  done  there  in  the  last  few 
years,  increasing  production  from  under  10  million  to  over  25  mil- 
lion bales  a  year  in  just  a  very  few  years. 

There  are  problems  within  the  agricultural  industry.  We  think 
there  can  be  some  changes  made  in  major  farm  policy  that  can 
bring  about  a  positive  effect  on  agricultural  income  and  on  the  ag- 
ricultural economy. 

As  a  result  of  this,  the  Farm  Bureau  has  a  proposal  that  we  will 
be  presenting  to  you.  Let  me  just  highlight,  if  I  could,  just  one  or 
two  areas  from  the  proposal. 

One,  loan  rates,  we  would  propose  that  we  continue  the  present 
system  of  loan  rates.  We  think  it  has  served  the  industry  well.  The 
only  thing  we  would  suggest  is  that  in  no  time  would  loan  rates 
adjust  by  more  than  10  percent  in  any  one  year.  I  think  the  excess 
of  that  would  be  rather  a  drastic  shock. 

We  think  what  we  have  done  in  the  industry  with  the  market 
loan  levels  that  we  have  utilized,  we  sent  a  signal  to  a  lot  of  the 
other  production  nations  of  the  world  that  we  are  no  longer  not 
going  to  provide  them  long-term  support  prices  for  their  produc- 
tion. *V/e  need  to  make  their  programs  more  costly,  we  need  to 
make  it  hurt  them  a  little  bit. 

We  think  we  are  doing  this  through  the  present  loan  rates.  We 
support  the  continued  use  of  efficiency  payments  and  income  sup- 
plement. We  think  that  these  should  be  set  at  110  percent  for  the 
same  5-year  extra  loan  that  is  used  in  determining  the  loan  rate 
rates  for  cotton.  At  the  same  time,  we  think  these  should  adjust  by 
no  more  than  5  percent  in  any  one  given  year. 

Target  price  system  does  provide  a  supplement,  it  does  maintain 
income  levels  really  for  program  participants.  It  does  give  us  an  op- 
portunity. It  buys  us  a  little  time  to  address  the  problem,  to  ad- 
dress the  real  problems  of  expanding  our  exports  and  getting  back 
into  our  world  share  of  the  market. 

We  think  these  issues  must  be  confronted.  They  must  be  con- 
fronted strongly  and  very  much  up  front.  In  the  area  in  which  sub- 
stantial improvement  in  farm  income  and  agricultural  profitability 
has  to  lie  in  the  area  of  exports.  So,  we  have  placed  a  great  deal  of 
emphasis  upon  export  title  in  our  farm  proposal. 

A  lot  of  additional  ways  have  been  used,  given  very  briefly.  We 
know  what  they  are.  We  think  we  need  to  expand  the  CCC  export 
credits,  and  the  Public  Law  480,  the  Food  for  Peace  Program. 

We  very  much  regret  that  the  export  credits,  the  revolving 
export  credits,  that  are  provided  for  in  the  1981  farm  bill  have  not 
been  implemented.  We  think  it  is  vital  that  we  maintain  this  in 
the  new  farm  bill.  We  think  it  is  important  this  area  be  funded. 

We  do  need  to  continue  the  Export  Credit  Program.  An  area  that 
has  been  addressed  earlier  that  I  would  have  to  put  emphasis  on  is 
the  exemption  from  reference.  We  strongly  support  this  exemption. 
In  fact,  we  think  all  agricultural  commodities,  whether  it  be  pri- 
vate sale  or  Government  helped  sales,  should  be  exempt. 

I  think  the  real  key  to  our  proposal  would  be  the  fact  that  we 
have  got  to  give  our  trade  negotiators  something  to  work  with.  To 
do  this,  we  would  propose  an  Export  Bonus  Program.  I  wish  I  had 
time  to  go  into  it.  I  think  it  is  rather  unique,  and  I  think  it  is 
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rather  innovative.  I  would  ask  your  consideration  of  this  proposal 
in  depth  at  a  later  date. 

Basically,  what  we  would  do,  we  would  use  foreign  commodities 
from  CCC  Stocks  as  an  expert  bonus  to  those  nations  that  are 
doing  business  with  us.  We  think  this  is  an  area  that  can  be  done 
actually  with  no  net  cost  to  the  Government. 

Because,  if  you  take  into  consideration  what  it  costs  to  store  and 
handle  a  bale  of  cotton  or  bushel  of  wheat,  or  any  other  commodi- 
ty, in  a  year's  time  we  can  actually  save  money  with  this  type  of 
approach. 

At  the  same  time  we  can  send  a  signal  to  the  rest  of  the  world 
that  we  are  no  longer  going  to  be  passive  when  we  are  talking 
about  trade  because  we  are  going  to  have  to  tell  the  rest  of  the 
world  that,  you  know,  we  have  been  down  in  the  trade  war  for 
about  the  last  5  years,  that  is  everybody  in  the  world  but  us.  We 
have  not  been  a  participant  in  it.  I  think  it  is  time  we  send  a  mes- 
sage to  the  rest  of  the  world. 

We  would  ask  for  acreage  reduction  programs.  One  key  here 
would  be  a  trigger  level.  Any  time  stocks  exceeded  a  certain  spot 
level,  we  would  automatically  trigger  an  Acreage  Reduction  Pro- 
gram. At  the  same  time  that  we  would  automatically  trigger  an 
Export  Bonus  Program. 

There  are  many  other  provisions  of  our  proposal,  and  we  will 
have  an  opportunity  to  discuss  them  with  you  later.  But  I  think 
this  basically  is  it  at  this  point,  sir. 

I  thank  you  you  and  the  committee  for  your  consideration.  And 
we  will  be  glad  to  work  with  you  in  any  way  we  can. 

Senator  Cochran.  Thank  you,  Mr.  Hargrove. 

Mr.  Diffly. 

STATEMENT  OF  PETER  F.  DIFFLY,  PRESIDENT,  AMERICAN 
COTTON  SHIPPERS  ASSOCIATION,  ACCOMPANIED  BY  DEWELL 
R.  GANDY,  ECONOMIST,  AND  NEAL  P.  GILLEN,  VICE  PRESIDENT 
AND  GENERAL  COUNSEL 

Mr.  Diffly.  Mr.  Chairman,  with  me  today  are  Dewell  Gandy 
from  Memphis,  and  Neal  Gillen,  counsel  from  Washington.^  There 
are  two  things 

Senator  Cochran.  Pull  the  mike  a  little  bit  closer  to  you. 

Mr.  Diffly.  There  are  two  things  we  want  to  impress  on  you. 
They  are  the  current  situation  and  some  of  the  changes  in  legisla- 
tion. I  think  as  mentioned  by  the  council,  we  must  keep  in  mind 
the  world  situation. 

There  are  74  cotton  producing  countries,  and  14  of  these  coun- 
tries produce  90  percent  of  the  cotton.  Under  our  program  two 
years  ago  we  had  a  2.8  carry  over.  This  is  after  the  PIK  Program. 
This  year  we  expect  it  to  increase  to  4.2  at  the  end  of  the  current 
season.  We  look  in  the  summer  of  1986  for  it  to  be  5.5  million  bales. 

In  this  bleak  atmosphere,  we  have  increased  our  loan  rate  for 
this  year  2.3  cents.  I  am  more  domestic  oriented  than  others,  I 
would  say,  and  I  am  pretty  close  to  the  domestic  mills.  I  have  been 


'  See  p.  560  for  the  prepared  statement  of  Mr.  Diffly. 
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in  the  business  for  37  years,  and  I  think  they  are  in  the  worst 
shape  they  have  ever  been  in. 

We  have  a  consumption  forecast  of  5.2  million.  We  also  have  lost 
jobs.  The  Department  of  Labor  has  shown  us  in  the  last  4  months 
in  the  Southeast  we  have  lost  29,000  jobs.  This  has  a  terrible  effect 
on  these  small  towns. 

Should  imports  continue,  many  millions  will  be  lost.  We  cannot 
support  an  industry  that  is  dependent  solely  on  exports. 

On  the  second  page  of  my  report  there  is  a  chart.  I  would  like  for 
you  to  know  that  in  the  PIK  Program  we  had  7.9  million  carry 
over.  That  is  going  back  to  1982.  But  the  key  I  think,  as  mentioned 
by  the  council,  is  at  the  bottom  line  of  the  chart.  Our  carry  over 
has  been  39,  37,  38  percent,  somewhat  of  a  3-  or  4-month  supply. 

However,  at  the  end  of  this  season,  this  summer,  we  have  57  per- 
cent of  the  world  annual  cotton  consumption.  Again,  it  is  mainly  in 
China.  These  programs  continue  to  cost  at  high  levels  and  reduce 
our  share  of  the  export  market.  To  resolve  these  problems  cotton 
should  be  at  a  price  level  that  will  assure  consumption  without  ad- 
versely affecting  the  income  level  of  the  U.S.  producers  and  at  min- 
imum cost  to  the  Government. 

Some  of  our  changes,  first  we  must  do  away  with  the  minimum 
loan  concept.  We  must  have  no  minimum  loan.  How  do  we  do  that? 
That  is  we  have  a  choice.  The  lower  of  75  percent  of  the  world 
price,  or  75  percent  of  the  average  price  in  the  United  States. 

As  I  mentioned  earlier,  the  Republic  of  China,  their  big  stocks 
are  going  to  the  Far  East.  The  Far  East  in  the  past  10  years  has 
consumed  80  percent  of  the  U.S.  cotton  exports. 

The  third  thing  that  I  would  like  to  mention  about  the  loan  level 
is  the  terms  of  the  loan.  We  think  that  the  loans  should  be  10 
months  nonrecourse  and  then  have  a  change  in  the  8-month  exten- 
sion nonrecourse  to  a  recourse.  Such  a  change  would  make  it  more 
likely  that  cotton  would  be  redeemed  for  sale  before  carrying 
charges,  reach  a  point  where  it  is  no  longer  profitable  for  producers 
to  sell  in  the  market  and  recapture  the  cost  of  carrying  charges. 

An  analysis  of  the  prices  over  the  last  10  years  shows  that  only 
in  2  years  has  the  price  risen  to  take  care  of  these  extra  charges  of 
insurance,  storage,  and  interest.  This  policy  change  will  reduce  the 
likelihood  of  CCC  acquiring  stocks,  thereby  reducing  the  Govern- 
ment expenditures  for  this  phase. 

Producers  need  only  to  remember  the  1983  crop  and  the  PIK 
Program.  If  the  Secretary  had  the  discretion  or  if  we  had  a  re- 
course loan,  we  would  have  had  many,  many  more  bales  distribut- 
ed to  these  people  so  they  would  not  have  had  to  plant  for  PIK, 
which  was  unfair. 

Fourth,  the  target  price  concept  must  be  reconsidered.  By  estab- 
lishing the  target  price  at  levels  unrelated  to  market  price  or  pro- 
duction costs,  efficient  producers  are  penalized,  unnecessary  pro- 
duction of  undesirable  growth  is  encouraged.  The  concept  of  the 
payment  limitations  precludes  effective  program  compliance  at 
times  when  carryover  stocks  reach  excess  levels. 

We  favor  the  retaining  of  the  target  price.  But  our  program  is 
that  we  reduce  it  to  120  percent  of  the  loan,  which  was  passed  by 
the  House  in  1981. 
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The  fifth  point  is  resale  of  CCC  stocks.  The  current  program  is 
115  percent  of  the  loan  rate.  We  propose  it  to  be  market  value. 
CCC  accumulates  stocks  through  loan  forfeitures.  These  stocks  de- 
press the  price.  The  price  of  the  stocks  is  an  artificially  inflated 
price.  The  Government  ends  up  carrying  the  stocks  and  pa3ang 
storage,  interest,  insurance  and  service  charges.  Which  in  time 
exceed  the  value  of  the  commodity. 

Currently  a  great  example  is  that  we  have  100,000  bales  of  cotton 
today  we  cannot  sell  because  it  is  priced  way  above  the  going  price. 
I  would  suggest  that  within  the  next  year,  no  better  than  2  years, 
the  Government  will  have  several  million  bales  in  this  same  cate- 
gory. 

Sixth,  if  the  base  acreage  concept  is  retained,  changes  will  be  re- 
quired to  establish  and  maintain  accurate  bases  for  those  actually 
producing  cotton.  This  will  result  in  a  base  acreage  more  reflective 
of  the  actual  land  planted  to  cotton  each  year.  This  certain  change 
will  avoid  the  current  anomaly  of  the  inflated  based  acreage  which 
requires  USDA  to  implement  large  and  costly  acreage  cutbacks 
each  year. 

You  must  remember,  when  we  reduce  acreage  our  competitors, 
foreign  competitors,  always  increase  theirs.  It  is  our  opinion  that 
these  basic  changes  in  the  1981  act  will  substantially  improve  the 
prospects  of  the  U.  S.  cotton  producers  in  their  competitive  struggle 
with  sythetic  fibers  and  foreign  produced  cotton. 

Thank  you  for  the  opportunity  to  testify  here  today.  TU  be  glad 
to  answer  any  questions. 

Senator  Cochran.  Thank  you,  Mr.  Diffly. 

Mr.  Frierson. 

STATEMENT  OF  DANIEL  K.  FRIERSON,  PRESIDENT,  DIXIE  YARNS, 
INC.,  REPRESENTING  THE  AMERICAN  TEXTILE  MANUFACTUR- 
ERS INSTITUTE,  INC. 

Mr.  Frierson.  Mr.  Chairman,  I'll  make  my  comments  brief  and 
summarize  my  written  statement.^ 

I  am  Daniel  Frierson,  President  of  Dixie  Yarns  in  Chattanooga, 
TN,  and  I  am  a  member  of  the  board  of  directors  of  the  ATMI, 
American  Textile  Manufacturers  Institute. 

As  you  know,  this  association  represents  over  80  percent  of  the 
domestic  textile  industry  and  over  90  percent  of  the  cotton  system 
spindles  in  use  today.  I  serve  as  chairman  of  the  ATMI  cotton  com- 
mittee as  well  as  serving  on  the  board  of  the  National  Cotton  Coun- 
cil and  also  serve  as  an  officer  and  director  of  American  Yarn  Cen- 
ters Association  and  represent  them  here  this  morning. 

As  you  are  well  aware,  the  American  textile  industry  represents 
the  major  industrial  user  of  cotton.  We  are  a  large  percent  of  the 
economy,  we  employ  over  three-quarters  of  a  million  people,  47  per- 
cent of  those  females  and  25  percent  minorities.  As  you  are  also 
aware,  our  industry  is  under  attack  both  domestically  and  from 
abroad. 

The  importation  of  textiles  and  apparel  is  coming  in  at  a  rate  ex- 
ceeding the  domestic  market  apparel  rate,  which  is  creating  many 


•  See  p.  562  for  the  prepared  statement  of  Mr.  Frierson. 
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problems  for  us.  Despite  this,  our  industry  continues  to  make 
major  investments  in  new  manufacturing  equipment  and  today  is 
the  most  modern  textile  industry  on  Earth. 

In  the  spring  of  1957  ATMI  adopted  a  statement  of  fundamental 
principles  which  were  regarded  as  being  essential  to  any  successful 
long-range  program  for  cotton.  I  would  like  to  enumerate  these 
principles. 

One,  the  preservation,  encouragement,  and  expansion  of  efficient 
and  profitable  cotton  production. 

Two,  an  adequate  supply  and  variety  of  cotton  for  domestic  mills. 

Three,  a  permanent  one-price  system  under  which  American 
cotton  is  made  available  to  American  mills  through  normal  chan- 
nels at  the  same  price  it  is  made  available  for  export. 

Four,  favor  a  cotton  export  program  that  insures  sufficient  mar- 
kets for  American  cotton  growers  to  allow  them  to  produce  vol- 
umes and  qualities  necessary  to  supply  domestic  need.  And  if  a 
subsidy  is  to  be  offered  in  the  export  market,  it  should  include 
products  made  out  of  cotton  by  the  U.S.  textile  industry. 

Five,  continue  the  special  trigger  mechanism  concerning  the  spe- 
cial import  quota  limitation  for  cotton  in  time  of  domestic  shortage. 
And  currently  that  is  not  a  problem. 

Generally  the  Food  and  Agricultural  Act  in  1981  has  met  these 
objectives.  The  basic  concepts  of  these  acts  have  the  general  sup- 
port of  all  segments  of  the  raw  cotton  industry.  And  we  feel  that  is 
very  significant. 

I  would  hasten  to  add  at  this  point  that  our  position  in  all  these 
points  is  in  full  accord  with  those  of  National  Council. 

Mr.  Chairman,  the  ATMI  policy  positions  stress  that  the  main 
concern  of  the  textile  industry  is  access  to  an  adequate  supply  of 
cotton  at  the  same  price  as  foreign  manufacturers,  at  a  price  that 
is  competitive  with  other  countries,  and  at  a  price  that  allows 
growers  needed  profit  incentives. 

These  recommendations,  in  combination  with  those  of  the  Na- 
tional Cotton  Council,  if  approved  by  your  committee  and  the  Con- 
gress will  strengthen  the  present  law  which,  as  we  have  indicated, 
is  basically  sound.  They  also  will  put  the  world  on  notice  that  U.S. 
cotton  intends  to  remain  a  major  competitor  in  the  world's  fiber 
market.  The  ATMI  endorses  and  recommends  their  passage  too. 

In  response  to  a  couple  of  comments  that  were  made  earlier,  I 
would  like  to  make  a  few  additional  comments.  We  operate  a  tex- 
tile mill,  several  textile  mills  in  the  Southeast.  Because  of  the  tre- 
mendous surge  in  imports,  we  have  had  to  layoff  many  employees 
and  have  curtailed  operations  in  many  of  our  plants  because  of 
this.  Obviously  we  are  not  consuming  as  much  domestic  cotton  as 
we  would  otherwise. 

Most  importantly,  if  imports  continue  to- grow,  as  was  pointed 
out  earlier  in  the  National  Cotton  Council  presentation,  textiles 
and  textile  companies  will  be  a  thing  of  the  past.  I  have  a  table 
with  me  which  outlines  the  growth  of  imports  into  this  country  of 
textile  and  apparel  products  and  parallels  obviously  the  figures 
that  were  given  earlier  by  the  National  Cotton  Council. 

In  light  of  this,  what  we  feel  is  needed — and  I  think  it  is  impor- 
tant that  the  committee  understand  that  the  textile  import  prob- 
lem is  not  just  a  dollar  valued  problem.  That  the  value  of  the 
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dollar  is  creating  problems  for  us.  According  to  studies  we  have 
had  done  it  accounts  for  only  about  38  percent  of  the  problem. 

In  addition,  we  feel  like  it  will  require  passage  of  the  trade  en- 
forcement legislation  which  you  have  cosponsored,  Mr.  Chairman, 
as  well  as  others.  There  are  now  36  Senators  who  have  cosponsored 
this  as  well  as  169  Members  of  the  House. -We  feel  this  is  required 
in  order  to  be  sure  that  the  mill  fiber  arrangement  is  adequately 
enforced  by  our  Government. 

Thank  you  very  much. 

Senator  Cochran.  Thank  you,  Mr.  Frierson,  for  your  excellent 
presentation.  All  of  you  have  helped  us  by  acquainting  us  with 
your  points  of  view  and  your  suggestions  for  our  committee  as  we 
approach  the  markup  session  that  we  will  have  later  this  year  on 
the  farm  bill. 

I  was  interested  to  hear  in  Mr.  Diffly's  list  of  recommendations 
that  we  make  a  change  in  current  law  that  requires  the  resale  of 
CCC  stocks  at  a  level  above  market  price.  This  naturally  tends  to 
cause  an  accumulation  of  stocks.  I  think  the  current  law  says  is  the 
CCC  stocks  cannot  be  sold  for  anything  less  than  115  percent  of  the 
loan  rate. 

Mr.  DiFFLY.  Plus  reasonable  carrying  charges. 

Senator  Cochran.  Your  proposal,  if  I  undferstand  it  correctly,  is 
to  simply  repeal  that  provision  of  the  law  and  therefore  permit  the 
CCC  to  sell  at  market  for  whatever  they  can  get. 

Mr.  DiFFLY.  Right. 

Senator  Cochran.  Who  is  that  going  to  hurt? 

Mr.  DiFFLY.  It's  going  to  hurt  the  tj.S.  Government  temporarily, 
but  it  is  going  to  help  the  Government. 

Senator  Cochran.  How  is  it  going  to  hurt  the  U.S.  Government? 

Mr.  DiFFLY.  Because  they  do  not  sell  it  for  less  than  they  put  a 
loan  on  it,  less  than  the  accumulated  charges. 

Senator  Cochran.  What  industry  groups,  if  any,  in  the  United 
States,  or  what  producer  groups,  will  be  hurt  by  this? 

Mr.  DiFFLY.  None.  I  know  there  will  be  some  contrary  opinion. 

Senator  Cochran.  I  asked  somebody  about  the  sales  restrictions 
when  I  first  got  on  this  committee  and  ran  into  that  provision  in  a 
farm  bill.  The  justification  I  heard  for  it  was  that  they  did  not 
want  the  Government  competing  with  farmers.  If  you  had  the  Gov- 
ernment out  there  trying  to  sell  CCC  stocks,  that  would  depress  the 
market  price  to  such  an  extent  that  farmers  could  not  compete. 
They  could  not  compete  with  the  Government  because  the  Govern- 
ment had  more  of  it.  What's  the  answer  to  that? 

Mr.  DiFFLY.  Well,  my  personal  opinion  is  it  will  hurt  the  foreign 
producer.  In  other  words,  that  foreigner  out  there  today,  he  knows 
today  what  our  loan  price  is  going  to  be  next  fall,  he  knew  this  last 
October,  he  knew  everything  we  were  going  to  do  last  October 
when  it  was  announced. 

If  we  build  up  several  millions  of  bales  of  CCC  stocks,  let  us 
assume  they  were  put  on  the  market,  these  people  are  going  to  be 
planting  this  season  and  next  spring. 

They  are  going  to  plant  this  season  because  we  have  already  an- 
nounced the  2.3-cent  increase  in  the  loan.  Next  season  they  are 
going  to  have  to  wait  a  minute.  The  United  States  has  stocks  they 
are  liable  to  put  on  the  market.  Every  one  of  these  countries  is  out 
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there  producing  cotton.  Pakistan  is  selling  cotton  at  47  cents.  Aus- 
tralia is  selling  cotton  this  week  at  45  cents  in  Taiwan. 

We  need  to  discourage  this.  These  governments  are  not  likely  to. 

They  asked  about  China  a  while  ago.  It  is  our  understanding  that 
China  paid  their  farmers  82  cents  to  produce  cotton.  This  is  for  ev- 
erything, no  quota.  They  got  so  much  of  it  this  year,  they  are  put- 
ting a  quota  on  it  next  year. 

What  has  that  done  to  the  domestic  mills  in  China?  The  domestic 
mills  in  China  are  having  to  pay  the  82  cents,  so  China,  which  has 
a  normal  increase  in  consumption  over  these  years,  it  went  pretty 
well  straight  up.  This  year,  and  next  year,  they  are  going  to  cut 
that  consumption. 

Now  what  China  has  been  doing  lately,  they  have  not  been  cut- 
ting their  prices  on  raw  cotton,  they  have  been  cutting  their  prices 
on  yarn,  they  are  flooding  the  market  with  yarn,  which  is  a  heavy 
influence. 

Senator  Cochran.  What  is  the  reaction  of  the  Farm  Bureau,  if 
you  know,  to  the  proposal  to  let  the  CCC  sell  at  market  price 
rather  than  115  percent  of  a  loan  rate? 

Mr.  Hargrove.  We  have  not  discussed  that  approach.  I  think  our 
approach  would  be  to  utilize  those  stocks,  move  them  out,  and  use 
the  export  subsidies  and  try  to  solve  two  problems  at  one  time. 

Senator  Cochran.  The  textile  industry  is  important  to  a  lot  of 
the  country,  but  specifically  to  the  Southeast. 

In  our  case,  we  have  a  lot  of  manufacturers  and  some  textile 
mills.  Is  the  future  bleak,  or  is  there  an  outlook  that  we  can  recov- 
er from  the  depression  that  has  hit  this  industry?  Can  we  see  some 
of  these  plants  reopening  in  the  future?  What  is  the  outlook? 

Mr.  Frierson.  I  do  not  see  plants  reopening.  I  think  the  question 
is.  How  many  more  will  close?  That  would  be  a  much  more  appro- 
priate question. 

Currently  with  the  growth  of  imports  last  year,  if  that  were  to 
continue,  I  think  the  National  Cotton  Council  presented  figures 
that  would  show  in  another  4  or  5  years  there  would  not  be  any 
domestic  textile  industry. 

Obviously,  we  certainly  hope  that  is  not  the  case.  We  think  if  the 
MFA  were  enforced,  as  it  should  be,  and  our  Government  repre- 
sented it  as  it  is  should,  we  would  continue  to  have  a  strong  future. 
We  think  the  domestic  textile  industry  is  important  to  this  country 
for  a  lot  of  reasons,  ever3rthing  from  defense  to  jobs. 

But  we  are  certainly  are  reinvesting  in  new  technology,  in  new 
plants,  more  modern  equipment,  and  feel  like  there  is  a  future.  But 
certainly  the  growth  of  imports  has  taken  over  about  40  percent  of 
the  apparel  industry  at  this  time. 

It  is  in  some  way  limited  or  at  least  the  growth  is  related  to  the 
rate  of  growth  of  domestic  textile  economy;  we  will  continue  to 
have  more  plants  shutting  down. 

Senator  Cochran.  Senator  Heflin. 

Senator  Hefun.  Senator  Cochran  inquires  of  this  group  about 
this  market-oriented  loan.  I  am  not  sure  I  understand  all  the  de- 
tails of  it.  But  I  suppose  most  of  you  have  heard  about  it.  I  just 
would  like  to  have  comments  from  this  group  on  that. 
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Mr.  Hargrove.  We  have  had  an  opportunity  to  look  at  it  some 
but  not  spend  very  much  time  with  it.  The  merit  would  be  that  it 
certainly  should  be  adopted. 

Consider,  I  guess,  as  our  biggest  concern  is,  it  would  be  levels  and 
how  does  it  cost  out?  We  have  not  seen  any  costing  figures  on  it. 
We'd  certainly  have  to  be  concerned  about  that,  sir. 

Mr.  GiLLEN.  Senator,  we  have  looked  at  it  briefly,  and  we  have  a 
number  of  questions  that  we  wish  to  raise  on  it.  One,  it  would  re- 
quire all  cotton  to  be  cycled  through  the  loan.  We  think  you  should 
look  at  that  aspect  very  carefully. 

Two,  we  question  whether  this  would  likely  cap  market  prices  at 
whatever  level  the  loan  is  set  at? 

Three,  we  believe  this  would  delay  the  delivery  of  the  crop  any- 
where from  30  to  60  days  because  of  the  ASCS  processing  of  loan 
papers. 

Four,  this  would  result  in  delayed  payment  to  producers  at  har- 
vest time. 

Five,  it  would  require  a  substantial  expansion  of  ASCS  personnel 
who  would  be  necessary  to  administer  the  program. 

Six,  the  question  of  Government  costs  reaching  prohibitive  levels 
must  be  seriously  considered. 

Seven,  a  program  with  payment  or  loan  limitations  would  be 
prejudicial  to  the  commercial  producers  who  are  the  bulwark  of  the 
U.  S.  cotton  industry. 

Eight,  the  program  could  quickly  lead  to  a  large  buildup  in 
stocks  and  the  development  of  a  continuing  CCC  resale  program, 
which  would  be  competing  at  all  times  with  new  crop  cotton. 

Nine,  it  is  possible  that  the  market  incentives  to  produce  quality 
cotton  would  be  curtailed  and  the  United  States  could  lose  its  hard 
won  reputation  in  the  world  of  being  a  producer  of  high  quality 
cotton. 

These  are  initial  impressions  which  come  to  mind  in  reviewing 
this  particular  proposal. 

Senator  Heflin.  What  if  it  was  not  as  a  substitute  for  the 
present  loan  program  but  as  a  choice  alternative  maybe  on  the 
pilot  program  basis?  Would  you  see  the  same  problems  arising,  or 
do  you  see  some  of  those  disappearing? 

Mr.  GiLLEN.  I  really  cannot  give  you  an  answer  to  that.  Senator. 
I  would  have  to  see  the  alternatives  which  are  actually  put  in 
place;  and  people  like  Dewell  Gandy,  one  of  the  expertis  in  the 
country  on  commodity  programs,  would  have  to  take  a  look  at  it. 

Senator  Hefun.  That  is  all. 

Senator  Cochran.  Senator,  excuse  me,  I  promised  to  recognize 
Senator  McConnell  for  a  statement. 

Senator  McConnell.  Thank  you,  Mr.  Chairman. 

As  the  child  in  Alabama,  I  grew  up  around  cotton,  but  I  now  rep- 
resent Kentucky. 

I  would  like  to  ask  unanimous  consent  that  I  insert  in  the  record 
a  statement  concerning  cotton. 

Senator  Cochran.  Without  objection  it  will  be  included.  We  ap- 
preciate your  stopping  by. 

Senator  McConnell.  Thank  you,  Mr.  Chairman.^ 


'  See  p.  548  for  the  prepared  statement  of  Senator  McConnell. 
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Senator  Hefun.  Just  don't  forget  your  Alabama  upbringing. 

Senator  Melcher.  Mr.  Hargrove,  the  Farm  Bureau  bfll  or  pro- 
posal, as  I  understand  it,  would  be  a  4-year  bill? 

Mr.  Hargrove.  Yes,  sir. 

Senator  Melcher.  What  is  projected  for  commodity  prices  in  the 
fourth  year? 

Mr.  Hargrove.  Costs  or  projected  commodity  prices? 

Senator  Melcher.  Projected  commodity  prices  in  the  fourth  year. 

Mr.  Hargrove.  I  do  not  have  all  of  them  with  me  at  this 
moment,  sir.  We  have  not  done  all  the  projections.  You  have  to 
take  into  consideration  a  lot  of  things. 

But  given  consideration  that  the  export  incentive  program  which 
we  propose  would  have  an  opportunity  to  work,  we  see  a  rather 
substantial  increase  in  prices,  not  only  in  cotton,  but  also  in  other 
agricultural  commodities,  sir.  I  am  talking  about  an  increase  say 
from  present  levels,  but  more  importantly  increasing  levels  that  we 
would  project  from  some  other  proposals. 

Senator  Melcher.  In  the  60-cent  range  for  cotton? 

Mr.  Hargrove.  I  think  we  could  anticipate  better  than  60  cents, 
yes,  sir. 

Senator  Melcher.  Better  than  60  cents? 

Mr.  Hargrove.  Yes. 

Senator  Melcher.  What  about  wheat?  Do  you  happen  to  recall? 

Mr.  Hargrove.  Our  proposal  would  indicate  moving  one-third  of 
the  excess  supplies  in  a  given  year  through  the  use  of  export  incen- 
tives, if  this  takes  place,  we  see  a  projected  $3.25  commercial  for 
wheat  in  the  out  years  of  the  program. 

Senator  Melcher.  Now,  Mr.  Diffly,  the  proposals  you  made  prob- 
ably would  not  set  very  well  with  cotton  producers.  Is  that  fair  to 
say? 

Mr.  Diffly.  Well,  I  think  it  is  a  fair  thing  to  say.  But  I  think  if 
the  producers  individually  look  at  in  hand,  they  would  be  in  favor 
of  our  proposal  for  the  long  run,  not  for  1  year  or  2  years,  but  for 
the  long  run. 

Senator  Melcher.  What  do  people  consider  the  cost  of  production 
for  cotton?  Does  anybody  know  that? 

Mr.  Diffly.  I  know  approximately  I  think.  There's  probably  dis- 
agreement from  each  and  every  producer,  but  I  would  say  in  the 
range  of  the  area  somewhere  around  $350  to  $360. 

Senator  Melcher.  What  does  that  translate  per  pound? 

Mr.  Diffly.  500  pounds  would  be  50  cents  and  1,000  pounds  is  35 
cents  if  you  have  got  your  gin.  So  it  would  be  somewhat  higher 
than  that. 

Senator  Melcher.  Somewhat  higher? 

Mr.  Diffly.  Than  half  of  it.  You  cannot  cut  it  in  half  if  you 
produce  twice  as  much. 

Senator  Melcher.  As  a  loan  for  the  cost  of  production  or  what 
most  people  figure  is  the  cost  of  production,  I  assume 

Mr.  Diffly.  I  would  say  it  is  under  what  most  people  think. 

Senator  Melcher.  It  is  under? 

Mr.  Diffly.  Yes. 

Senator  Melcher.  Then  I  think  it  would  be  fair  to  say  that  it 
does  not  look  too  good  for  these  proposals.  On  exports,  it  seems  to 
be  all  defensive. 
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You  are  exporting  about  a  third  of  what  you  are  handling? 

Mr.  DiFFLY.  No,  sir.  It  is  more  than  half.  But  we  project  this 
coming  year  it  will  be  less  than  half.  In  the  b^inning  of  August 
1985,  we  shipped  a  good  bit  less  than  that. 

Senator  Melcher.  You're  speaking  for  all  shippers? 

Mr.  DiFFLY.  Yes. 

Senator  Melcher.  How  do  you  view  the  opportunity  for  increas- 
ing exports? 

Mr.  DiFFLY.  Yes,  it  is.  I  see  a  powerful  fight  for  the  next  12  to  18 
months.  Because  you  already  have  crops  that  are  produced  on  the 
market.  You  have  at  least  4  million  bales  in  Brazil,  Australia,  Ar- 
gentina, and  Pakistan.  Just  those  four  I  would  think  you  have  SV2 
million  bales  that  need  to  be  sold.  They  are  going  to  be  sold  under 
our  price  no  matter  what  our  price  is. 

Without  raising  our  loan  price  and  our  policy  for  planting  the 
1985  crop,  you  would  have  another  increase  in  foreign  planting. 
Then  that  cotton  is  going  to  sell  under  our  price. 

I  think,  you  know,  we  are  in  a  temporary  thing.  But  if  we  are 
going  to  discourage-the  program  we  have  is  going  to  have  to  dis- 
charge this  foreign  increase. 

Senator  Melcher.  I  guess  we'd  all  admit  that  it  is  an  imperfect 
world  and  particularly  in  terms  of  who  subsidized  producers. 

Your  statement  is  to  the  effect  that  the  growers  in  China  are 
subsidized  on  the  basis  of  1987  cotton. 

They  have  almost  2  years  of  our  production  hanging  over  the 
market. 

Mr.  DiFFLY.  Yes. 

Senator  Melcher.  It  is  a  very  unbalanced  world  in  terms  of 
cotton. 

What  about  reciprocal  agreements?  Financially  there  are  people 
who  would  prefer  buying  from  the  United  States  rather  then  from 
China  and  would  if  we  want  them  to. 

Mr.  DiFFLY.  I  think  it  is  a  great  possibility.  I  think  it  is  some- 
thing that  ought  to  be  considered  carefully.  Mexico  I  think  did 
some  of  that  just  this  year. 

Mr.  Gillen.  Senator,  one  of  the  first  things  we  have  to  do  is  get 
U.S.  agriculture  together.  We  have  the  situation  where  our  domes- 
tic mill  industry  is  in  dire  straits.  We  have  the  U.S.  corn  and 
wheat  industry  in  opposition  to  what  the  cotton  industry  proposes 
to  do  about  it.  So  I  do  not  think  we  can  start  on  reciprocal  trade 
agreements  until  we  have  some  agreement  among  the  tJ.S.  agricul- 
ture exporters  as  to  what  is  the  best  tactic  to  take  in  world  trade. 

Senator  Melcher.  I  guess  that  is  the  reason  we  do  not  do  any- 
thing. Nobody  has  their  mind  made  up. 

Mr.  Gandy.  I  would  like  to  comment.  You  say  our  testimony  does 
not  speak  to  the  export  side  of  it.  I  think  the  fact  is  that  we  clearly 
do.  Because  we  are  asking  for  75  percent  of  the  loan  later  on, 
either  the  domestic  or  world,  which  typically  is  what  people  use.  In 
trying  to  take  it  to  that  level  what  we  are  trying  to  do  is  get  price 
levels  competitive  in  the  world  markets  to  take  effect  on  some  of 
these  numbers  that  you  have  heard  previous  testimony  mentioned 
to. 

The  reason  I  bring  that  kind  of  thing  up  again  is  that  China 
started  this  season  out  with  8  million  bales,  prodfuced  a  crop  of  27.8 
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million  bales,  we  think  it  is  27.8  million  bales.  So  they  end  up  with 
an  18  million  bale  stock  by  the  end  of  this  year. 

I  think  the  one  point  to  watch  there  is  you  talk  about  world  car- 
ryover, that  45  percent  of  the  total  world  carryover  is  in  the  Chi- 
nese stocks.  You  look  at  the  limitations  as  to  what  they  can  phys- 
ically export  out  of  the  country  and  it  is  probably  only  around  a 
million  to  1.3  million  bales.  Ultimately,  the  next  couple  of  years, 
millions  and  millions  each  year. 

Senator  Melcher.  Why  is  that? 

Mr.  Gandy.  Well,  poor  facilities,  infrastructure  back  into  the 
country  to  get  these  bales  out  of  there.  As  we  mentioned  earlier, 
the  bale  sizes,  they  have  these  200-pound  bales.  So  they  are  putting 
in  place  these  gins  that  are  going  to  be  able  to  put  bales  out  into 
the  market  in  500-pound  bales. 

They  are  selling  cotton  in  Japan  right  now  and  so  it  is  being 
done.  I  think  as  you  look  at  that  large  stock  number,  effectively 
that  looks  like  a  big  overhang  over  the  market,  but  in  reality,  a  lot 
of  that  you  cannot  touch.  It  is  like  it  is  put  in  a  vault  right  over 
here,  and  you  cannot  pull  any  cotton  out  of  it. 

So  I  think  that  it  is  not  a  little  bit  alike  here.  I  hate  to  see  you 
all  do  anything  on  it  because  I  do  not  think  it  is  drastic.  But  it  is, 
you  know,  future  world  stocks  that  will  built  up.  Because  we  have 
seen  the  increases  in  some  of  these  other  countries. 

As  Pete  mentioned,  I  think  if  you  look  at  Brazil,  Argentina, 
Paraguay,  and  Australia,  and  you  look  at  the  acreage  increases— 
and  not  just  the  acreage,  but  the  thing  we  are  looking  at  is  the 
yield  increases  in  some  of  these  countries  that  have  come  about  in 
the  last  few  years,  we  have  seen  a  lot  of  the  production  technology 
developed  in  this  county  flowing  over  into  some  of  these  foreign 
countries. 

Now  a  lot  of  the  stuff  is  coming  back  to  get  us  from  the  stand- 
point of  production  numbers  that  we  wouldn't  have  thought  possi- 
ble 5  years  ago  in  some  of  these  countries.  These  new  technologies 
are  over  there  in  some  of  these  markets.  And  it  is  evident. 

So  we  need  to  send  that  signal  to  these  countries  about  keeping 
these  prices  low  enough  to  where  we  can  put  them  back  in  food 
crops  instead  of  textile  crops. 

Senator  Melcher.  I  do  not  think  we  can  govern  the  judgment  or 
rationality  of  other  governments.  If  their  policy  is  to  raise  cotton, 
and  they  have  a  capability  of  raising  that  and  flooding  the  market, 
I  suspect  they  also  have  the  will  and  motivation  of  saying  now  we 
have  this  capacity  and  we  are  going  to  use  it,  and  do  so. 

I  do  not  believe  that  we  are  at  a  stage  where  we  can  any  longer 
just  talk  to  each  other  about  how  we  manipulate  our  prices  to  get 
them  as  low  as  would  meet  foreign  competition  that  is  heavily  sub- 
sidized. I  think  it  would  be  foolish  of  us  to  continue  along  that  line. 

We  want  a  constant  source  of  supply  of  basic  commodities  to 
trade.  We  must  stabilize  that  supply  and  then  aggressively  trade.  It 
may  cost  some  more  to  produce  it. 

We'll  sell  competitors  all  the  equipment  they  need,  I  am  sure. 
Other  countries  will  if  we  do  not  get  the  sale.  I  think  what  we  have 
to  have  is  a  decision  on  how  aggressive  our  trade  policy  is  going  to 
be. 
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We  must  protect  our  producers  at  a  reasonable  level  to  keep  our 
supply  available  in  these  basic  commodities  such  as  wheat,  cotton, 
corn,  soybeans,  rice,  and  others.  Then  we  must  aggressively  trade 
and  make  the  competition  on  the  basis  of  trade. 

We  only  have  ourselves  to  blame  for  our  trade  policy.  I  do  not 
think  we  can  blame  anybody  else.  We  knew  before  GATT  that 
countries  would  serve  their  own  interests,  which  they  are  regard- 
less of  GATT. 

There  is  no  need  in  pretending  that  we  can  have  free  trade  in  a 
world  where  free  trade  is  not  in  existence.  These  commodities  are 
subsidized.  We  have  to  subsidize  our  own.  I  would  prefer  it  the 
other  way  because  we  would  be  in  an  awful  strong  position  com- 
petitively. But  we  are  not  in  a  perfect  world.  I  think  it  is  time  we 
agree  to  agree  on  this  and  be  forceful. 

Senator  Cochran.  Mr.  Diffly. 

Mr.  Diffly.  I  would  just  like  to  make  a  comment.  Senator  Heflin 
mentioned  to  the  Senator  of  Kentucky  about  keeping  up  his  Ala- 
bama upbringing.  I  want  to  tell  you  a  about  an  ex-agricultural  sec- 
retary in  Alabama  who  always  dressed  real  nice,  like  we  are  here 
today  when  he  was  politicking,  he  went  out  with  his  overalls.  I 
want  to  apologize  to  Senator  Heflin  for  not  having  on  my  tie  tack. 

Senator  Cochran.  We  noticed  his  tie  when  he  came  in.  We  ap- 
preciate the  cooperation  of  this  panel  in  making  the  presentation 
to  the  committee.  It  is  very  helpful  and  it  is  good  to  have  you 
before  our  committee. 

Senator  Heflin.  I  would  like  to  extend  an  invitation  to  each  of 
these  groups  that  on  the  tax  simplification,  if  they  would  to  give  us 
in  writing  how  they  think  the  proposed  tax  simplification  might 
affect  this. 

Senator  Cochran.  The  next  group  includes  Bobby  Webster,  presi- 
dent, Southern  Growers,  Inc.,  representing  the  Southern/South- 
eastern Cotton  Growers,  from  Dahlonega,  GA;  Raymond  Marsh, 
chairman  of  the  Alabama  Farm  State  Cotton  Committee,  from 
Madison,  AL;  Chip  Morgan,  executive  vice  president  of  the  Delta 
Council  from  Stoneville,  MS;  and  Dan  Logan,  Jr.,  president,  Louisi- 
ana Cotton  Producers  Association,  Gilliam,  LA. 

We  thank  all  of  you  for  coming  forward.  Most  of  you  may  have 
heard  my  request  of  earlier  panel  members:  We  hope  that  you  will 
be  able  to  restrict  your  presentation  to  the  committee  to  5  minutes 
or  less  so  we  will  have  an  opportunity  for  questions. 

We  have  such  a  long  list  of  witnesses  who  have  responded  to  the 
committee's  invitations,  it  makes  it  difficult  to  complete  our  hear- 
ing this  morning  unless  we  do  comply  with  those  limits.  We  hope 
you  will  cooperate  with  us  in  that  regard. 

Mr.  Webster,  you  may  proceed. 

STATEMENT  OF  R.L.  "BOBBY"  WEBSTER,  PRESIDENT,  SOUTHERN 
GROWERS,  INC.,  REPRESENTING  THE  SOUTHERN/SOUTHEAST- 
ERN COTTON  GROWERS,  DAHLONEGA,  GA 

Mr.  Webster.  Thank  you  Mr.  Chairman.  I  am  Bobby  Webster,  a 
cotton  farmer  from  Georgia,  and  presently  serve  as  president  of 
Southern  Cotton  Growers,  Inc.,  on  whose  behalf  I  address  you 
today. 
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Southern  Cotton  Growers,  Inc.,  is  the  regional  cotton-producing 
organization  in  the  Southeast  United  States  representing  cotton 
farmers  from  throughout  Alabama,  Georgia,  North  Carolina,  South 
Carolina,  and  parts  of  Florida,  Tennessee,  and  Virginia. 

Mr.  Chairman,  our  people  stand  ready  to  stand  up  for  our  coun- 
try. Yes,  we  endorse  the  concept  of  a  free  market  oriented  long- 
range  agricultural  policy  for  the  United  States.  Yet  we  are  realistic 
enough  not  to  bury  our  heads  in  the  sand. 

The  pure  free-market-oriented  concept  for  agriculture  in  today's 
world  economy  is  a  myth.  It  is  a  myth  to  think  that  the  American 
farmer  can  compete  in  a  free  foreign  market  which  pays  depressed 
wages,  controls  production,  sets  prices,  subsidizes  farm  production, 
subsidizes  exports,  and  produces  mainly  for  the  American  dollar. 
Yet  this  is  the  factual  situation  we  face  today. 

Due  to  these  factors  and  the  high  value  of  the  American  dollar 
in  overseas  markets,  we  are  being  forced  to  sell  our  commodities 
below  the  cost  of  production.  Yes,  we  must  address  our  huge  na- 
tional deficit.  We  farmers  stand  ready  to  do  our  share,  but  only  our 
share  in  relationship  to  all  other  segments  of  this  great  country. 

Now,  we  are  told  that  our  program  is  not  market-oriented  and  it 
must  be  changed  drastically  in  order  that  we  may  compete  in 
world  markets  and  reduce  costs  of  agriculture  programs  in  this 
country. 

In  1981,  Congress  passed,  and  the  President  signed  into  law,  our 
current  farm-program  which  was  market  oriented  and  would  have 
worked  as  such  if  the  Secretary  of  Agriculture  had  implemented 
his  discretionary  powers  in  balancing  supply  and  demand,  which 
would  have  moved  our  commodities  in  foreign  trade  and  provided 
our  farmers  with  a  fair  return  on  their  investments. 

Due  to  the  policies  which  brought  about  the  strong  dollar  £uid 
high  interest  rates,  we  have  increased  textile  exports  to  the  point 
where  the  American  cotton  farmer  has  lost  upwards  to  2  million 
bales  in  domestic  cotton  market,  2  million  bales  which  could  have 
made  the  difference  between  bankruptcy  and  survival  for  many  of 
our  farmers. 

When  you  consider  that  four  out  of  five  bales  equivalent  of 
cotton  in  import  textiles  are  foreign  grown,  the  survival  of  the 
American  cotton  farmer  is  questionable  unless  action  is  taken  to 
curtail  this  unfair  activity.  Such  imports  are  the  direct  cause  of  de- 
pressed cotton  prices  and  hence  high  Government  costs  during  the 
past  couple  of  years. 

Before  such  high  textile  imports,  the  cost  to  the  Federal  Treas- 
ury for  the  cotton  program  was  within  reasonable  limits,  and  the 
program  worked.  It  can  still  work  both  in  reducing  Government 
costs  while  providing  our  farmers  with  minimum  protection  in  cir- 
cumstances over  which  he  has  no  control. 

We  urge  that  the  Agriculture  Act  of  1981  be  continued.  Through 
most  of  its  long  history,  the  CCC  loan  has  provided  very  useful 
functions  with  little  cost  to  the  Government.  It  has  served  as  an 
orderly  marketing  tool,  provided  a  mechanism  through  which  ade- 
quate supplies  could  be  carried  at  a  reasonable  cost,  and  has  aided 
farmers  in  obtaining  production  credit. 
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The  CCC  loan  level  for  cotton  should  remain  at  its  present  level 
and  premiums,  counts  and  bases  should  accurately  reflect  market 
value. 

We  support  the  continuation  of  the  target  price  concept  which 
more  accurately  reflects  inflation  in  the  cost  of  production,  howev- 
er, we  urge  the  use  of  cost  per  acre  rather  than  cost  per  pound  in 
determining  increases  in  cost  of  production. 

We  oppose  any  limits  on  price  supports  or  pa3rments  due  to  their 
inherent  inequities  and  the  adverse  effect  such  limits  have  on  bal- 
ancing supply  and  demands  as  well  as  bringing  about  increased 
Government  expenditures. 

We  further  oppose  any  type  of  offsetting  and  cross  compliance  as 
such  policies  would  have  a  severe  impact  upon  our  farmers  in  the 
South  Seas  which  grow  more  than  just  one  crop.  In  addition,  such 
policies  would  reduce  drastically  participation  in  any  type  of  pro- 
duction control  programs  as  well  as  produce  a  double  standard  to 
those  farmers  affected  by  the  limitations. 

Southern  Cotton  Growers,  Inc.  has  worked  closely  with  other 
cotton  producer  organizations  and  through  the  producer  steering 
committee  of  the  National  Cotton  Council  of  America  in  the  devel- 
opment of  recommendations  for  new  cotton  legislation.  We  wish  to 
endorse  the  principles  presented  by  the  National  Cotton  Council 
and  the  producer  steering  committee. 

In  the  interest  of  time  we  have  attached  here  the  specific  policy 
recommendations  for  the  record. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  present  these 
comments  and  recommendations.  Thank  you. 

Senator  Cochran.  Thank  you  Mr.  Webster.  The  proposal  that 
you  have  will  be  included  as  an  exhibit  to  your  testimony.  We  ap- 
preciate having  it.^ 

Mr.  Raymond  Marsh. 

STATEMENT  OF  RAYMOND  MARSH,  CHAIRMAN,  ALABAMA  FARM 
BUREAU,  COTTON  DIVISION,  AND  ALABAMA  COTTON  COMMIS- 
SION, MADISON,  AL 

Mr.  Marsh.  Thank  you  Mr.  Chairman,  members  of  the  Commit- 
tee, I  am  Raymond  Marsh,  Chairman  of  the  Alabama  Farm 
Bureau,  cotton  division,  and  Alabama  Cotton  Commission,  repre- 
senting more  than  2,000  cotton  producers  in  the  State  of  Alabama. 
I  have  farmed  cotton  for  more  than  45  years  and  have  witnessed 
many  different  programs  and  their  effects  on  agriculture. 

It  was  my  privilege  to  testify  before  your  committee  4  years  ago 
in  support  of  the  Farm  Program  built  around  the  basic  concepts  of 
a  loan  and  a  target  price.  Today  I  am  here  again  in  support  of 
these  fundamental  tools  for  the  next  4  years. 

Despite  of  many  things  internationally  these  two  program  tools 
have  worked  in  cotton.  The  current  loan  levels  have  not  proved  to 
be  market  barriers  but  rather  supporters.  The  levels  have  not 
proved  to  be  production  incentives,  but  rather  the  minimum  of 
basis  from  which  to  plan  and  work. 


'  See  p.  563  for  the  policy  recommendations  furnished  by  Mr.  Webster. 
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Also,  you  took  great  strides  in  the  last  farm  bill  to  make  a 
Cotton  Loan  Program  fair  to  all  growers  nationally  by  making  loan 
prices  clearer  reflect  true  market  differentials  for  grade,  staple 
length,  and  micronaire.  We  thank  you  for  that  accompUshment 
and  urge  you  that  this  legislation  continue  to  support  effort  to 
making  the  loan  totally  reflective  of  the  true  market  differentials. 

The  last  4  years  have  truly  tested  target  price  concept.  We 
submit  to  you  that  it  was  truly  worked  as  intended.  We  need  to 
remind  ourselves  of  the  purposes  of  target  prices,  which  are  to  pro- 
vide a  safety  net  in  case  of  market  disasters.  And  we  sure  have 
some,  such  as  the  unbelievable  strength  in  the  U.S.  dollar  and  to 
keep  the  U.S.  Government  aggressive  in  the  export  market.  Tliis  is 
truly  the  only  tool  cotton  growers  have  to  keep  the  administration 
and  the  USDA  aggressively  seeking  export  markets  for  agricultuiBl 
commodities. 

We  strongly  recommend  an  extension  of  current  target  price 
levels  for  a  minimum  of  2  years,  and  if  reductions  are  feasible  at 
that  time  that  they  be  done  on  a  scaled-down  approach.  Again, 
target  prices  have  not  failed  but  rather  succeeded  in  providing  pro- 
ducers the  disaster  protection  of  income  that  they  were  designed 
for. 

We  support  the  establishment  of  an  acreage  reduction  program 
when  the  carryover  exceeds  ^Vt,  million  bales.  Large  carryovers  are 
self  inflicted  disasters  that  take  years  to  overcome.  Acreage  reduc- 
tion programs  should  be  voluntary  but  not  severely  penalized  for 
compliance. 

Current  levels  of  payment  limitations  are  so  restrictive  that 
many  producers  are  prohibited  from  participation.  If  the  pajmient 
limitations  were  any  lower,  it  would  certainly  mean  that  most 
growers  could  not  afford  to  comply  with  the  USDA  Supply  Manage- 
ment Program.  It  would  be  a  self  defeating  program  from  the  st£^ 

It  is  crucial  to  all  cotton  farmers  across  our  Nation  that  any 
steps  taken  to  help  the  crisis  in  agriculture  be  fair  and  equally  ben- 
eficial to  all  producers  regardless  of  credit  sources,  location,  or  size. 
The  basis  of  any  program  should  be  the  ability  of  that  program  to 
equally  help  any  grower  of  cotton. 

Last,  we  would  recommend  to  you  that  programs  already  in  ex- 
istence that  help  all  growers  in  the  Nation  in  research  and  devel- 
opment be  a  priority.  One  such  program  is  the  Boll  Weevil  Eradica- 
tion Program  that  has  had  a  very  successful  start.  This  program's 
benefits  are  far  reaching  by  lowering  the  cost  of  production.  The 
problem  continues  to  expand  beltwide,  and  it  is  to  all  of  our  inter- 
ests to  keep  the  eradication  program  strong  and  growing. 

We  thank  you  for  the  the  past  support  and  feel  all  eradication 
programs  should  be  top  budget  priorities.  We  are  opposed  to  a  long- 
term  farm  bill.  We  think  4  years  is  long  enough.  And  there  are  sev- 
eral reasons  why.  We  have  to  go  back  in  the  last  2  or  3  years  and 
look  at  the  amendments  to  the  program.  Things  change  so  fast  that 
we  surely  do  not  need  a  15-year  farm  program.  We  are  opposed  to 
any  kind  of  cotton  reserve. 

We  thank  you  for  this  opportunity  to  testify  in  support  of  the 
legislation  currently  in  place.  Our  current  economic  conditions 
affect  all  of  us  and  we  are  aware  of  the  awesome  responsibility  that 
you  have  to  influence  the  market  production  for  our  Nation's  food 
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and  fiber  for  the  next  4  years.  We  thank  you  for  your  consideration 
of  this  testimony. 

Senator  Cochran.  Thank  you. 

Because  Mr.  Heflin  has  another  commitment  he  must  keep,  I  am 
going  to  interrupt  this  panel's  presentation  and  give  him  an  oppor- 
tunity to  ask  whatever  questions  he  may  have  of  the  panel. 

Senator  Heflin.  Well,  I  just  want  to  ask  one  or  two  things. 
There's  something  about  the  cost  of  production  of  cotton.  My  recol- 
lection and  information  from  Alabama,  Mr.  Marsh,  establishes 
about  $370  per  acre,  and  that  the  average  yield  in  Alabama  for 
cotton  is  about  520  pounds  of  cotton  per  acre. 

The  Southeast,  perhaps  maybe  the  production  has  increased  in 
certain  States,  maybe  in  California,  Arizona,  and  some  of  those 
they  yield  more,  maybe  in  the  delta.  But  overall  the  cost,  are  those 
approximately  right,  figures  relative  to  the  cost  of  production  in 
Alabama? 

Mr.  Marsh.  Yes,  Senator. 

Senator  Hefun.  Mr.  Webster,  would  that  be  possibly  right? 

Mr.  Webster.  In  the  State  of  Georgia  it  will  be  a  little  higher 
because  our  cost  is  a  little  more  because  we  have  the  boll  weevil 
eradication  which  probably  cost  us  around  $425  per  acre. 

Senator  Hefun.  Now,  Mr.  Diffly,  I  do  not  believe  he  said  wheth- 
er the  cost  of  land  was  calculated  into  the  figures  of  37  cents  with- 
out any  land  cost.  Mr.  Marsh,  do  you  know  about  that? 

Mr.  Marsh.  That  is  true,  Senator,  that  is  leaving  out  the  cost  of 
the  land. 

Senator  Hefun.  All  right.  I  believe  that  is  all. 

Senator  Cochran.  Thank  you  very  much,  Senator.  The  next  wit- 
ness is  Chip  Morgan,  but  he  is  not  at  the  table.  Seymore  Johnson 
from  Mississippi. 

STATEMENT  OF  SEYMORE  JOHNSON,  DELTA  COUNCIL, 
STONEVILLE,  MS 

Mr.  Johnson.  Thank  you.  Senator.  I  am  substituting  for  Chip. 
He  is  a  little  shy  in  expressing  himself. 

The  council  appreciates  the  opportunity  to  testify  before  this 
committee.  As  you  know.  Senator,  the  Delta  Council  represents  the 
producers  of  about  10  percent  of  the  Nation's  cotton  and  about  10 
percent  of  the  Nation's  rice,  about  5  percent  of  the  Nation's  soy- 
beans, and  about  all  of  the  national  commercial  agriculture. 

Senator  Cochran.  That  is  catfish. 

Mr.  Johnson.  I  did  not  want  to  be  promoting  too  much. 

We  would  like  before  we  talk  about  the  1985  year  to  make  some 
statements  about  the  1981  bill.  Both  council  agree  with  and  sup- 
ported the  target  price  of  the  bill.  At  that  time  the  Department  of 
Agriculture  figures  projected  a  15-percent  increase  in  exports  for 
the  4-year  term  of  that  bill. 

We  believe  had  those  projections  come  true  that  we  would  not  be 
in  the  price  situation  we  are  today.  We  think  that  to  accuse  the 
target  price  concept  is  trying  to  put  a  bum  rap  on  a  program  that 
we  think  had  merit  and  would  work,  had  the  world's  economic  situ- 
ation been  different. 
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there  producing  cotton.  Pakistan  is  selling  cotton  at  47  cents.  Aus- 
tralia is  selling  cotton  this  week  at  45  cents  in  Taiwan. 

We  need  to  discourage  this.  These  governments  are  not  likely  to. 

They  asked  about  China  a  while  ago.  It  is  our  understanding  that 
China  paid  their  farmers  82  cents  to  produce  cotton.  This  is  for  ev- 
erything, no  quota.  They  got  so  much  of  it  this  year,  they  are  put- 
ting a  quota  on  it  next  year. 

What  has  that  done  to  the  domestic  mills  in  China?  The  domestic 
mills  in  China  are  having  to  pay  the  82  cents,  so  China,  which  has 
a  normal  increase  in  consumption  over  these  years,  it  went  pretty 
well  straight  up.  This  year,  and  next  year,  they  are  going  to  cut 
that  consumption. 

Now  what  China  has  been  doing  lately,  they  have  not  been  cut- 
ting their  prices  on  raw  cotton,  they  have  been  cutting  their  prices 
on  yarn,  they  are  flooding  the  market  with  yarn,  which  is  a  heavy 
influence. 

Senator  Cochran.  What  is  the  reaction  of  the  Farm  Bureau,  if 
you  know,  to  the  proposal  to  let  the  CCC  sell  at  market  price 
rather  than  115  percent  of  a  loan  rate? 

Mr.  Hargrove.  We  have  not  discussed  that  approach.  I  think  our 
approach  would  be  to  utilize  those  stocks,  move  them  out,  and  use 
the  export  subsidies  and  try  to  solve  two  problems  at  one  time. 

Senator  Cochran.  The  textile  industry  is  important  to  a  lot  of 
the  country,  but  specifically  to  the  Southeast. 

In  our  case,  we  have  a  lot  of  manufacturers  and  some  textile 
mills.  Is  the  future  bleak,  or  is  there  an  outlook  that  we  can  recov- 
er from  the  depression  that  has  hit  this  industry?  Can  we  see  some 
of  these  plants  reopening  in  the  future?  What  is  the  outlook? 

Mr.  Frierson.  I  do  not  see  plants  reopening.  I  think  the  question 
is.  How  many  more  will  close?  That  would  be  a  much  more  appro- 
priate question. 

Currently  with  the  growth  of  imports  last  year,  if  that  were  to 
continue,  I  think  the  National  Cotton  Council  presented  figures 
that  would  show  in  another  4  or  5  years  there  would  not  be  any 
domestic  textile  industry. 

Obviously,  we  certainly  hope  that  is  not  the  case.  We  think  if  the 
MFA  were  enforced,  as  it  should  be,  and  our  Government  repre- 
sented it  as  it  is  should,  we  would  continue  to  have  a  strong  future. 
We  think  the  domestic  textile  industry  is  important  to  this  country 
for  a  lot  of  reasons,  ever3rthing  from  defense  to  jobs. 

But  we  are  certainly  are  reinvesting  in  new  technology,  in  new 
plants,  more  modern  equipment,  and  feel  like  there  is  a  future.  But 
certainly  the  growth  of  imports  has  taken  over  about  40  percent  of 
the  apparel  industry  at  this  time. 

It  is  in  some  way  limited  or  at  least  the  growth  is  related  to  the 
rate  of  growth  of  domestic  textile  economy;  we  will  continue  to 
have  more  plants  shutting  down. 

Senator  Cochran.  Senator  Heflin. 

Senator  Heflin.  Senator  Cochran  inquires  of  this  group  about 
this  market-oriented  loan.  I  am  not  sure  I  understand  all  the  de- 
tails of  it.  But  I  suppose  most  of  you  have  heard  about  it.  I  just 
would  like  to  have  comments  from  this  group  on  that. 
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Mr.  Hargrove.  We  have  had  an  opportunity  to  look  at  it  some 
but  not  spend  very  much  time  with  it.  The  merit  would  be  that  it 
certainly  should  be  adopted. 

Consider,  I  guess,  as  our  biggest  concern  is,  it  would  be  levels  and 
how  does  it  cost  out?  We  have  not  seen  any  costing  figures  on  it. 
We'd  certainly  have  to  be  concerned  about  that,  sir. 

Mr.  GiLLEN.  Senator,  we  have  looked  at  it  briefly,  and  we  have  a 
number  of  questions  that  we  wish  to  raise  on  it.  One,  it  would  re- 
quire all  cotton  to  be  cycled  through  the  loan.  We  think  you  should 
look  at  that  aspect  very  carefully. 

Two,  we  question  whether  this  would  likely  cap  market  prices  at 
whatever  level  the  loan  is  set  at? 

Three,  we  believe  this  would  delay  the  delivery  of  the  crop  any- 
where from  30  to  60  days  because  of  the  ASCS  processing  of  loan 
papers. 

Four,  this  would  result  in  delayed  pajrment  to  producers  at  har- 
vest time. 

Five,  it  would  require  a  substantial  expansion  of  ASCS  personnel 
who  would  be  necessary  to  administer  the  program. 

Six,  the  question  of  Government  costs  reaching  prohibitive  levels 
must  be  seriously  considered. 

Seven,  a  program  with  payment  or  loan  limitations  would  be 
prejudicial  to  the  commercial  producers  who  are  the  bulwark  of  the 
U.  S.  cotton  industry. 

Eight,  the  program  could  quickly  lead  to  a  large  buildup  in 
stocks  and  the  development  of  a  continuing  CCC  resale  program, 
which  would  be  competing  at  all  times  with  new  crop  cotton. 

Nine,  it  is  possible  that  the  market  incentives  to  produce  quality 
cotton  would  be  curtailed  and  the  United  States  could  lose  its  hard 
won  reputation  in  the  world  of  being  a  producer  of  high  quality 
cotton. 

These  are  initial  impressions  which  come  to  mind  in  reviewing 
this  particular  proposal. 

Senator  Heflin.  What  if  it  was  not  as  a  substitute  for  the 
present  loan  program  but  as  a  choice  alternative  maybe  on  the 
pilot  program  basis?  Would  you  see  the  same  problems  arising,  or 
do  you  see  some  of  those  disappearing? 

Mr.  GiLLEN.  I  really  cannot  give  you  an  answer  to  that.  Senator. 
I  would  have  to  see  the  alternatives  which  are  actually  put  in 
place;  and  people  like  Dewell  Gandy,  one  of  the  experts  in  the 
country  on  commodity  programs,  would  have  to  take  a  look  at  it. 

Senator  Hefun.  That  is  all. 

Senator  Cochran.  Senator,  excuse  me,  I  promised  to  recognize 
Senator  McConnell  for  a  statement. 

Senator  McConnell.  Thank  you,  Mr.  Chairman. 

As  the  child  in  Alabama,  I  grew  up  around  cotton,  but  I  now  rep- 
resent Kentucky. 

I  would  like  to  ask  unanimous  consent  that  I  insert  in  the  record 
a  statement  concerning  cotton. 

Senator  Cochran.  Without  objection  it  will  be  included.  We  ap- 
preciate your  stopping  by. 

Senator  McConnell.  Thank  you,  Mr.  Chairman.^ 


*  See  p.  548  for  the  prepared  statement  of  Senator  McConnell. 
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Senator  Hefun.  Just  don't  forget  your  Alabama  upbringing. 

Senator  Melcher.  Mr.  Hargrove,  the  Farm  Bureau  bUl  or  pro- 
posal, as  I  understand  it,  would  be  a  4-year  bill? 

Mr.  Hargrove.  Yes,  sir. 

Senator  Melcher.  What  is  projected  for  commodity  prices  in  the 
fourth  year? 

Mr.  Hargrove.  Costs  or  projected  commodity  prices? 

Senator  Melcher.  Projected  commodity  prices  in  the  fourth  year. 

Mr.  Hargrove.  I  do  not  have  all  of  them  with  me  at  this 
moment,  sir.  We  have  not  done  all  the  projections.  You  have  to 
take  into  consideration  a  lot  of  things. 

But  given  consideration  that  the  export  incentive  program  which 
we  propose  would  have  an  opportunity  to  work,  we  see  a  rather 
substantial  increase  in  prices,  not  only  in  cotton,  but  also  in  other 
agricultural  commodities,  sir.  I  am  talking  about  an  increase  say 
from  present  levels,  but  more  importantly  increasing  levels  that  we 
would  project  from  some  other  proposals. 

Senator  Melcher.  In  the  60-cent  range  for  cotton? 

Mr.  Hargrove.  I  think  we  could  anticipate  better  than  60  cents, 
yes,  sir. 

Senator  Melcher.  Better  than  60  cents? 

Mr.  Hargrove.  Yes. 

Senator  Melcher.  What  about  wheat?  Do  you  happen  to  recall? 

Mr.  Hargrove.  Our  proposal  would  indicate  moving  one-third  of 
the  excess  supplies  in  a  given  year  through  the  use  of  export  incen- 
tives, if  this  takes  place,  we  see  a  projected  $3.25  commercial  for 
wheat  in  the  out  years  of  the  program. 

Senator  Melcher.  Now,  Mr.  Diffly,  the  proposals  you  made  prob- 
ably would  not  set  very  well  with  cotton  producers.  Is  that  fair  to 
say? 

Mr.  Diffly.  Well,  I  think  it  is  a  fair  thing  to  say.  But  I  think  if 
the  producers  individually  look  at  in  hand,  they  would  be  in  favor 
of  our  proposal  for  the  long  run,  not  for  1  year  or  2  years,  but  for 
the  long  run. 

Senator  Melcher.  What  do  people  consider  the  cost  of  production 
for  cotton?  Does  anybody  know  that? 

Mr.  Diffly.  I  know  approximately  I  think.  There's  probably  dis- 
agreement from  each  and  every  producer,  but  I  would  say  in  the 
range  of  the  area  somewhere  around  $350  to  $360. 

Senator  Melcher.  What  does  that  translate  per  pound? 

Mr.  Diffly.  500  pounds  would  be  50  cents  and  1,000  pounds  is  35 
cents  if  you  have  got  your  gin.  So  it  would  be  somewhat  higher 
than  that. 

Senator  Melcher.  Somewhat  higher? 

Mr.  Diffly.  Than  half  of  it.  You  cannot  cut  it  in  half  if  you 
produce  twice  as  much. 

Senator  Melcher.  As  a  loan  for  the  cost  of  production  or  what 
most  people  figure  is  the  cost  of  production,  I  assume 

Mr.  Diffly.  I  would  say  it  is  under  what  most  people  think. 

Senator  Melcher.  It  is  under? 

Mr.  Diffly.  Yes. 

Senator  Melcher.  Then  I  think  it  would  be  fair  to  say  that  it 
does  not  look  too  good  for  these  proposals.  On  exports,  it  seems  to 
be  all  defensive. 
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You  are  exporting  about  a  third  of  what  you  are  handling? 

Mr.  DiFFLY.  No,  sir.  It  is  more  than  half.  But  we  project  this 
coming  year  it  will  be  less  than  half.  In  the  b^inning  of  August 
1985,  we  shipped  a  good  bit  less  than  that. 

Senator  Melcher.  You're  speaking  for  all  shippers? 

Mr.  DiFFLY.  Yes. 

Senator  Melcher.  How  do  you  view  the  opportunity  for  increas- 
ing exports? 

Mr.  DiFFLY.  Yes,  it  is.  I  see  a  powerful  fight  for  the  next  12  to  18 
months.  Because  you  already  have  crops  that  are  produced  on  the 
market.  You  have  at  least  4  million  bales  in  Brazil,  Australia,  Ar- 
gentina, and  Pakistan.  Just  those  four  I  would  think  you  have  SV2 
million  bales  that  need  to  be  sold.  They  are  going  to  be  sold  under 
our  price  no  matter  what  our  price  is. 

Without  raising  our  loan  price  and  our  policy  for  planting  the 
1985  crop,  you  would  have  another  increase  in  foreign  planting. 
Then  that  cotton  is  going  to  sell  under  our  price. 

I  think,  you  know,  we  are  in  a  temporary  thing.  But  if  we  are 
going  to  discourage-the  program  we  have  is  going  to  have  to  dis- 
charge this  foreign  increase. 

Senator  Melcher.  I  guess  we'd  all  admit  that  it  is  an  imperfect 
world  and  particularly  in  terms  of  who  subsidized  producers. 

Your  statement  is  to  the  effect  that  the  growers  in  China  are 
subsidized  on  the  basis  of  1987  cotton. 

They  have  almost  2  years  of  our  production  hanging  over  the 
market. 

Mr.  DiFFLY.  Yes. 

Senator  Melcher.  It  is  a  very  unbalanced  world  in  terms  of 
cotton. 

What  about  reciprocal  agreements?  Financially  there  are  people 
who  would  prefer  buying  from  the  United  States  rather  then  from 
China  and  would  if  we  want  them  to. 

Mr.  DiFFLY.  I  think  it  is  a  great  possibility.  I  think  it  is  some- 
thing that  ought  to  be  considered  carefully.  Mexico  I  think  did 
some  of  that  just  this  year. 

Mr.  GiLLEN.  Senator,  one  of  the  first  things  we  have  to  do  is  get 
U.S.  agriculture  together.  We  have  the  situation  where  our  domes- 
tic mill  industry  is  in  dire  straits.  We  have  the  U.S.  corn  and 
wheat  industry  in  opposition  to  what  the  cotton  industry  proposes 
to  do  about  it.  So  I  do  not  think  we  can  start  on  reciprocal  trade 
agreements  until  we  have  some  agreement  among  the  tJ.S.  agricul- 
ture exporters  as  to  what  is  the  best  tactic  to  take  in  world  trade. 

Senator  Melcher.  I  guess  that  is  the  reason  we  do  not  do  any- 
thing. Nobody  has  their  mind  made  up. 

Mr.  Gandy.  I  would  like  to  comment.  You  say  our  testimony  does 
not  speak  to  the  export  side  of  it.  I  think  the  fact  is  that  we  clearly 
do.  Because  we  are  asking  for  75  percent  of  the  loan  later  on, 
either  the  domestic  or  world,  which  typically  is  what  people  use.  In 
trying  to  take  it  to  that  level  what  we  are  trying  to  do  is  get  price 
levels  competitive  in  the  world  markets  to  take  effect  on  some  of 
these  numbers  that  you  have  heard  previous  testimony  mentioned 
to. 

The  reason  I  bring  that  kind  of  thing  up  again  is  that  China 
started  this  season  out  with  8  million  bales,  produced  a  crop  of  27.8 
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Southern  Cotton  Growers,  Inc.,  is  the  regional  cotton-producmg 
organization  in  the  Southeast  United  States  representing  cotton 
farmers  from  throughout  Alabama,  Greorgia,  North  Carolina,  South 
Carolina,  and  parts  of  Florida,  Tennessee,  and  Virginia. 

Mr.  Chairman,  our  people  stand  ready  to  stand  up  for  our  coun- 
try. Yes,  we  endorse  the  concept  of  a  free  market  oriented  long- 
range  agricultural  policy  for  the  United  States.  Yet  we  are  realistic 
enough  not  to  bury  our  heads  in  the  sand. 

The  pure  free-market-oriented  concept  for  agriculture  in  today's 
world  economy  is  a  myth.  It  is  a  myth  to  think  that  the  American 
farmer  can  compete  in  a  free  foreign  market  which  pays  depressed 
wages,  controls  production,  sets  prices,  subsidizes  farm  production, 
subsidizes  exports,  and  produces  mainly  for  the  American  dollar. 
Yet  this  is  the  factual  situation  we  face  today. 

Due  to  these  factors  and  the  high  value  of  the  American  dollar 
in  overseas  markets,  we  are  being  forced  to  sell  our  commodities 
below  the  cost  of  production.  Yes,  we  must  address  our  huge  na- 
tional deficit.  We  farmers  stand  ready  to  do  our  share,  but  orJy  our 
share  in  relationship  to  all  other  segments  of  this  great  country. 

Now,  we  are  told  that  our  program  is  not  market-oriented  and  it 
must  be  changed  drastically  in  order  that  we  may  compete  in 
world  markets  and  reduce  costs  of  agriculture  programs  in  this 
country. 

In  1981,  Congress  passed,  and  the  President  signed  into  law,  our 
current  farm-program  which  was  market  oriented  and  would  have 
worked  as  such  if  the  Secretary  of  Agriculture  had  implemented 
his  discretionary  powers  in  balancing  supply  and  demand,  which 
would  have  moved  our  commodities  in  foreign  trade  and  provided 
our  farmers  with  a  fair  return  on  their  investments. 

Due  to  the  policies  which  brought  about  the  strong  dollar  and 
high  interest  rates,  we  have  increased  textile  exports  to  the  point 
where  the  American  cotton  farmer  has  lost  upwards  to  2  million 
bales  in  domestic  cotton  market,  2  million  bales  which  could  have 
made  the  difference  between  bankruptcy  and  survival  for  many  of 
our  farmers. 

When  you  consider  that  four  out  of  five  bales  equivalent  of 
cotton  in  import  textiles  are  foreign  grown,  the  survival  of  the 
American  cotton  farmer  is  questionable  unless  action  is  taken  to 
curtail  this  unfair  activity.  Such  imports  are  the  direct  cause  of  de- 
pressed cotton  prices  and  hence  high  Government  costs  during  the 
past  couple  of  years. 

Before  such  high  textile  imports,  the  cost  to  the  Federal  Treas- 
ury for  the  cotton  program  was  within  reasonable  limits,  and  the 
program  worked.  It  can  still  work  both  in  reducing  Government 
costs  while  providing  our  farmers  with  minimum  protection  in  cir- 
cumstances over  which  he  has  no  control. 

We  urge  that  the  Agriculture  Act  of  1981  be  continued.  Through 
most  of  its  long  history,  the  CCC  loan  has  provided  very  useful 
functions  with  little  cost  to  the  Government.  It  has  served  as  an 
orderly  marketing  tool,  provided  a  mechanism  through  which  ade- 
quate supplies  could  be  carried  at  a  reasonable  cost,  and  has  aid^ 
farmers  in  obtaining  production  credit. 
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The  CCC  loan  level  for  cotton  should  remain  at  its  present  level 
and  premiums,  counts  and  bases  should  accurately  reflect  market 
value. 

We  support  the  continuation  of  the  target  price  concept  which 
more  accurately  reflects  inflation  in  the  cost  of  production,  howev- 
er, we  urge  the  use  of  cost  per  acre  rather  than  cost  per  pound  in 
determining  increases  in  cost  of  production. 

We  oppose  any  limits  on  price  supports  or  pa3rments  due  to  their 
inherent  inequities  and  the  adverse  eflect  such  limits  have  on  bal- 
ancing supply  and  demands  as  well  as  bringing  about  increased 
Government  expenditures. 

We  further  oppose  any  type  of  offsetting  and  cross  compliance  as 
such  policies  would  have  a  severe  impact  upon  our  farmers  in  the 
South  Seas  which  grow  more  than  just  one  crop.  In  addition,  such 
policies  would  reduce  drastically  participation  in  any  type  of  pro- 
duction control  programs  as  well  as  produce  a  double  standard  to 
those  farmers  affected  by  the  limitations. 

Southern  Cotton  Growers,  Inc.  has  worked  closely  with  other 
cotton  producer  organizations  and  through  the  producer  steering 
committee  of  the  National  Cotton  Council  of  America  in  the  devel- 
opment of  recommendations  for  new  cotton  legislation.  We  wish  to 
endorse  the  principles  presented  by  the  National  Cotton  Council 
and  the  producer  steering  committee. 

In  the  interest  of  time  we  have  attached  here  the  specific  policy 
recommendations  for  the  record. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  present  these 
comments  and  recommendations.  Thank  you. 

Senator  Cochran.  Thank  you  Mr.  Webster.  The  proposal  that 
you  have  will  be  included  as  an  exhibit  to  your  testimony.  We  ap- 
preciate having  it.^ 

Mr.  Raymond  Marsh. 

STATEMENT  OF  RAYMOND  MARSH,  CHAIRMAN,  ALABAMA  FARM 
BUREAU,  COTTON  DIVISION,  AND  ALABAMA  COTTON  COMMIS- 
SION,  MADISON,  AL 

Mr.  Marsh.  Thank  you  Mr.  Chairman,  members  of  the  Commit- 
tee, I  am  Raymond  Marsh,  Chairman  of  the  Alabama  Farm 
Bureau,  cotton  division,  and  Alabama  Cotton  Commission,  repre- 
senting more  than  2,000  cotton  producers  in  the  State  of  Alabama. 
I  have  farmed  cotton  for  more  than  45  years  and  have  witnessed 
many  different  programs  and  their  effects  on  agriculture. 

It  was  my  privilege  to  testify  before  your  committee  4  years  ago 
in  support  of  the  Farm  Program  built  around  the  basic  concepts  of 
a  loan  and  a  target  price.  Today  I  am  here  again  in  support  of 
these  fundamental  tools  for  the  next  4  years. 

Despite  of  many  things  internationally  these  two  program  tools 
have  worked  in  cotton.  The  current  loan  levels  have  not  proved  to 
be  market  barriers  but  rather  supporters.  The  levels  have  not 
proved  to  be  production  incentives,  but  rather  the  minimum  of 
basis  from  which  to  plan  and  work. 


'  See  p.  563  for  the  policy  recommendations  furnished  by  Mr.  Webster. 
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Also,  you  took  great  strides  in  the  last  farm  bill  to  make  a 
Cotton  Loan  Program  fair  to  all  growers  nationally  by  making  loan 
prices  clearer  reflect  true  market  differentials  for  grade,  staple 
length,  and  micronaire.  We  thank  you  for  that  accomplishment 
and  urge  you  that  this  legislation  continue  to  support  effort  to 
making  the  loan  totally  reflective  of  the  true  market  differentials. 

The  last  4  years  have  truly  tested  target  price  concept.  We 
submit  to  you  that  it  was  truly  worked  as  intended.  We  need  to 
remind  ourselves  of  the  purposes  of  target  prices,  which  are  to  pro- 
vide a  safety  net  in  case  of  market  disasters.  And  we  sure  have 
some,  such  as  the  unbelievable  strength  in  the  U.S.  dollar  and  to 
keep  the  U.S.  Government  aggressive  in  the  export  market.  This  is 
truly  the  only  tool  cotton  growers  have  to  keep  the  administration 
and  the  USDA  aggressively  seeking  export  markets  for  agricultural 
commodities. 

We  strongly  recommend  an  extension  of  current  target  price 
levels  for  a  minimum  of  2  years,  and  if  reductions  are  feasible  at 
that  time  that  they  be  done  on  a  scaled-down  approach.  Again, 
target  prices  have  not  failed  but  rather  succeeded  in  providing  pro- 
ducers the  disaster  protection  of  income  that  they  were  designed 
for. 

We  support  the  establishment  of  an  acreage  reduction  program 
when  the  carryover  exceeds  IV^  million  bales.  Large  carryovers  are 
self  inflicted  disasters  that  take  years  to  overcome.  Acreage  reduc- 
tion programs  should  be  voluntary  but  not  severely  penalized  for 
compliance. 

Current  levels  of  payment  limitations  are  so  restrictive  that 
many  producers  are  prohibited  from  participation.  If  the  pajnnent 
limitations  were  any  lower,  it  would  certainly  mean  that  most 
growers  could  not  afford  to  comply  with  the  USDA  Supply  Manage- 
ment Program.  It  would  be  a  self  defeating  program  from  the  start. 

It  is  crucial  to  all  cotton  farmers  across  our  Nation  that  any 
steps  taken  to  help  the  crisis  in  agriculture  be  fair  and  equally  ben- 
eficial to  all  producers  regardless  of  credit  sources,  location,  or  size. 
The  basis  of  any  program  should  be  the  ability  of  that  program  to 
equally  help  any  grower  of  cotton. 

Last,  we  would  recommend  to  you  that  programs  already  in  ex- 
istence that  help  all  growers  in  the  Nation  in  research  and  devel- 
opment be  a  priority.  One  such  program  is  the  Boll  Weevil  Eradica- 
tion Program  that  has  had  a  very  successful  start.  This  program's 
benefits  are  far  reaching  by  lowering  the  cost  of  production.  The 
problem  continues  to  expand  beltwide,  and  it  is  to  all  of  our  inter- 
ests to  keep  the  eradication  program  strong  and  growing. 

We  thank  you  for  the  the  past  support  and  feel  all  eradication 
programs  should  be  top  budget  priorities.  We  are  opposed  to  a  long- 
term  farm  bill.  We  think  4  years  is  long  enough.  And  there  are  sev- 
eral reasons  why.  We  have  to  go  back  in  the  last  2  or  3  years  and 
look  at  the  amendments  to  the  program.  Things  change  so  fast  that 
we  surely  do  not  need  a  15-year  farm  program.  We  are  opposed  to 
any  kind  of  cotton  reserve. 

We  thank  you  for  this  opportunity  to  testify  in  support  of  the 
legislation  currently  in  place.  Our  current  economic  conditions 
affect  all  of  us  and  we  are  aware  of  the  awesome  responsibility  that 
you  have  to  influence  the  market  production  for  our  Nation's  food 
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and  fiber  for  the  next  4  years.  We  thank  you  for  your  consideration 
of  this  testimony. 

Senator  Cochran.  Thank  you. 

Because  Mr.  Heflin  has  another  commitment  he  must  keep,  I  am 
going  to  interrupt  this  panel's  presentation  and  give  him  an  oppor- 
tunity to  ask  whatever  questions  he  may  have  of  the  panel. 

Senator  Heflin.  Well,  I  just  want  to  ask  one  or  two  things. 
There's  something  about  the  cost  of  production  of  cotton.  My  recol- 
lection and  information  from  Alabama,  Mr.  Marsh,  establishes 
about  $370  per  acre,  and  that  the  average  yield  in  Alabama  for 
cotton  is  about  520  pounds  of  cotton  per  acre. 

The  Southeast,  perhaps  maybe  the  production  has  increased  in 
certain  States,  maybe  in  California,  Arizona,  and  some  of  those 
they  yield  more,  maybe  in  the  delta.  But  overall  the  cost,  are  those 
approximately  right,  figures  relative  to  the  cost  of  production  in 
Alabama? 

Mr.  Marsh.  Yes,  Senator. 

Senator  Hefun.  Mr.  Webster,  would  that  be  possibly  right? 

Mr.  Webster.  In  the  State  of  Georgia  it  will  be  a  little  higher 
because  our  cost  is  a  little  more  because  we  have  the  boll  weevil 
eradication  which  probably  cost  us  around  $425  per  acre. 

Senator  Hefun.  Now,  Mr.  Diffly,  I  do  not  believe  he  said  wheth- 
er the  cost  of  land  was  calculated  into  the  figures  of  37  cents  with- 
out any  land  cost.  Mr.  Marsh,  do  you  know  about  that? 

Mr.  Marsh.  That  is  true,  Senator,  that  is  leaving  out  the  cost  of 
the  land. 

Senator  Hefun.  All  right.  I  believe  that  is  all. 

Senator  Cochran.  Thank  you  very  much,  Senator.  The  next  wit- 
ness is  Chip  Morgan,  but  he  is  not  at  the  table.  Seymore  Johnson 
from  Mississippi. 

STATEMENT  OF  SEYMORE  JOHNSON,  DELTA  COUNCIL, 
STONEVILLE,  MS 

Mr.  Johnson.  Thank  you,  Senator.  I  am  substituting  for  Chip. 
He  is  a  little  shy  in  expressing  himself 

The  council  appreciates  the  opportunity  to  testify  before  this 
committee.  As  you  know.  Senator,  the  Delta  Council  represents  the 
producers  of  about  10  percent  of  the  Nation's  cotton  and  about  10 
percent  of  the  Nation's  rice,  about  5  percent  of  the  Nation's  soy- 
beans, and  about  all  of  the  national  commercial  agriculture. 

Senator  Cochran.  That  is  catfish. 

Mr.  Johnson.  I  did  not  want  to  be  promoting  too  much. 

We  would  like  before  we  talk  about  the  1985  year  to  make  some 
statements  about  the  1981  bill.  Both  council  agree  with  and  sup- 
ported the  target  price  of  the  bill.  At  that  time  the  Department  of 
Agriculture  figures  projected  a  15-percent  increase  in  exports  for 
the  4-year  term  of  that  bill. 

We  believe  had  those  projections  come  true  that  we  would  not  be 
in  the  price  situation  we  are  today.  We  think  that  to  accuse  the 
target  price  concept  is  trying  to  put  a  bum  rap  on  a  program  that 
we  think  had  merit  and  would  work,  had  the  world's  economic  situ- 
ation been  different. 
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I  agree  with  Mr.  Martin  and  Mr.  Barr,  who  testified  earlier  on 
the  market  loan  level.  We  do  not  feel  that  the  market  loan  in  any 
way  affected  the  market  or  interferred  with  the  market's  direc- 
tions. We  would  hate  to  see  this  program  dismantled  because  we 
think  it  is  an  effective  program. 

As  far  as  the  administration's  proposed  farm  bill,  we  view  it  as 
being  totally  unrealistic.  If  it  was  implemented,  I  personally  be- 
lieve we'd  be  looking  in  Mississippi  at  the  land  reform  as  reversed. 
That  bill  also  mentions  market  orientation.  We  think  there  is  very 
little  said  about  orienting  the  market. 

We  would  like  to  see  a  bill  that  addresses  market  orientation 
from  the  standpoint  of  making  the  market  competitive  for  the 
American  producer. 

We  would  like  to  see  and  suggest  that  we  need  to  will  this 
Nation  to  formulate  a  national  agricultural  policy  which  states 
first  that  we  have  been  an  exporting  nation,  agriculture  exporting 
nation,  since  our  inception.  Second,  we  intend  to  protect  those  mar- 
kets that  we  have  developed  over  the  years  and  that  we  will  no 
longer  serve  as  the  residual  supply. 

We  believe  that  the  1985  agriculture  bill  to  be  a  water  shed  bill, 
and  it  can  be  a  policy  bill.  But  we  think  we  must  reassert  ourselves 
in  a  positive  fashion  to  say  that  we  have  certain  markets,  we  think 
they  are  inherently  ours,  and  we  intend  to  make  them  just  that. 
Thanks. 

Senator  Cochran.  Thank  you  very  much,  Mr.  Johnson,  for  your 
presentation. 

Next  on  our  list  is  Dan  Logan,  Jr. 

STATEMENT  OF  DAN  LOGAN,  JR.,  PRESIDENT,  LOUISIANA 
COTTON  PRODUCERS  ASSOCIATION,  GILLIAM,  LA;  ACCOMPA 
NIED  BY  FRED  SNYDER,  GILLIAM,  LA 

Mr.  Logan.  Thank  you,  Mr.  Chairman.  I  am  Dan  Logan,  and  I 
am  a  cotton  producer  from  Gilliam,  LA.  I  have  with  me  Fred 
Snyder,  who  is  a  cotton  producer. 

I  am  serving  currently  as  the  president  of  Louisiana  Cotton  Pro- 
ducers Association.  The  Louisiana  Cotton  Producers  Association 
was  founded  17  years  ago  to  represent  the  interests  of  the  cotton 
producers  in  Louisiana. 

Cotton  production  was  900,000  bales  in  the  early  and  late  1970'8. 
Today  we  are  producing  over  1  million  bales.  We  feel  that  we  have 
been  a  part  of  this  growth  to  represent  ideas  of  a  significant 
number  of  Louisiana  producers. 

We  work  very  closely  with  the  Louisiana  Farm  Bureau.  We  wel- 
come any  ideas  and  any  suggestions  from  anyone  we  feel  would 
benefit  Louisiana  cotton  producers.  We  feel  that  we  believe  that 
you  understand  the  very  complex  situation  that  all  agriculture 
finds  itself  in  and  we  offer  our  recommendations  about  the  econo- 
my. 

Due  to  unusual  currency  relationships,  cotton  growers  have  seen 
approximately  1.3  million  bales  lost  of  sales  in  1984.  Our  domestic 
bills  are  subject  to  very  stringent  regulatory  standards,  such  as 
those  standards  mainly,  and  many  others  which  increase  their  cost 
of  production. 
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We  are  seeing  foreigners  allowed  to  sell  their  bales  into  our 
country  to  compete  with  our  mills,  and  they  are  not  subject  to 
these  standards.  These  foreign  mills  contribute  to  the  foreign 
growth  of  cotton  therefore  hurting  both  the  U.S.  producer  and  con- 
sumer. 

We  do  not  mind  competition,  but  we  want  it  to  be  on  an  equal 
basis.  Louisiana  cotton  producers  support  the  idea  of  assessing 
cotton  incorporated  checkoff  funds  on  cotton  goods  shipped  to  this 
country. 

If  cotton  producers  of  this  country  could  help  finance  and  devel- 
op our  domestic  market  for  foreign  producers,  foreign  producers' 
share  in  the  U.S.  market,  they  should  participate  in  financing  the 
promotion  and  advertising.  We  support  a  market  oriented  cotton 
program  which  continues  existing  methods  to  term  the  cotton  loan 
rate. 

We  believe  the  function  of  the  loan  is  not  to  encourage  produc- 
tion in  the  United  States  or  abroad  but  to  facilitate  all  of  the 
farms.  We  feel  that  the  current  payment  loan  with  an  8-month  ex- 
tension. We  strongly  favor  the  target  price  concept  because  it  does 
not  interfere  with  the  operation  of  the  market  and  encourage  our 
Government  to  help  us  develop  new  markets  and  higher  prices. 

We  think  the  target  price  might  be  better  spent  as  a  percentage 
of  the  loan  or  tied  to  the  cost  of  production,  or  some  other  method 
which  would  make  it  market  oriented  rather  than  set  an  arbitrary 
figure. 

We  think  it  is  extremely  important  and  hope'  a  payment  of 
$350,000  in  order  to  get  a  significant  amount  of  participation  in 
any  cotton  program.  If  it  is  determined  that  the  base  average  for 
any  crop  is  too  large,  we  favor  an  across-the-board  reduction  for 
savings  involving  that  particular  group. 

We  favor  a  long-term  retirement  program,  which  is  an  efficient 
way  to  reduce  the  size  of  plants  which  are  too  large.  We  favor  pro- 
duction on  a  bid  basis  to  avoid  disruption  of  local  economies.  We 
hope  any  type  of  offsetting  or  cross  compliance  is  deleted,  particu- 
larly from  those  affecting  payment. 

We  support  any  type  of  export  enhancement  program  which 
would  help  cotton  producers  export  cotton.  We  feel  that  the  unusu- 
ally strong  dollar  is  drastically  hurting  our  ability  to  export  all  ag- 
riculture commodities.  We  as  producers  should  be  shown  special 
consideration  helping  us  to  alleviate  this  inequitable  position. 

We  are  concerned  that  the  recent  publicity  on  the  farm  issue, 
which  we  feel  is  a  financial  institution  bailout,  would  not  result  in 
the  Congress  feeling  that  they  have  done  enough.  We  feel  that  the 
real  solution  lies  in  helping  us  sell  our  products  both  at  home  and 
abroad  so  that  we  can  earn  a  profit  in  the  marketplace. 

We  support  very  strongly  funding  for  cotton  production  research, 
particularly  short-term  cost  efficient  research  which  helps  us  keep 
our  costs  low  enough  to  compete  in  world  markets.  We  oppose  any 
type  of  cargo  reference  on  any  export  bill  because  we  believe  that 
this  makes  our  products  noncompetitive  in  the  world  market. 

We  continue  to  believe  that  the  U.S.  cotton  producers  can  com- 
pete with  any  cotton  producer  in  the  world  if  he  competes  on  an 
equal  basis.  We  are  asking  you  as  Members  of  Congress  to  help  us 
today. 
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Thank  you. 

Senator  CkKmiAN.  Thank  you,  Mr.  Logan.  I  notice  that  all  of  you 
seem  to  have  the  same  attitude  about  research  in  that  it  is  impor- 
tant for  us  to  continue  efforts  in  this  field. 

By  way  of  a  report  to  you,  just  the  otlier  day  we  had  a  hearing  in 
the  Appropriations  C!ommittee,  on  which  I  serve.  We  were  able  to 
question  administration  witnesses  who  are  in  charge  of  the  pro- 
grams about  what  they  intend  to  do  with  funds  tliat  we  are  allocat- 
ing to  them.  It  was  an  exchange  attitudes  and  ideas. 

I  got  the  impression  that,  if  the  money  is  made  available  by  our 
Appropriations  Committee,  the  boll  weevil  eradification  program 
will  be  continued.  Those  States  that  are  willing  to  comply  with 
their  part  of  the  bargain  can  expect  to  receive  Federal  Amds  to  the 
extent  they  qualify  for  them. 

I  am  hoping  this  is  good  news  for  you.  You  can  take  that  back 
home  to  the  producers  in  your  States — that  there  is  sentiment  here 
for  the  continuation  of  that  program.  It  is,  like  you  say,  important 
in  terms  of  determining  cost  of  production.  I  am  convinced  that  one 
of  the  most  important  reasons  why  we  have  research  projects  is  to 
figure  out  ways  to  lower  farmers'  costs  so  they  can  enjoy  a  better 
return.  That  is  the  hopeful  purpose,  but  sometimes  I  think  that 
gets  lost  in  the  effort  to  just  do  research.  That's  why  I  wanted  to 
let  you  know  about  the  boll  weevil  program. 

dtie  question  I  have  for  you  is  in  connection  with  the  payment 
limitation.  I  know  the  administration  bill  recommends  that  it  be 
reduced  sharply.  What  would  the  impact  be  in  your  area — to  the 
southern  growers  that  you  represent,  Mr.  Webster — if  that  pay- 
ment limitation  were  reduced  to  $20,0()0? 

Mr.  Webster.  It  would  mean  that  a  lot  of  them  counting  into  the 
program,  because  the  payment  limitation,  like  it  stands  now,  pro- 
ducers that  produce  200  to  300  bales  of  cotton  would  be  penalized 
because  of  that.  So  it  would  be  a  drastic  cost  thing  because  the 
$50,000  limitation  now  is  about  as  low  as  we  can  st£md. 

It  would  be  a  drastic,  making  more  of  the  producers  go  out  and 
not  be  participating  in  the  program.  So  I  think  it  would  really  hurt 
us. 

Senator  Cochran.  Mr.  Marsh. 

Mr.  Marsh.  I  feel  the  same  way.  I  think  it  would  put  a  lot  of 
growers  out  of  the  business  completely.  The  $50,000  limit  they 
could  not  compete  because  our  cost  of  production  is  about  84  cents 
a  pound.  The  only  way  in  the  world  we  can  come  above  that  is 
above  average  yield,  and  that  all  depends  on  the  weather. 

Senator  Cochran.  Seymore,  what  s  the  attitude  in  your  area? 

Mr.  Johnson.  We  have  seen  figures,  our  economists  have  shown 
us  that  if  the  program  was  put  into  effect,  limitations  reduced,  that 
about  65  percent  of  the  farmers  in  our  State  would  be  producing 
below  direct  cost  with  no  land  or  management  figures  in  it  at  all. 
They  just  won't  be  able  to  do  that. 

Senator  Cochran.  Mr.  Logan,  what  about  Louisiana? 

Mr.  Logan.  I  certainly  agree  about  what  these  other  people  said. 
One  additional  comment.  I  think  the  bankers  look  at  that  $50,000 
pretty  strong  when  they  are  considering  financing  next  year. 

Senator  Odchran.  So  it  would  have  a  pretty  strong  adverse 
impact  on  credit. 
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Mr.  Logan.  Very  much  so. 

Senator  Cochran.  I  wish  we  had  more  time  to  discuss  all  of 
these  issues.  You  have  been  very  helpfiil  to  the  committee.  We  ap- 
preciate your  being  here. 

Mr.  Webster.  Could  I  make  one  point  toward  the  boll  weevil  era- 
dification?  We  appreciate  the  efforts  and  all  the  money  tliat  has 
been  sent  our  way.  We  are  sending  the  boll  weevil  to  Alabama  and 
Mississippi.  But  we  do  appreciate  it. 

Mr.  Johnson.  We'd  like  to  thank  you  for  your  leadership  in  that 
legislation.  We  feel  very  comfortable  with  your  leadership  that  we 
are  going  to  see  some  light  somehow. 

Senator  Cochran.  Thank  you  for  that. 

Before  our  last  panel  of  witnesses  comes  forward,  I  am  going  to 
declare  a  5-minute  recess.  We  will  resiune  in  just  about  5  minutes 
from  now  with  the  final  panel  consisting  of  Tommy  Fondren,  Cecil 
Williams,  Bill  Scott,  Jack  Stone,  Nita  Gibson,  and  Harvey  Joe 
Banner. 

[Short  recess.] 

Senator  Cockran.  The  committee  will  please  come  to  order. 

I've  already  announced  the  makeup  of  our  panel.  I  hope  that  we 
will  be  able  to  keep  your  remarks  within  the  5-minute  limit. 

Tommy  Fondren,  you  may  proceed. 

TOMMY  FONDREN,  CHAIRMAN  OF  THE  BOARD,  TEXAS  ASSOCIA- 
TION OF  COTTON  PRODUCER  ORGANIZATIONS,  LORENZO,  TX 

Mr.  Fondren.  Mr.  Chairman,  if  I  might,  I  would  summarize  my 
statement.  We  do  appreciate  being  here.  Til  try,  to  give  you  a  part 
of  my  5-minutes  back.^ 

I  do  represent  TACPO,  Texas  Association  of  Cotton  Producer  Or- 
ganizations. In  Texas  we  have  eight  cotton  producer  organizations. 
TACPO  is  an  effort  to  come  up  with  a  unified  voice  of  the  eight 
organizations.  We're  proud  of  this  organization.  We  feel  it  does  the 
job  and  does  it  well. 

Some  of  the  things  we  are  concerned  with  in  the  1985  farm  bill, 
as  well  as  other  people  are,  we  feel  that  the  loan  level  have  been 
good  computed  in  the  manner  that  it  is  now.  We  think  that  it  has 
proven  its  workable.  If  you  take  the  5-year  average  of  the  loan  and 
disregard  the  flood  level  it,  we  would  have  had  a  $5,480  loan  level. 

Target  price,  we  are  not  happy  with  the  81  cents.  We'd  like  to 
think  that  is  the  minimum.  We  have  a  lot  of  producers  who  favor 
86  cents.  We  feel  like  Congress  in  your  wisdom  when  you  wrote  the 
original  bill  probably  had  it  about  right.  We  agreed  with  you  as  the 
Congress  on  the  86  cents.  Somewhere  there  has  got  to  be  a  little 
profit  in  these  particular  crops  that  we  are  growing. 

We  have  many  variables,  we  have  weather  variables,  we  have  in- 
sects, we  have  decisions  from  FDIC,  Federal  Reserve,  Department 
of  State,  White  House  trade  representatives.  We  have  a  lot  of  those 
people  that  make  decisions  for  us  daily  where  we  have  no  impact 
or  effect  on  what  they  are  doing.  It  is  aifecting  us  something  fierce. 

The  $50,000  limitation  we  feel  like  is  negative  in  our  country  to  a 
supply  management  system.  We  feel  that  it  discourages  and  limits. 


•  See  p.  566  for  the  prepared  statement  of  Mr.  Fondren. 
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self  improvement.  It  is  a  disincentive  for  a  producer  to  try  to  do 
better.  On  cross  and  on  offset  compliances,  we  feel  like  it  is  a  direct 
conflict  with  payment  limitation.  We  also  think  that  it  encourages 
foreign  production. 

We'd  like  to  see  a  long-term  conservation  program,  one  with 
rates  that  would  encourage  participation.  We  are  concerned  that  it 
be  a  leasing  t3rpe  program  and  not  an  outright  purchase  by  Govern- 
ment. We  would  have  problems  with  a  purchase  if  that  were  to 
happen.  We  talk  about  bases  limited  to  the  amount  of  crop  land, 
we  have  a  strong  feeling  on  textile  imports,  as  the  others  have  tes- 
tified to  you  today. 

One  of  the  points  that  hasn't  been  mentioned  today  on  textile 
imports  that  bothers  me  is  the  fact  that  we  as  cotton  producers  are 
promoting  our  product,  and  in  essence  we  are  promoting  foreign 
grown  cotton  with  U.S.  producer  money  that  he  does  not  have  to 
put  into  the  program.  We'd  like  to  see  Cotton  Inc.  get  the  research 
funds  or  the  promotion  funds  from  imported  cotton  the  same  as  we 
the  producers  of  the  United  States  pay. 

We  have  problems  with  the  strength  of  the  dollar,  as  has  been 
mentioned  here  today.  We  would  like  to  suggest  a  currency  equali- 
zation, funded  with  excess  CCC  stocks. 

We'd  like  to  see  acceptable  carryover  levels  lower  than  what 
USDA  carries  now,  of  4.5  million.  In  our  area,  FCIC  insurance  is 
very  important  to  us.  We  feel  like  they  are  not  doing  quite  as  well 
they  could  do.  We'd  like  to  see  some  improvement  and  encourage- 
ment from  Congress  on  FCIC. 

As  others  have  commented,  we  have  problems  with  CCC  account- 
ing methods.  As  you  are  probably  award,  we  are  fairly  well  in 
agreement  with  the  rest  of  the  Cotton  Belt  producers  and  the  in- 
dustry that  supports  current  cotton  legislation.  We  do  have  some 
problems  when  we  look  at  parity.  You  look  at  parity  for  the  Febru- 
ary report  and  you  will  see  that  USDA  indicates  parity  for  cotton 
at  39  percent,  wool  at  28  percent. 

Each  of  these,  if  you  will  think  about  it  a  minute,  are  natural 
fiber.  The  lowest  ratio  of  the  16  commodities  is  carried  by  USDA 
on  parity.  That  is  not  a  good  sign  to  me  as  a  producer  of  natural 
fibers.  We're  a  renewable  resource,  we  note  that. 

If  we  do  not  address  this,  we  are  looking  at  manmade  fibers  that 
are  using  up  natural  resources  of  gas  and  oil  to  increase  their  pro- 
duction. 

I've  touched  on  all  this  briefly.  We're  not  happy  with  the  current 
economic  conditions  that  we  are  in  today  in  Texas.  Our  conditions 
are  terrible.  But  we  realize  that  we  have  budget  deficits,  we  have 
problems  in  Government.  We  will  bite  the  bullet  with  everyone 
else,  but  we'd  sure  like  to  bite  it  as  equal.  We'd  like  to  remind  you 
that  we  have  been  biting  this  bullet  for  a  number  of  years  now  and 
some  of  the  other  segments  I  do  not  think  have.  Thank  you. 

Senator  Cochran.  Thank  you  Mr.  Fondren. 

Cecil  Williams. 
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STATEMENT  OF  CECIL  WILLIAMS,  EXECUTIVE  VICE  PRESIDENT, 
AGRICULTURAL  COUNCIL  OF  ARKANSAS,  WEST  MEMPHIS,  AR 

Mr.  WiLUAMS.  Thank  you,  Mr.  Chairman.  My  name  is  Cecil  Wil- 
liams. I  am  executive  vice  president  of  the  Agricultural  Council  of 
Arkansas  on  whose  behalf  I  am  appearing.  'The  council  represents 
agricultural  and  agribusiness  interests  in  eastern  Arkansas.  It  has 
served  commercial  farmers  in  the  area  since  1939.  By  the  way,  it 
was  formed  with  the  guidance  of  the  Belt  Council  in  Mississippi. 

Council  members  produce  soybeans,  white  rice,  cotton,  and  grain 
sorghum.  You  are  already  aware  of  the  stressful  plight  on  Ameri- 
can agriculture,  especially  the  crops  segment.  I  am  sure  you  have 
heard  people  say  the  situation  is  the  worst  it  has  been  since  the 
thirties. 

One  of  my  senior  members  says  that  farmers  haven't  had  such  a 
difficult  time  getting  financed  since  the  period  immediately  follow- 
ing the  1930  crop.  A  tragic,  gut  wrenching  attrition  is  occurring  in 
American  agriculture. 

During  the  farm  policy  discussion  in  the  producer  steering  com- 
mittee of  the  National  Cotton  Council  a  couple  of  years  ago,  a 
friend  told  me  that  in  the  long  run  the  market  system  and  the  law 
of  supply  and  demand  will  have  its  way.  He  further  pointed  out 
that  in  the  long  run  we  will  all  be  dead.  He  then  reminded  me  that 
he  has  to  live  in  the  short  run.  All  of  his  statements  are  true. 

Large  sums  of  Government  money  might  postpone  agrcultural 
misery,  but  it  is  unlikely  that  anything  can  reverse  the  great  wash- 
out. At  any  given  point  in  time  there  are  always  a  number  of  farm- 
ers facing  bankruptcy.  For  the  that  reason,  it  is  difficult  for  farm 
organization  to  develop  long-range  agricultural  policy.  However,  we 
have  done  our  best  under  the  circumstances. 

For  the  last  2  years  a  legislative  subcommittee  of  the  National 
Cotton  Council's  Producer  Steering  Committee  has  worked  diligent- 
ly developing  policy  for  cotton.  For  at  least  a  year  and  a  half  the 
Five  States  Rice  Producers  Legislative  Group  has  been  meeting  to 
hammer  out  a  rice  policy  consensus. 

Since  an  agriculture  council  representative  participated  in  each 
group,  we  are  going  to  support  the  testimony  of  each  of  these  orga- 
nization. Both  the  Cotton  Council  has  testified  today,  and  it  is  my 
understanding  the  rice  group  will  appear  here  Monday. 

Mr.  Chairman,  it  is  extremely  difficult  to  arrive  at  policy  posi- 
tions to  satisfy  the  needs  of  producers  of  rice  and  cotton  from  all 
the  varied  regions  of  this  great  land.  It  is  remarkable  that  we  have 
as  much  unity  on  a  program  for  both  cotton  and  rice  as  we  have 
been  able  to  generate. 

1  would  say  that  we  are  forced  to  differ  with  the  rice  position 
that  they  will  testify  to  regarding  the  freezing  of  bases.  The  council 
is  unalterably  opposed  to  the  freeze  of  of  bases  under  any  circum- 
stances. 

The  agriculture  council  favors  legislation  for  wheat  and  feed 
grains  similar  to  that  which  has  been  recommended  for  cotton  will 
be  recommended  for  rice.  We  see  no  need  to  change  the  program. 

The  remainder  of  my  statement  will  be  devoted  to  basic  philo- 
sophical position  pertaining  to  farm  legislation  which  have  been 
adopted  to  our  board.  Faced  with  payment  limitations  and  other 
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uncertainties,  we  believe  the  freedom  to  switch  general  scopes  is  es- 
sential, and  we  recommend  the  development  of  farm  programs  that 
will  be  free  of  acreage  controls. 

As  long  as  there  is  a  cheap  food  policy  in  this  country,  official  or 
otherwise,  we  believe  that  Government  is  obligated  to  support  agri- 
culture in  order  that  reasonably  efficient  farmers  may  have  the  op- 
portunity to  earn  a  profit.  Regardless  of  the  type  farm  program  in 
effect,  a  Nonrecourse  Loan  Program  must  be  retained  to  promote 
orderly  marketing,  give  stability  to  the  price  structure,  and  to  pro- 
tect the  farmer  from  unforeseen  conditions  which  adversely  affect 
the  market  price. 

We  favor  programs  which  do  not  provide  for  ceilings  or  limita- 
tions on  the  price,  loan,  price  support  payment,  diversion  payment, 
or  any  other  income  to  which  an  agricultural  producer  may  be  en- 
titled. Such  discrimination  is  unfair,  inequitable,  disruptive,  and 
defeats  the  purpose  of  any  program  designed  to  improve  the  eco- 
nomic position  of  agriculture. 

In  order  to  conserve  resources  for  future  generations  and  to  help 
solve  the  oversupply  problem  of  American  agriculture,  we  favor  a 
Government  program  with  incentives  to  induce  farmers  to  partici- 
pate in  long-term  land  retirement  practices  on  a  voluntary  basis. 

Finally,  we  favor  an  aggressive  Export  Program  that  would  use 
all  possible  means  to  increase  foreign  sales  or  disposal  of  U.S.  farm 
products.  Needless  to  say,  we  adamantly  oppose  restrictions  on  for- 
eign shipments  of  farm  commodities.  The  best  way  for  a  long-term 
solution  to  the  farm  problem  lies  in  the  export  market. 

In  a  recent  speech  in  Memphis,  Dr.  Ed  Shu,  director  of  agricul- 
ture and  rural  development  of  the  World  Bank  expressed  the  opin- 
ion that  until  the  Nation  gets  its  fiscal  and  monetary  policy  in 
order,  agriculture  and  other  industry  which  are  dependent  on  ex- 
ports will  continue  to  suffer  because  they  cannot  compete  due  to 
the  overvalued  dollar.  I  believe  most  farmers  are  coming  to  the 
very  same  conclusions. 

TTiank  you  for  hearing  our  views. 

Senator  Cochran.  Thank  you. 

Bill  Scott. 

STATEMENT  OF  C.L.  SCOTT,  REPRESENTING  ARIZONA  COTTON 
GROWERS  ASSOCIATION,  PHOENIX,  AZ 

Mr.  Scott.  Thank  you. 

I  am  chairman  of  the  board,  and  chairman  of  the  national  legis- 
lation committee  of  the  Arizona  Cotton  Growers  Association,  repre- 
senting some  1,300  cotton  producers  in  the  State. 

You  have  a  copy  of  our  statement,  and  I  am  going  to  try  to  pick 
out  some  points  for. less  than  5  minutes.^ 

In  our  previous  appearances  in  both  1977  and  in  1981,  we  consist- 
ently expressed  the  view  that  the  market-oriented  farm  policies 
adopted  in  the  1973  act  were  achieving  positive  economic  results. 
Yet  in  the  3  years  of  the  Agricultural  and  Food  Act  of  1981  the  re- 
sults have  been  mixed. 


'  See  p.  567  for  the  prepared  statement  of  Mr.  Scott. 
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I  would  support  the  Farm  Program  resolutions  of  the  National 
Cotton  Council  and  the  principles  of  cotton  section  of  the  1981  act, 
and  urge  the  Congress  to  emphasize  the  following  essential  points 
to  the  development  of  the  1985  farming  bill  and  the  continuation  of 
strong  and  vigorous  market  oriented  program. 

First,  if  the  committee  is  convinced  of  the  necessity  of  harsh 
medicine,  then  we  would  suggest  a  gradual  or  phased  program 
starting  with  an  extension  of  the  current  act  until  1987.  The  cur- 
rent economic  environment  deserves  to  be  taken  into  consideration 
in  directing  Government  farm  policy. 

Second,  we  continue  to  support  a  Cotton  Loan  Program  as  cur- 
rently established  under  the  1981  act.  We  favor  retaining  a  floor 
which  is  economically  appropriate.  We  are  not  convinced  that  the 
loan  floor  is  detrimental  to  our  marketing  program.  In  fact,  the 
loan  floor  serves  as  a  stable  base  for  crop  flnancing  which  in  the 
current  economic  climate  is  critical  to  securing  loan  financing. 

Third,  we  continue  to  believe  that  the  target  price  deficiency 
payment  system  serves  as  an  appropriate  safety  net.  However,  we 
believe  that  a  fixed  target  price  rising  each  year  is  inappropriate 
and  could  not  be  productivity. 

In  principle,  we  believe  that  the  target  price  should  be  deter- 
mined in  relationship  to  the  loan,  perhaps  at  120  percent  as  pro- 
posed in  1981. 

Fourth,  we  support  the  proposal  of  the  National  Cotton  Council 
to  base  deficiency  payments  on  acreage  diverted  rather  than  plant- 
ed acres. 

Fifth,  we  would  like  to  suggest  that  the  committee  consider  the 
question  of  whether  it  is  advisable  to  maintain  in  law  a  process 
that  creates  an  artifically  high  cotton  base.  We  urge  the  committee 
to  consider  this  issue  by  developing  a  process  that  would  reflect  a 
more  accurate  cotton  base  and  eliminate  the  need  for  any  unneces- 
sary acreage  reduction  programs  or  at  least  require  only  what  is 
absolutely  necessary.  In  this  regard  we  recommend  you  view  the 
National  Cotton  Council's  resolution  on  this  point. 

Sixth,  the  association  recommends  that  cross-compliance  and  off- 
setting compliance  provisions,  whether  for  farm  or  crop  be  prohib- 
ited. This  basically  destroys  program  participation. 

Seventh,  we  want  to  be  on  record  as  being  opposed  to  payment 
limitations.  Again,  this  has  a  drastic  effect  on  program  participa- 
tion. Anything  less  than  $50,000  certainly  would  make  a  reduction 
program  ineffective.  In  the  absence  of  elimination  of  the  current 
limitation,  $50,000  is  appropriate. 

Eighth,  we  support  reauthorization  of  title  14  for  agricultural  re- 
search as  well  as  appropriate  funding  levels.  I  heard  mentioned 
several  times  this  item  today.  We  have  talked  about  lowering  the 
cost  of  production  to  keep  the  growers  in  business.  I  think  my  point 
has  been  for  a  long  time,  we  are  not  utilizing  the  benefits  that  we 
have  available  to  us. 

The  best  way  to  increase  your  net  out  of  a  cotton  crop,  I  think,  is 
to  increase  production  without  additional  cost.  I  just  want  to  point 
out  this  out  for  two  reasons.  While  we  are  talking  about  cost  reduc- 
tion a  few  minutes  ago,  if  you  take  the  350  pounds  mentioned  and 
the  $90  for  ginning  and  marketing,  and  add  that  to  the  budget, 
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that  might  be  appropriate  somewhere  in  the  Cotton  Belt,  not  in 
mine. 

At  a  600-pound  production  level  the  cost  of  growing  and  harvest- 
ing is  73  cents.  So  that  is  about  the  Nation's  average.  But  let  us  go 
on  up  to  750  pounds,  that  cost  of  production  is  58  Va  cents.  But  if 
you  get  to  1,000  pounds,  you  have  got  44  cents  in  it. 

So  my  point  is,  two  things,  that  is  about  what  the  cost  of  produc- 
tion in  some  areas  is.  You  can  double  that  cost  in  my  area  and 
come  up  with  the  cost,  and  this  was  done  through  research.  Instead 
of  making  600  pounds,  I  am  impressed  with  the  China  situations 
because  we  have  been  growing  cotton  and  are  more  sophisticated 
and  have  more  research,  much  more  than  an)rwhere  else  in  the 
world. 

They  are  almost  double.  They  are  900  pounds  cotton  per  acre.  So 
needs  in  research  are  great.  If  we  can  use  it  in  that  way,  I  just 
hear  so  much  talk  about  reducing  our  reproduction  costs,  and  I  do 
not  think  it  can  be  done.  We  need  a  lot  of  room  to  increase  our 
yields. 

Finally,  Mr.  Chairman,  this  association  is  of  the  opinion  that 
unless  this  committee  through  this  bill  or  through  some  other 
measure  comes  to  grips  with  the  impact  of  the  overvalued  dollar 
all  the  fine  tuning  in  the  world  will  make  very  little  difference  to  a 
market-oriented  Cotton  Program.  This  has  been  repeated  and  re- 
peated. We  would  like  to  say  that  very  strongly.  Because  from  85  to 
95  percent  of  our  cotton  in  the  West  is  exported. 

Of  course,  such  programs  of  a  loan  are  not  adequate.  We  believe 
that  programs  outlined  in  the  1984  report  of  the  President's  export 
council  bears  on  this  issue.  It  should  be  considered  by  this  commit- 
tee. 

We  recognize  that  this  is  a  complex  and  difficult  issue  for  agri- 
culture. But  we  believe  that  it  can  be  addressed  in  the  spirit  of  co- 
operation, not  protectionism. 

In  conclusion,  we  know  that  the  1985  farm  bill  is  being  created 
in  an  environment  of  great  pressures.  We  hope,  however,  that  you 
will  proceed  in  a  manner  that  will  serve  our  productive  capacities 
and  competitive  spirit.  America  needs  a  strong  food  and  fiber  in- 
dustry, and  we  are  committed  to  working  with  you  to  achieve  that 
objective. 

Senator  Cochran.  Thank  you,  thank  you  very  much. 

Jack  Stone. 

STATEMENT  OF  JACK  STONE,  PRESIDENT,  WESTERN  COTTON 
GROWERS  ASSOCIATION,  FRESNO,  CA 

Mr.  Stone.  My  name  is  Jack  Stone,  and  I  am  a  cotton  farmer  in 
Stratford  CA,  and  am  president  of  the  Western  Cotton  Growers  As- 
sociation. ^ 

Our  organization  represents  about  3,000  cotton  growers  in  Cali- 
fornia, the  second  largest  State  in  the  Nation  in  producing  cotton. 
For  the  past  2  decades  we  have  been  trying  to  help  write  a  real 
truly  market-oriented  farm  program,  one  that  is  world  competitive 
and  one  that  will  not  not  build  up  huge  stocks. 


•  See  p.  570  for  the  prepared  sUtement  of  Mr.  Stone. 
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In  1960  the  world  market  was  about  45  million  bales,  and  we  had 
about  31  percent  of  that  market  with  a  crop  of  about  14  million 
bales. 

Senator  Cochran.  This  is  in  1960? 

Mr.  Stone.  1960,  yes,  sir. 

Now,  24  years  later  or  so,  the  world  market  is  about  80  million 
bales,  and  we  have  about  16  percent  of  that  market  with  only  a 
crop  of  13  million  bales.  We  figure  something  is  wrong  there  and 
we  have  got  to  do  something  different.  Our  programs  in  the  past 
haven't  work  as  we  would  like  them  to. 

We  figure  now  is  the  time  to  write  a  really  market-oriented  pro- 
gram. To  set  the  stage  on  that  I  would  like  to  talk  about  four 
points  that  we  think  are  real  important.  The  first  one  is  our  de- 
pendence on  export  trade.  The  reality  of  our  agriculture  today  is 
our  great  level  of  production. 

The  United  States  produces  twice  as  much  cotton  as  is  required 
to  satisfy  the  domestic  need.  That  means  about  53  percent  of  our 
production  must  be  exported.  Therefore,  any  farm  program  that  we 
practice  must  definitely  be  market-oriented  and  world  competitive, 
and  there  can  be  no  floors  that  would  allow  any  nation  to  under 
price  our  product. 

Then  a  second  item  is  the  high  dollar  value  which  we  have  all 
talked  a  lot  about.  But  we  figure  that  is  hurting  the  U.S.  agricul- 
ture more  than  all  other  items  combined.  Cotton  prices  have 
dropped  about  the  same  amount  as  the  dollar  has  increased.  Al- 
though the  U.S.  cotton  farmers  are  maintaining  their  share  of  the 
export  market,  it  is  being  done  at  a  loss.  It  is  forcing  us  to  sell  that 
way  and  leading  a  lot  of  us  into  bankruptcy,  a  lot  have  been  there 
already.  And  that  is  not  good. 

Then  the  third  item  is  uncontrolled  foreign  textile  imports. 
There's  been  a  loss  of  about  IVt.  million  bales  of  our  traditional 
cotton  market  supply  due  to  these  imports.  It  is  critical  that  we 
avoid  anything  that  might  tend  to  give  foreign  textile  manufactur- 
ers any  advantage  in  exporting  their  product  to  the  United  States. 

Of  course,  the  value  of  the  dollar  has  a  great  deal  to  do  with  this, 
and  while  I  am  talking  about  that,  I  sure  appreciate  your  efforts  in 
the  Textile  Agreement  and  Enforcement  Act,  or  whatever  that  is 
you  fellows  got  going,  sounds  good  to  us. 

The  fourth  item  is  there  should  be  no  floors  on  the  loan  rate  or 
the  target  price.  If  there  are  floors,  we  figure  the  program  then  is 
no  longer  market-oriented 

With  these  four  points  in  mind,  we  are  supporting  the  National 
Cotton  Council's  broad  plan.  We  realize  that  many  farmers  are  suf- 
fering difficult  times  right  now  so  we  must  make  any  changes  with 
caution.  But  we  must  get  the  world  competitive  pricing  as  soon  as 
possible.  Otherwise,  we  are  going  to  lose  a  lot  of  our  part  of  that 
great  world  market. 

So  with  that,  thank  you  for  allowing  us  to  be  here. 

Senator  Cochran.  Ms.  Gibson. 
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STATEMENT  OF  NITA  GIBSON,  PRESIDENT,  COTTON  POOL,  INC., 
OF  TEXAS,  SEMINOLE,  TX 

Ms.  Gibson.  My  name  is  Nita  Gibson,  and  I  am  president  of 
C!otton  Pool,  Inc.,  a  marketing  association.  I  have  served  in  that  ca- 
pacity for  10  years.  I  also  serve  as  the  national  cotton  chairman  for 
the  Women  Involved  in  Farm  Economics.  My  husband  Charles  and 
I  live  on  our  farm  in  Seminole  TX.^ 

Before  we  get  into  our  skull  practice  ideas  for  your  consideration, 
we  want  to  share  these  general  observations.  We  want  to  go  on 
record  urging  this  committee  to  establish  clear  and  enforceable 
policies  concerning  textile  imports.  We  know  the  administration  is 
doing  a  great  deal  to  curtail  imported  cotton  textiles,  and  we  ap- 
plaud that.  However,  more  must  be  done. 

For  the  record,  we  are  for  a  balanced  budget  and  we  are  for 
taking  our  share  of  budget  cuts.  In  the  midst  of  the  1985  farm  bill 
we  hear  a  lot  about  the  free  market.  It  is  interesting  to  know,  Mr. 
Chairman,  that  the  farm  bill  of  1973  was  hailed  as  the  free  market 
at  its  best,  also  trying  to  provide  complete  freedom  of  flexibility  for 
our  farmers. 

On  the  other  hand,  some  Members  of  Congress  foresaw  the  pit- 
falls of  the  1973  bill  that  introduced  the  target  price  concept.  It 
was  pointed  out  that  the  financial  liability  of  Government  could 
grow  into  billions  of  dollars.  The  theory  was  as  market  forces  have 
always  put  our  farmers  in  a  position  of  price  takers,  those  same 
market  forces  would  depress  market  prices  to  the  extent  that  defi- 
ciency payments  would  increase  and  increase.  History  certainly 
bares  that  out. 

It  is  obvious  that  the  1973  free  market  bill  as  amended  and 
brought  forward  today  has  not  served  us  well.  We  as  farmers  have 
incurred  $216  billion  debt,  and  Government  has  spent  billions  also. 
We  urge  new  legislation  for  the  1985  farm  bill. 

Mr.  Chairman,  as  we  continue  our  discussion  of  the  free  market 
concept,  we  also  make  this  observation.  It  is  conceivable  that  the 
free  market  will  work  for  the  family  farmer  provided  that  the  Con- 
gress passes  laws  simultaneously  with  the  1985  farm  bill  to  restruc- 
ture all  industry.  Without  such  laws,  agriculture  will  be  thrown  to 
the  wolves.  Existing  antitrust  laws  and  countervailing  power  have 
not  stemmed  increased  and  unreasonable  industrial  concentration. 
In  fact,  Mr.  Chairman,  we  believe  agriculture  must  be  given  coun- 
tervailing power  to  use  against  those  who  possess  larger  amounts 
of  unreasonable  market  power. 

It  is  my  personal  opinion  that  we  have  failed  in  writing  success- 
ful farm  policy  because  we  have  not  properly  recognized  nor  have 
we  properly  addressed  this  issue.  At  this  point  we  must  stress  the 
point  that  legislation  must  be  written  that  will  lift  farmers  from 
being  price  takers  to  being  price  makers. 

I  take  this  opportunity  very  seriously,  and  I  know  you  are  want- 
ing ideas,  and  I  know  we  have  a  couple  for  your  consideration. 

First,  let  me  say  in  preparation  for  this  idea  session  we  have  re- 
viewed some  100  years  of  American  agriculture  policy,  reviewed 


'  See  p.  571  for  the  prepared  statement  of  Ms.  Gibson. 
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marketing  strategies  in  this  country,  the  EEC,  and  other  countries 
of  the  free  world. 

In  addition,  we  want  to  stress  that  the  intent  of  our  idea  is  as 
follows:  Permit  self-determination  of  farmers,  restore  profitability 
to  agriculture,  reduce  heavy  demands  upon  the  Federal  Treasury, 
to  reflect  producer,  consumer,  and  the  Nation's  domestic  and  for- 
eign economic  interest  and  would  better  serve  those  interests  more 
than  our  present  policy.  To  arm  the  farmer  against  vagaries  of  a 
market  that  is  driven  by  political  forces,  and  to  not  cut  production 
drastically. 

Our  two  ideas  are  a  think  tank  type  of  evaluation  and  would  pro- 
vide, No.  1,  an  insurance  plan  for  crops  and  income  protection;  and 
No.  2,  for  a  price  recovery  system  that  will  garner  from  the  mar- 
ketplace a  profit  to  the  farmer. 

The  main  provision  of  this  insurance  plan  would  be  as  follows: 
To  adequately  ensure  against  income  and  crop  loss  and  to  replace 
the  Federal  Crop  Insurance  by  1988.  The  plan  would  be  funded  by 
a  $10  an  acre  assessment.  The  details  should  be  worked  out  by 
these  groups.  Our  second  idea  for  consideration  is  a  profit  to  the 
farmer.  Mr.  Chairman,  this  one  was  mentioned  before,  but  try  we 
must. 

In  order  to  accomplish  the  above-stated  goals,  we  recommend  leg- 
islation by  the  Congress  that  would  establish  a  producer  owned  and 
controlled  marketing  board  for  each  commodity.  We  want  to  stress 
producer  owned  and  operated,  not  Government. 

Let  me  share  with  you  some  of  the  reasons  we  make  the  sugges- 
tion. We  owe  $216  billion.  We  are  drawing  too  heavily  on  the  Fed- 
eral Treasury.  Our  present  policies  are  not  working.  Every  farmer 
in  America  wants  a  price  that  will  pay  his  bills. 

Historically,  in  other  countries,  marketing  boards  have  been  es- 
tablished following  periods  of  depressed  and  uncertain  agriculture 
prices.  Producer  discontent  with  the  structured  functioning  of  the 
agriculture  marketing  system  resulted  in  the  establishment  of  mar- 
keting boards. 

We  believe  marketing  boards  would  give  to  the  American  farmer 
that  missing  element  of  management  that  has  always  eluded  him, 
namely  management  of  price  and  supply.  Management  of  this  type 
is  needed  to  convert  the  disorganized  resources  of  the  farmer  into  a 
useful  enterprise.  This  doctrine  is  accepted  and  practiced  by  all 
successful  business  enterprises. 

We  believe  this  marketing  tool  would  be  a  dynamic  force  that  in 
its  functional  intent  would  not  only  be  beneficial  to  the  farmer,  but 
would  also  make  an  overriding  social  contribution  to  the  entire 
Nation.  We  envision  this  board  being  structured  to  establish  these 
principles. 

Eliminate  the  $50,000  limitation,  permit  markets,  futures  and 
spot  to  continue  unabated.  Merchants  and  exporters  would  contin- 
ue in  their  present  role.  The  entire  cotton  industry  would  work  to- 
gether in  establishing  production  goals,  annual  review  of  policies  to 
amend  or  correct  if  necessary,  81  cents  target  price  staying  intact, 
elimination  of  deficiency  payments  on  domestic  sales,  continuation 
of  deficiency  payments  on  export  sales. 
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We  envision  reducing  Treasury  expenditures  by  45  to  50  percent 
of  present  costs.  We  believe  we  could  reestablish  our  export  mar- 
kets if  not  enhance  them. 

Bfr.  Chairman,  we  realize  that  what  we  are  suggesting  is  a  signif- 
icant departure  from  present  and  past  policies.  We  also  realize  that 
you  have  to  obtain  producer  approval,  perhaps  through  a  referen- 
dum before  legislation  is  written.  We  request  that  your  staff,  as  we 
say,  put  a  pencil  to  this  idea.  If  it  is  found  to  be  feasible,  then  we 
could  proceed.  Perhaps  a  pilot  project  of  this  nature  could  save  our 
beloved  industry. 

Thank  you. 

Senator  Cochran.  Thank  you,  Ms.  Gibson.  The  next  panel 
member  is  Harvy  Joe  Sanner. 

STATEMENT  OF  HARVY  JOE  SANNER,  NATIONAL  DELEGATE, 
AMERICAN  AGRICULTURE  MOVEMENT,  DES  ARC,  AR 

Mr.  Banner.  Thank  you,  Mr.  Chairman. 

I  do  not  know  about  everybody  else,  but  I've  heard  about  all  the 
market-oriented  talk  I  can  stand.  IVe  got  to  have  some  production 
orientation  in  the  farm  legislation  that  allows  me  to  get  my  price 
out  of  this  great  market  we  hear  about.  I  am  tired  of  losing  money. 

We  think  that  the  key  thing  in  the  1985  farm  bill,  there  has  got 
to  be  a  profit  back  in  agriculture.  We  have  conducted  several  hear- 
ings around  the  Nation  and  AAM  has  put  together  some  ideas,  and 
I  would  like  to  run  them  by  you  now.  We  think  you  should  raise 
CCC  loan  rates  at  70  percent  of  parity  for  all  commodities.  This  is 
on  the  average  about  the  cost  production  nationwide. 

As  far  as  cotton  loan  price  this  would  be  .86  cents  a  pound.  This 
is  where  the  target  price  would  be  without  the  freeze.  Supply  man- 
agement can  be  accomplished,  but  it  must  be  a  mandatory  program 
through  referendum  by  farm  operators.  As  I  said  earlier,  we  have 
had  hundreds  of  meetings  this  winter,  and  we  think  that  referen- 
dum would  pass. 

If  it  shouldn't,  we  think  the  farmer  should  have  to  comply  with 
the  Acreage  Reduction  Program  for  1  year  before  he  would  be  eligi- 
ble for  the  loan  rate  the  next  year.  The  program  is  going  to  have 
some  teeth  in  it  if  it  is  going  to  be  effective.  We  think  the  terms  of 
the  loan  should  be  36  months,  and  should  remain  a  nonresource 
loan. 

I  had  kind  of  a  lengthy  statement  here,  and  I  know  you  have 
been  here  a  long  time,  so  I  won't  spend  a  whole  lot  of  time.  I'll  just 
skip  on  through  it,  and  you  might  have  some  questions.^ 

We  know  we  are  going  to  have  competition  in  the  world  markets, 
we  recommend  the  use  of  whatever  it  takes,  subsidies,  export  PIK, 
adequate  credit,  interest  buy  down.  Public  Law  480,  et  cetera. 
These  subsidies  should  match  foreign  governments,  whether  they 
are  direct  or  hidden.  We're  seeing  a  lot  of  corporations  entering  ag- 
riculture and  we  are  seeing  some  rural  communities  in  Arkcmsas 
being  destroyed  because  of  this. 

Our  tax  structure  is  partly  at  fault.  We  think  there  should  be  a 
maximum  of  $20,000  writeoff  for  nonfarm  income  invested  on  farm 


»  See  p.  573  for  the  prepared  statement  of  Mr.  Sanner. 
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for  loss  operations.  We  believe  that  we  have  outlined  a  program 
that  will  work  at  less  cost  to  the  Government. 

And  we  put  profit  back  in  agriculture.  It  is  radical,  but  I  am 
ready  for  some  radical  changes.  What  we  have  got  is  not  working 
well.  If  this  1985  farm  bill  does  not  take  a  radical  departure  from 
what  we  have  had  since  1972,  you  won't  be  bothered  with  me 
coming  back  up  here  next  year  presenting  testimony.  FU  be  out  of 
business,  as  will  many  of  my  neighbors. 

One  thing  I  think  we  ought  to  mention.  You  cannot  develop  a 
cotton  program  or  any  other  programs  in  a  vaccum.  I  think  some 
of  them  in  the  past  have  been.  Any  move  to  restrict  payments, 
remove  any  kind  of  incentive  from  the  Feed  Grain  Program,  or 
Rice  Program  is  going  to  be  disasterous  for  soybean  producers.  As 
far  as  a  Soybean  Program  needing  changes—many  people  feel  they 
do  not — I  have  yet  to  find  one  soybean  producer  that  is  happy  with 
it.  It  definitely  needs  changing.  It  is  not  working. 

So  it  needs  to  be  addressed,  it  needs  to  be  treated  like  a  major 
commodity.  They  haven't  been.  So  that  needs  to  be  addressed. 
Please  bear  in  mind  whatever  you  do  to  cotton,  feed  grains,  all  the 
rest  of  the  commodities  is  going  to  have  an  effect  on  soybean  pro- 
ducers. 

Thank  you,  sir,  for  having  me  here  today. 

Senator  Cochran.  Thank  you,  Mr.  Sanner.  I  know  that  other 
members  of  the  Agriculture  Committee  have  been  actively  solicit- 
ing advice  and  comments  from  their  own  constituents  with  respect 
to  the  1985  farm  bill.  I  know  there  have  been  hearings  in  this 
regard  that  have  been  authorized  by  this  committee.  I've  chaired 
some  of  those  hearings.  This  hearing  today,  of  course,  focused  spe- 
cifically on  just  one  commodity,  cotton. 

We  have  had  hearings  going  on  over  time  to  look  at  the  many 
aspects  of  the  agricultural  situation,  and  at  specific  commodities. 
In  my  State  last  year,  I  personally  conducted  four  different  hear- 
ings. One  of  these  in  Jackson,  looked  at  the  agricultural  situation 
from  a  general  overview  as  we  got  toward  the  point  of  working  on 
a  new  farm  bill.  This  was  repeated  in  Greenwood,  MI;  at  Mississip- 
pi State  University;  and  in  Grenada — where  we  had  a  meeting 
there  predominantly  with  members  of  the  American  Agriculture 
Movement. 

The  point  I  am  trying  to  make  is  that  the  committee  and  the  in- 
dividual Senators  have  been  making  a  very  strong  and  concerted 
effort  to  involve  a  lot  of  people  in  the  process  of  arriving  at  the  cor- 
rect decisions  for  the  1985  farm  bill.  Your  being  here  today  to 
present  your  testimony,  speaking  for  your  producer  organization  or 
for  yourself  individually,  in  some  instances,  is  a  very  important 
part  of  this  exercise. 

I  want  you  to  know  that  I  deeply  appreciate  your  being  patient 
with  the  committee  and  being  here,  traveling  as  far  as  many  of  you 
have  to  respond  to  the  invitation  of  our  committee  to  participate. 

It  is  unfortunate  that  we  end  up  trying  to  do  too  much  here  in 
this  town  at  once.  That  may  be  one  of  the  problems  with  our  na- 
tional Congress  and  with  our  Senate. 

The  reason  I  make  these  comments  is  that  I  do  not  want  any  of 
you  to  think  that,  because  every  Senator  on  the  committee  is  not 
here  today  to  hear  every  word  of  your  testimony,  that  they  are  not 
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interested  in  your  testimony  or  that  it  will  not  have  an  impact.  It 
will.  I  assure  you  that  is  an  important  part  of  this  process. 

We  have  pretty  well  run  out  of  time.  I  know  there  are  others 
who  have  commitments,  and  I  have  commitments,  too,  to  do  other 
things.  I  went  across  the  hall  awhile  ago  to  my  desk  and  there 
were  two  or  three  phone  call  slips.  One  of  them  said  the  caller  was 
really  mad  because  he  hasn't  been  able  to  get  in  touch  with  me  for 
the  last  3  days.  Fve  been  chairing  hearings  for  the  last  3  days.  He 
is  a  farmer.  I  told  one  of  my  sts^  members  to  call  him  back  and 
tell  him  I  am  mad  at  him  for  being  mad  at  me. 

These  are  things  we  run  into  trjdng  to  get  things  done  when 
there's  not  enough  time.  I  am  going  to  defer  questions.  It  may  be 
that  the  committee  will  have  questions  about  some  specific  aspects 
of  the  testimony.  I  have  questions  that  I  would  like  to  ask  each  of 
you.  We  may  submit  those  in  writing  to  you.  If  we  do,  I  hope  you 
will  be  able  to  take  a  look  at  them  and  give  a  written  response.  All 
the  witnesses  this  morning  are  subject  to  receiving  questions  that 
might  develop  later  on.  We  need  your  input  on  this. 

Let  me  just  wrap  up  the  hearing  by  again  thanking  you  very  sin- 
cerely for  being  here.  I  think  we  have  had  an  excellent  he£uing 
with  a  lot  of  participants,  and  we  have  received  a  lot  of  good  infor- 
mation. We  appreciate  your  cooperation. 

We  will  continue  these  hearings  of  the  1985  farm  bill  at  the  call 
of  the  Chair.  Until  then,  we  stand  in  recess. 

[Whereupon,  at  12:50  p.m.,  the  committee  recessed,  to  reconvene 
at  9:30  a.m.,  Monday,  April  1,  1985,  in  room  328-A,  Russell  Senate 
Office  Buildmg.] 


See  parts  II  and  III  for  continuation  of  the  hearings. 
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MARCH  7  HEARING 

Statement  of  Hon.  Thad  Cochran,  a  U.S.  Senator  From  Mississippi 

Mr.  Chairman,  I  am  glad  the  1985  Farm  Bill  hearings  are  officially  underway. 
Many  meetings  and  field  hearings  have  already  been  held  throughout  the  country 
involving  members  of  Congress,  representatives  of  the  Administration,  and  persons 
and  organizations  directly  or  indirectly  affected  by  farm  legislation.  I  think  it  is  safe 
to  say  at  this  stage  in  the  process  that  the  1985  Farm  Bill  has  received  far  more 
attention  by  a  more  diverse  group  than  any  other  legislation  before  us.  I  believe  this 
additional  attention  is  good. 

I  believe  it  is  in  the  long-run  best  interest  of  U.S.  agriculture  to  make  an  all-out 
effort  to  push  a  nationwide  educational  campaign  on  agriculture.  As  a  greater  un- 
derstanding of  the  vastly  complex  agricultural  economy  is  developed  throughout  the 
country,  we  may  be  able  to  make  significant  progress  with  the  difficult  issues  in- 
volved. I  think  it  is  very  important,  not  only  for  farmers,  but  also  for  all  of  agricul- 
ture and  the  entire  country  that  steps  be  taken  this  year  to  bring  agriculture  into 
proper  perspective.  Agriculture  is  very  important  to  the  U.S.  economy  and  that  fact 
needs  to  be  better  understood. 

Mr.  Chairman,  the  American  farmer  needs  help.  I  have  made  this  plea  for  twelve 
years,  which  is  my  entire  service  in  Congress — six  years  in  the  House  and  six  years 
in  the  Senate.  The  experience  in  my  State  of  Mississippi  gives  me  first-hand  knowl- 
edge of  what  farmers  need.  Mr.  Chairman,  farmers  need  a  profit  for  their  invest- 
ment of  time  and  money,  and  the  profit  must  be  commensurate  with  the  level  of 
risk  inherent  in  production  agriculture.  The  farmer's  need  is  no  greater  than  the 
basic  requirement  for  any  business  to  succeed.  The  point  that  must  be  understood  is 
that  a  farmer  has  the  least  ability  of  any  businessman  to  control  his  own  profit 
margin. 

Farmers  have  very  little  control  over  many  factors  of  production,  such  as  the 
weather,  interest  cost,  fuel  expense,  the  demand  for  and  price  of  their  products,  and 
the  impact  of  international  markets.  These  factors,  coupled  with  the  higher  than 
normal  degree  of  decentralization  in  production  agriculture,  result  in  a  very  ineffec- 
tive degree  of  bargaining  capability  for  farmers.  Thus,  farmers  are  often  referred  to 
as  *'price  takers,"  and  the  course  of  events  over  time  has  proven  this  characteriza- 
tion to  be  accurate.  Therefore,  I  am  in  favor  of  "the  safety  net"  concept  of  federal 
support  for  farmers. 

What  kind  of  support  do  farmers  need?  The  question  of  long-run  survival  of  farm- 
ers will  not  be  answered  by  just  credit  availability.  Farm  debt  increased  from  about 
$53  billion  in  1970  to  $215  billion  today.  That's  more  than  400  percent.  That  statistic 
alone  suggests  credit  has  been  available  to  farmers.  But  over  these  years  the 
number  of  farms  declined  by  about  600,000— from  in  excess  of  2.9  million  to  about 
2.3  million  or  about  20  percent.  This  statistic  indicates  that  profit  opportunities 
have  been  few. 

Neither  will  the  long-run  survival  of  farmers  be  assured  by  restructuring  debt.  If 
there  is  a  need  to  restructure  debt  because  of  a  one-time  natural  disaster  (the  kind 
of  disaster  that  is  not  likely  to  recur  soon  or  at  least  not  for  a  period  of  years) 
then — and  only  then — will  it  benefit  farmers.  Restructuring  debt  will  not  increase 
farm  income.  It  will  not  increase  farm  profits.  What  it  will  do  is  ease  demand  on 
cash  flow  for  a  short  period  of  time.  But  if  profit  is  not  increased,  the  reason  to  con- 
sider restructuring  in  the  first  place  will  not  have  been  corrected,  and  it  will  only  be 
a  matter  of  time  until  the  lack  of  profit  will  restore  the  original  level  of  demand  on 
cash  flow.  As  a  result,  farmers  will  be  right  back  in  the  same  position— needing  to 
restructure  debt.  If  additional  credit  is  all  that  is  extended  each  time  cash  flow 
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problems  develop,  this  cycle  will  continue  forever  without  any  real  help  for  fanners. 
More  credit  will  not  change  the  economics  of  agriculture. 

Mr.  Chairman,  the  federal  budget  is  in  trouble  because  a  fundamental  principle  of 
sound  fmance  has  not  been  followed  by  this  country — spend  only  the  revenue  you 
take  in.  The  only  exception  to  this  rule  involves  emergencies  that  require,  for  a  lim- 
ited time  period,  spending  that  exceeds  revenue.  We  are  already  committing  a  fun- 
damental financial  error.  Applying  federal  aid  to  the  symptoms  of  farm  problems 
rather  than  the  causes,  only  compounds  and  multiplies  the  effect  of  the  error.  Aid 
in  the  form  of  more  credit  to  farmers  does  nothing  to  help  cure  the  farm  problem, 
and  actually  adds  to  the  federal  budget  deficit. 

Mr.  Chairman,  it  has  long  been  recognized  that  farmers  are  victims  of  their  own 
actions.  Through  their  hard  work,  care  for  the  land,  and  life-long  eagerness  to  do 
their  very  best,  farmers  now  produce  seven  times  as  much  per  hour  of  work  as  they 
did  in  1950.  Without  an  equal  growth  in  demand  for  these  products,  prices  generally 
have  not  increased.  Even  though  farmers  have  increased  their  efficiency,  cost  of  pro- 
duction continues  to  rise  and  results  in  even  lower  profits.  Shortage  of  profit  is  the 
primary  reason  farmers  leave  the  farm — not  shortage  of  credit.  Government  action 
to  extend  more  credit,  or  make  credit  easier  to  obtain,  will  not  correct  the  real  farm 
problem.  The  real  farm  problem  is  related  to  national  and  international  macro-eco- 
nomic factors  and  not  micro-economic  factors  such  as  where  should  a  farmer  be  able 
to  obtain  credit  or  how  much  credit  he  should  receive. 

Congress  adds  to  the  farm  problem  when  it  takes  actions  that  encourage  more 
capital  to  flow  into  agriculture  in  the  face  of  an  inadequate  return  to  what  already 
is  invested.  Profit  must  be  increased  by  reducing  cost,  expanding  markets,  and  in- 
creasing price  for  capital  that  currently  is  invested  in  agriculture  before  more  cap- 
ital is  encouraged  to  enter.  This  should  especially  be  the  case  if  the  encouragement 
comes  from  government.  Without  this  increase  in  return,  the  only  economically  fea- 
sible option  for  U.S.  agriculture  is  to  allow  or  encourage  the  exit  of  some  amount  of 
capital  currently  invested.  A  reduction  in  capital  does  not  necessarily  mean  more 
farmers  must  leave,  although  that  has  been  a  major  factor  over  the  years.  Capital 
takes  different  forms  and  is  invested  for  many  purposes.  For  example,  tax  laws  are 
important  to  capital  accumulation  in  agriculture  and  should  receive  proper  atten- 
tion in  the  debate  on  the  farm  problem. 

Farmers  need  help  to  increase  profits.  There  are  two  courses  of  action  govern- 
ment can  take  to  provide  help.  One  is  to  balance  the  budget  to  lower  production  cost 
by  lowering  interest  expense.  The  other  is  to  foster  an  aggressive  trade  policy  to  in- 
crease demand  for  farm  commodities  by  developing  and  expanding  international 
markets. 

Currently,  twenty  percent  of  annual  farm  operating  expense  is  interest  on  debt. 
Actions  in  fiscal  and  monetary  policy  to  bring  about  lower  interest  rates  will  pro- 
vide the  kind  of  help  that  will  increase  the  chance  for  farmers  to  survive  because  it 
will  increase  profits.  This  is  true  without  one  additional  unit  being  produced  by 
farmers  or  sold  by  markets.  When  the  cost  of  production  is  decreased,  profit  in- 
creases without  farmers  having  to  spend  one  additional  dollar.  Also,  lower  interest 
rates  will  help  improve  the  relative  value  of  the  dollar  in  trade  for  export  purposes. 

Equally  important  is  market  development  and  expansion.  On  the  average,  about 
30  to  40  percent  of  U.S.  agricultural  production  has  been  exported.  But,  m  recent 
years,  these  markets  have  declined.  Without  increases  in  demand,  the  current  U.S. 
production  capacity  cannot  be  sustained.  If  it  is  not  sustained,  farmers  will  not  be 
the  only  sector  of  agriculture  affected.  Farmers  comprise  only  3  percent  of  the  popu- 
lation, but  20  percent  of  private  employment  is  in  agriculture.  Therefore,  the  future 
for  many  people  depends  on  agriculture  continuing,  at  least,  at  its  current  capacity. 
Domestic  demand  is  not  expected  to  increase  substantially  because  the  population 
will  not  grow  significantly.  But  the  population  of  the  rest  of  the  world  is  projected 
to  increase  significantly. 

For  agriculture  to  contribute  its  full  potential  to  the  U.S.  economy,  access  to 
world  markets  must  be  obtained  to  have  adequate  outlets  for  what  is  produced.  Fur- 
thermore, access  must  be  at  a  level  commensurate  with  U.S.  agriculture's  relative 
comparative  advantage  in  production.  Any  lesser  quantity  reduces  agriculture's  as- 
sistance in  the  nationwide  economic  recovery.  Agriculture  has  a  potential  that  must 
be  maximized.  The  benefits  are  too  great  to  squander. 

I  hope  Congress  develops  a  full  and  complete  understanding  of  agriculture  and  a 
determination  to  provide  real  help.  Every  person  operating  a  farm  cannot  be  main- 
tained by  the  taxpayer.  Farmers  must  be  kept  on  the  farm  by  a  system  that  ensures 
a  profit  for  the  capital  that  is  invested.  Farmers  must  be  encouraged  to  remain  in 
business  by  government  policy  only  to  the  extent  necessary  to  offset  the  uncertain- 
ties of  the  environment  and  market  externalities. 
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Stability  is  the  central  issue  in  agriculture,  especially  in  production  agriculture. 
Without  a  reasonable  degree  of  stability,  decision-making  in  production  agriculture 
can  turn  into  a  guessing  game.  There  is  an  important  role  for  government  in  agri- 
culture. The  level  of  government  involvement  must  be  adequate,  and  it  must  be  the 
right  kind  in  order  to  provide  real  and  lasting  help. 

Mr.  Chafrman,  I  believe  1985  offers  a  unique  opportunity  to  forge  such  a  policy, 
and  I  encourage  all  my  colleagues  to  join  in  this  enort. 


Statement  of  Hon.  Patrick  J.  Leahy,  a  U.S.  Senator  From  Vermont 

Mr.  Chairman,  I  am  pleased  that  the  committee  is  now  beginning  the  hearing 
process  that  will  lead  to  enactment  of  a  new  farm  bill  this  year.  I  look  forward  to 
the  testimony  today  of  farm  leaders  and  the  Secretary  of  Agriculture.  I  believe  that 
these  hearings — including  the  hearing  that  Senator  Cochran  and  I  will  hold  in  Ver- 
mont on  March  18 — can  provide  useful  information  to  guide  the  committee  in  its 
reauthorization  process  this  year. 

Our  Nation's  farmers  face  a  multitude  of  problems. 

We  have  an  overabundance  of  some  farm  products  that,  coupled  with  weak 
demand  caused  by  low  economic  growth  rates  in  other  nations  and  in  many  areas  of 
the  United  States,  has  led  to  depressed  prices  for  commodities.  As  a  result,  net  cash 
farm  income  will,  according  to  USDA  forecasts,  decline  substantially  in  1985. 

Farmers  also  have  to  cope  with  interest  rates  that  have  remained  at  persistently 
high  levels,  and  rising  production  costs  for  other  farm  production  needs. 

Of  course,  these  difficulties  are  not  insurmountable,  and  I  am  convinced  that, 
with  the  help  of  a  sound  farm  policy,  our  farmers  can  meet  the  challenge  presented 
by  the  current  situation. 

But  I  am  not  convinced  that  the  farm  program  proposed  by  the  administration  is 
the  best  that  can  be  done,  and  I  believe  that  the  rejuvenation  of  farm  policy  should 
be  one  of  the  highest  priorities  for  the  Senate  this  year. 

Complicating  our  job  will  be  the  policy  restraints  caused  by  the  current  and  pro- 
jected budget  deficits.  In  fact,  much  of  the  discussion  over  the  past  year  concerning 
farm  policy  has  focused  on  the  current  costs  of  the  farm  programs. 

We  must  continue  to  be  mindful  of  the  cost — the  high  cost  of  the  farm  programs 
in  the  past  few  years  is  far  from  acceptable.  However,  I  believe  that  much  of  the 
rising  cost  of  farm  programs  can  be  avoided  if  USDA  operations  are  made  more  effi- 
cient. I  believe  the  nation  still  has  faith  in  historic  programs  that  are  of  proven 
value  to  farmers  and  consumers  alike. 

Mr.  Chairman,  I  look  forward  to  this  morning's  testimony. 


Statement  of  Hon.  Pete  Wilson,  a  U.S.  Senator  From  Caufornia 

Mr.  Chairman,  during  recent  months  those  of  us  interested  in  assuring  the  eco- 
nomic vibrancy  of  U.S.  agriculture  have  wrestled  with  the  composition  of  this  vital- 
ly important  1985  Farm  Bill.  I  wish  to  commend  Secretary  Block  for  the  Adminis- 
tration's omnibus  farm  bill  for  consideration.  Likewise,  Mr.  Chairman,  you  and  the 
Agriculture  Committee  staff  are  to  be  commended  for  preparing  your  own  compre- 
hensive proposal. 

Today  s  hearing  marks  the  first  of  a  series  of  hearings  providing  numerous  oppor- 
tunities for  the  (5)mmittee  to  receive  the  views  and  legislative  recommendations  of 
a  wide  variety  of  agriculture  organizations.  I  am  pleased  that  one  of  these  hearings 
will  occur  next  month  in  Fresno,  California  and  appreciate  the  Chairman's  interest 
in  receiving  input  from  the  growers  throughout  my  state. 

Traditionally,  federal  farm  programs  have  focused  on  the  needs  of  producers  of 
"basic"  farm  commodities,  such  as  wheat,  corn,  cotton,  and  rice.  Much  of  our  cur- 
rent agricultural  legislation  either  derives  from  actions  taken  in  the  1930's  in  re- 
sponse to  the  great  Depression  or  reflects  incremental  changes  in  1930's  policies  to 
meet  changing  needs.  Recent  events  have  raised  serious  doubts  about  the  ability  of 
the  U.S.  government  to  formulate  a  consistent  and  effective  agricultural  policy. 

Although  the  soon-to-expire  1981  Farm  Bill  provided  a  degree  of  stability  in  do- 
mestic markets,  it  also  was  accompanied  by  three  adverse  developments:  loss  of  for- 
eign markets,  rising  federal  costs,  and  accumulation  of  government-held  stocks. 
These  huge  stocks  were  cut  substantially  by  the  subsequent  "Payment  in  Kind"  pro- 
gram; however,  this  acreage  reduction  in  the  U.S.  was  accompanied  by  expanded 
production  by  our  worldwide  competitors,  which  further  eroded  U.S.  market  shares. 

I  believe  that  past  legislation  has  not  adequately  recognized  the  fact  that  Ameri- 
can agriculture  is  highly  dependent  upon  export  markets.  At  one  time,  the  U.S.  was 
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less  reliant  on  overseas  markets,  and  we  had  greater  autonomy  regarding  price  sup- 
port and  production  controls.  Today,  our  price  supports  form  an  umbrella  for  the 
rest  of  the  world,  and  our  production  cuts  make  room  for  increased  production  by 
our  competitors. 

By  and  large,  production  of  horticulture  crops,  which  are  an  important  component 
of  California  agriculture,  has  not  been  covered  by  previous  farm  bills.  This  year,  be- 
cause the  farm  bill  must  address  questions  of  export  policy  for  all  commodities,  as 
well  as  the  changing  needs  of  basic  commodities,  the  Committee's  consideration  will 
need  to  include  these  horicultural  or  speciality  crops,  which  comprise  many  of  our 
agricultural  exports. 

Mr.  Chairman,  California  is  the  nation's  number  one  agriculture  state  and  ranks 
in  the  top  three  in  farm  exports.  Twenty-eight  of  the  state's  crops  are  dependent 
upon  export  markets  to  absorb  over  50  percent  of  their  production,  of  which  11  of 
these  export-dependent  crops  are  exclusively  grown  in  California.  One  in  every 
three  California  acres  produces  for  overseas  markets,  and  nearly  25  cents  of  each 
agricultural  dollar  in  the  state  is  derived  from  export  sales. 

It  has  been  said  the  California  connection  to  the  international  market  is  both  a 
"door  of  opportunity  and  a  window  of  vulnerability."  The  export  edge  serves  Califor- 
nia farmers  by  absorbing  a  significant  portion  of  our  production  and  by  stabilizing 
our  commodity  markets,  maintaining  our  level  of  profitability,  and  increasing  farm- 
gate  returns.  At  the  same  time,  however,  that  export  profitability  edge  carries  with 
it  the  sting  of  vulnerability.  Cotton,  rice  and  wheat  depend  on  exports  for  as  much 
as  80  percent  of  sales.  About  45  percent  of  the  California  lemon  crop  is  exported,  as 
is  60  percent  of  the  almond  crop.  Thus,  when  foreign  nations  limit  our  exports, 
either  through  overt  actions  or  because  of  diminished  ability  to  afford  our  proiducts 
due  to  the  strength  of  the  U.S.  dollar,  California  agriculture  is  particularly  vulnera- 
ble. 

After  a  decade  of  steady  growth,  California's  exports  have  plummeted  twice  in  as 
many  years.  They  dropped  by  as  much  as  20  percent  in  1982  and  again  in  1983  by 
an  additional  quarter  of  a  billion  dollars.  Factors  contributing  to  the  sharp  decline 
include  the  strong  dollar,  sluggish  worldwide  economic  recovery,  and  increased 
unfair  trading  practices  on  the  part  of  our  trading  partners. 

Because  of  the  importance  of  export  markets  for  California  production  of  basic 
commodities,  I  am  an  advocate  of  a  "market  oriented"  farm  policy  and  believe  that 
the  1985  farm  bill  should  set  government  loan  rates  at  levels  that  reflect  world 
market  realities.  The  artifically  high  rates  of  recent  years  have  lead  to  predictable 
price  undercutting  by  our  international  competitors,  resulting  in  the  loss  of  foreign 
markets  and  the  costly  expansion  of  government-held  inventories.  In  my  opinion, 
emphasis  on  world-wide  market  expansion,  not  producer  cut-backs,  is  the  key  to  im- 
provement of  the  nation's  image  as  a  reliable  supplier  of  food  and  fiber  and  it 
should  be  the  cornerstone  of  the  1985  farm  bill. 

Although  the  Trade  Titles  of  the  Administration's  bill  and  Senator  Helms'  bill 
differ  in  their  respective  approaches,  they  are  represented  of  the  widely-held  belief 
that  this  legislation  must  provide  government  with  the  requisite  tools  to  assure  fair 
trade  opportunities  for  the  American  farmer.  I  strongly  share  in  that  belief  and 
based  upon  the  testimony  throughout  these  hearings,  including  the  one  in  Fresno,  I 
will  be  offering  for  the  consideration  of  my  colleagues  on  the  Committee  a  package 
of  trade  proposals. 


Statement  of  Hon.  Don  Nickles,  a  U.S.  Senator  From  Oklahoma 

I  thank  the  committee  for  the  opportunity  to  testify  today  at  the  first  of  what  will 
likely  be  a  lengthy  series  of  Senate  Agriculture  Committee  hearings  on  the  1985 
farm  bill. 

Farmers  have  operated  for  the  past  four  years  under  government  programs  that 
have  failed  in  a  number  of  areas.  They  have  failed  to  maintain  farm  income  despite 
increases  in  taxpayers'  dollars  used  to  finance  the  programs.  They  have  failed  to 
hold  down  production  and  in  fact,  have  many  built-in  incentives  for  producing 
beyond  our  nation's  ability  to  consume  and  export. 

Oklahoma  farmers  and  ranchers  have  made  it  clear  to  me  over  the  past  several 
months  that  deficit  spending  remains  their  worst  enemy.  They  also  agree  that  no 
single  piece  of  farm  legislation  is  going  to  solve  all  of  their  problems.  However,  the 
1985  farm  bill  can  be  structured  to  offer  much  needed  help  to  our  nation's  ailing 
agriculture  sector  while  still  remaining  budget  conscious.  It  can  do  this  by  targeting 
benefits  to  those  most  in  need— the  medium-sized  farm  owners. 
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After  months  of  deliberation  with  farmers  and  ASCS  officials,  I  have  formulated  a 
1985  farm  bill  proposal  which  I  am  submitting  for  the  record.  I  would  like  to  expand 
on  a  few  of  the  points  in  my  proposal  which  I  feel  must  be  addressed.  In  particular, 
the  acreage  base  system  and  production  levels  required  of  farmers  in  order  to  maxi- 
mize program  benefits  need  close  attention.  This  proposal  affects  the  commodity 
programs  for  wheat,  feed  grains,  cotton  and  rice. 

Because  of  annual  adjustments  from  increasing  or  decreasing  planted  acreage,  the 
current  base  system  has  denied  farmers  the  ability  to  be  flexible  and  diversify  their 
base.  I  urge  that  adjustments  in  bases  cease.  Guaranteeing  bases  will  allow  farmers 
to  diversify  without  risking  reductions  in  their  acreage  bai^. 

Another  fault  of  the  farm  programs  we've  been  under  are  that  in  order  to  maxi- 
mize program  benefits,  program  participants  must  produce  on  all  allowable  acreage. 
Last  year,  it  cost  $400  million  to  store  and  handle  government-owned  commodities 
which  have  accumulated  because  of  program  incentives  to  produce  beyond  our 
needs.  To  afford  flexibility  and  to  stop  encouraging  excess  production,  I  propose  that 
any  participant  who  produces  the  program  crop  on  50  percent  of  his  guaranteed 
base  should  be  considered  eligible  for  full  program  benefits.  Additionally,  when  com- 
puting program  benefits,  a  stable  yield  reflecting  production  levels  under  normal  op- 
erating conditions  should  be  used.  These  changes  will  permit  a  shift  to  planting  per- 
manent cover  and  other  crops  rather  than  providing  incentives  to  devote  production 
to  surplus  crops. 

I  differ  with  the  Administration  on  where  target  price  levels  should  be  set.  The 
1985  farm  bill  must  retcdn  an  economic  safety  net  to  prevent  a  collapse  of  rural 
America.  After  50  years  of  farm  programs  and  government  interference  in  the  mar- 
ketplace, rapid  elimination  of  income  supports  could  devastate  farming  communities 
throughout  the  nation. 

Rather  than  continuing  efforts  to  control  supply  through  acreage  reduction,  I 
favor  taking  away  incentives  to  produce  in  excess.  I  am  proposing  that  ten  percent 
of  a  participant's  guaranteed  base  be  planted  to  permanent  cover.  This  would  allow 
some  of  the  millions  of  acres  of  erosion-prone  land  to  be  taken  out  of  production — 
promoting  conservation  rather  than  misuse  of  our  natural  resources. 

The  United  States  government  owns  $7  billion  of  surplus  commodities  which  are 
uncommitted  to  food  aid  programs.  I  have  introduced  separate  legislation  which 
would  facilitate  the  use  of  barter,  to  effectively  dispose  of  unneeded  commodity 
stockpiles.  This  common-sense  approach  allows  us  to  use  surplus  agricultural  prod- 
ucts to  our  advantage  rather  than  letting  them  add  to  farmers'  economic  detriment. 
The  National  Defense  Stockpile  comprised  of  strategic  and  critical  materials  not 
produced  in  the  United  States,  is  $10  billion  short  of  the  amount  needed  in  the 
event  of  a  national  emergency.  We  are  currently  appropriating  nonexistent  funds  to 
purchase  these  materials  from  other  nations— nations  that  need  the  surplus  food 
products  stored  in  U.S.  warehouses.  A  little  horse-trading  between  the  two  invento- 
ries would  better  serve  all  involved  parties. 

Again,  I  thank  the  committee  for  the  opportunity  to  testify  and  would  welcome 
comments  on  any  of  the  provisions  offered  in  the  farm  bill  proposal  I  am  submitting 
here  today. 

Farm  Bill  Proposal  Summary  (Wheat,  Feed  Grains,  Cotton  and  Rice) 

Senator  Nickles'  proposal  is  based  on  the  following:  the  present  farm  program  has 
(1)  failed  to  maintain  farm  income;  (2)  failed  to  hold  down  production;  (3)  many 
built-in  incentives  to  produce  beyond  our  ability  to  consume  and  export;  (4)  become 
costly  to  all  taxpayers. 

1.  PROGRAM  BASES  AND  YIELDS 

The  possible  recomputation  of  crop  bases  every  year  based  on  increases  for  over- 
planting  or  decreases  for  underplanting,  decreasing  if  not  reporting,  etc.,  must 
cease.  Guaranteeing  bases  will  allow  farmers  to  diversify  without  risking  reductions 
in  their  acreage  base.  Additionally,  farmers  have  been  encouraged  by  program  in- 
centives to  produce  on  allowable  acreage  in  order  to  maximize  program  benefits. 

To  afford  flexibility  and  to  stop  encouraging  excess  production,  any  participant 
who  produces  the  program  crop  on  50  percent  of  his  guaranteed  base  should  be  con- 
sidered eligible  for  full  program  benefits.  Additionally,  when  computing  program 
benefits,  a  stable  yield  reflecting  production  levels  under  normal  operating  condi- 
tions should  be  used.  These  changes  will  permit  a  shift  to  planting  permanent  cover, 
other  crops,  haying  and  grazing,  etc. 
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2.  MARKET-ORIENTED  LOAN  RATES 


In  order  to  compete  effectively  in  international  markets  and  to  discourage  expan- 
sion by  foreign  producers,  commodity  loan  rates  should  be  based  on  a  percent  of  an 
historical  average  market  price.  Loaii  rates  for  all  program  commodities  should  be 
set  at  about  75  percent  of  the  average  market  price  over  the  last  three  years. 


3.  TARGET  PRICES 


The  target  price  program  should  be  continued  to  provide  income  support  while 
not  encouraging  production  beyond  our  needs.  Target  prices  reflecting  USDA  esti- 
mates for  cost-of-production  should  be  considered  in  determining  the  target  price. 


4.  TARGETING  BENEFITS 


Program  beneflts  should  be  targeted  to  mid-sized  farmers  by  limiting  eligibility 
for  beneflts  to  the  flrst  $200,000  of  production,  based  on  gross  sales.  Larger  produc- 
ers would  qualify  for  beneflts  on  the  flrst  $200,000  of  production,  as  long  as  th^ 
comply  with  all  program  provisions,  but  would  have  to  market  the  remainder  with 
no  government  assistance. 


5.  SET-ASIDE  ACREAGE 


Efforts  to  control  supply  through  acreage  reduction  have  been  largely  unsuccess- 
ful. Provisions  to  idle  land  should  be  limited  to  requiring  an  acreage  equal  to  10 
percent  of  the  cropland  base  on  participating  farms  to  be  established  to  permanent 
cover  (grass  or  trees)  as  part  of  a  long-term  conservation  reserve. 


6.  SODBUSTER  PROVISIONS 


Farmers  who  plant  new  crops  on  highly  erodible  land  would  be  ineligible  for  any 
federal  assistance  for  those  crops.  A  strong  sodbuster  bill,  cosponsored  by  Senator 
Nickles,  has  passed  the  Senate  twice,  and  has  been  reintroduced  in  the  present  Con- 


7.  BARTERING  SURPLUS 


The  farm  bill  should  also  include  legislation  to  encourage  the  bartering  of  siurplus 
commodities  for  strategic  materials  from  other  nations.  Senator  Nickles  has  intro- 
duced separate  legislation  to  establish  the  barter  system.  This  would  help  reduce 
current  commodity  stockpiles  and  enormous  storage  costs,  while  replenisning  our 
National  Defense  Stockpile  of  strategic  minerals. 


Statement  of  Robert  B.  Delano,  President,  American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  form  orga- 
nization with  a  membership  exceeding  three  million  member  families  in  48  states 
and  Puerto  Rico.  I  appreciate  the  opportunity  to  appear  before  the  Senate  Agricul- 
ture Committee  to  outline  our  position  regarding  the  1985  omnibus  farm  legislation 
that  will  replace  the  Agrioilture  and  Food  Act  of  1981  when  it  expires  this  year. 

The  1985  Farm  Bill  is  a  priority  issue  for  Farm  Bureau.  Our  farmer  and  rancher 
members  produce  virtually  every  type  of  commodity  grown  on  a  commercial  basis  in 
this  country;  those  directly  affected  by  farm  programs  and  those  that  do  not  come 
under  the  authority  of  this  l^islation. 

The  poUcies  that  our  membership  adopted  at  our  66th  Annual  Meeting  in  Janu- 
ary are  the  result  of  extensive  deUberation  at  the  county,  state  and  national  levels 
of  our  organization.  Our  Board  of  Directors  has  held  two  meetings  since  our  House 
of  Delegates  adopted  our  1985  policies  and  has  developed  the  framework  of  a  legisla- 
tive proposal  for  a  farm  bill. 

We  believe  that  sound  farm  policy  must  be  based  on  letting  market  forces  provide 
incentives  between  producers  and  consumers.  It  is  imperative  that  farm  programs 
adjust  to  the  signals  from  the  marketplace  while  giving  assistance  for  orderly  mar- 
keting, income  supplement,  production  adjustment  and  export  market  share  expan- 
sion as  we  move  back  to  the  market  system  for  U.S.  agriculture. 

We  recognize  that  farm  program  policy  and  legislation  will  not  improve  aU  of  the 
conditions  that  have  exerted  a  negative  impact  upon  agriculture  in  recent  vears. 

The  prescription  for  fundamental  and  lasting  benefits  for  agriculture  is  depnident 
upon  a  conmutment  to  fiscal  responsibility  and  reduced  overall  federal  spendiog  in 
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order  to  promote  economic  growth  through  lower  interest  rates  more  favorable  ex- 
change rates,  and  increase  U.S.  farm  exports. 

Therefore,  Farm  Bureau  proposes  policy  actions  in  all  issue  areas  that  will  allow 
producers  the  opportunity  for  profit  in  agriculture.  Improving  net  farm  income  is 
Farm  Bureau's  most  important  goal. 

Farm  Bureau  policy  adopted  by  voting  delegates  states: 

''We  support  a  farm  program  which  will: 

"(1)  Maximize  long-term  opportunities  for  profit  in  agriculture; 

''(2)  Reduce  existing  incentives  for  overproduction  at  home  and  abroad; 

"(3)  Ensure  price  competitiveness  for  U.S.  farm  products  in  world  markets; 

"(4)  Provide  opportunities  to  reduce  stocks  through  production  adjustments  and/ 
or  expanded  demand; 

"(5)  Assure  consumers  of  adequate  supplies  of  efficiently  produced  products  they 
wish  to  consume; 

"(6)  Cause  a  supply  reduction  program  to  be  implemented  when  carryover  exceeds 
workable  levels; 

"(7)  Provide  target  prices  as  an  income  supplement  for  farmers  to  help  them 
make  the  acHustment  to  a  market-responsive  agriculture; 

''(8)  Provide  loan  levels  for  all  mcgor  export  commodities  to  facilitate  orderly  mar- 
keting and  price  competitiveness.  Tliese  levels  should  be  related  to  a  3-5  year  aver- 
age domestic  price.  Loan  levels  should  not  provide  incentives  for  production  that  ex- 
ceeds demand  in  domestic  and  world  markets.  These  levels  should  be  adjusted  annu- 
ally by  no  more  than  10  percent;  and 

''(9)  Recognize  that  all  commodities  are  interrelated  and  any  change  in  supply, 
demand  or  price  of  one  affects  the  others." 

These  principles  provide  the  guidelines  and  are  the  basis  for  our  specific  recom- 
mendations for  future  legislation. 

(1)  Exports:  Mr.  Chairman,  I  would  like  to  begin  these  remarks  by  commenting  on 
agricultural  exports  because  of  their  importance  to  improved  farm  income.  I  am 
Vice  Chairman  of  the  Agricultural  Trade  and  Export  Policy  Commission.  That  Com- 
mission has  had  several  meetings  at  which  we  have  discussed  the  seriousness  of  the 
current  export  situation  now  facing  American  farmers  and  ranchers.  It  is  much 
easier  to  define  the  problems  facing  us  in  world  markets  than  to  find  feasible  solu- 
tions to  those  problems.  Nevertheless,  we  hope  to  develop  some  workable  means  to 
address  some  of  our  export  problems  as  the  Commission's  work  moves  along  and  to 
furnish  our  recommendations  to  this  and  other  committees  of  the  Congress. 

In  the  meantime,  I  would  like  to  share  with  you  some  thoughts  regarding  certain 
ways  that  some  of  the  problems  facing  us  in  world  markets  might  be  addr^sed  in  a 
practical  manner. 

Two  traditional  ways  of  enhancing  exports  have  been  through  the  judicious  use  of 
CCC  export  credits  and  through  the  use  of  the  PL  480  or  Food  for  Peace  Program. 
These  programs  should  be  continued  and  improved.  As  a  member  of  the  Carlucci 
Commission  on  Foreign  Assistance  last  year,  I  recommended  that  PL  480  export  ton- 
nages be  doubled  over  present  levels  and  that  multi-year  funding  be  made  available 
to  PL  480  recipient  countries.  In  view  of  the  need  for  food,  which  has  been  made 
worse  by  the  African  political  and  famine  situation,  I  believe  that  a  much  stronger 
PL  480  program  is  justified  and  will  lead  to  better  U.S.  cash  markets  as  economic 
development  improves  in  recipient  countries. 

Regarding  CCC  export  credits,  it  is  regrettable  that  the  CCC  credit  revolving  fund, 
which  was  part  of  the  1981  Farm  Bill,  was  never  funded  and  activated.  Tliere  are 
still  valid  reasons  for  incorporating  the  revolving  fund  in  the  1985  Farm  Bill  with 
funding  made  available  to  make  it  an  effective  export  tool. 

An  intermediate  CCC  export  credit  program  is  needed  to  take  care  of  export 
credit  needs  for  terms  of  3-7  years  as  provided  for  in  the  Agricultural  Trade  Act  of 
1978.  This  legislation  should  be  more  fully  utilized. 

The  blended  credit  program,  which  unfortunately  has  been  saddled  with  the  re- 
quirements of  the  cargo  preference  law,  needs  to  be  made  a  part  of  new  farm  legis- 
lation with  an  exemption  from  cargo  preference.  As  a  matter  of  fact,  all  agricultural 
exports  should  be  exempted  from  cargo  preference  requirements  whether  commer- 
cial or  government  assisted.  There  are  other  ways  of  financing  a  strong  merchant 
marine  without  harming  agricultural  exports.  We  should  not  reduce  our  farm  ex- 
ports in  our  efforts  to  have  a  strong:er  American  flag  fleet.  Farm  Bureau  will  strong- 
ly support  legislation  to  exempt  agricultural  commodities  and  products  from  the 
cargo  preference  law. 

"Riere  may  be  some  b£ui;er  opportunities  with  some  countries  that  need  food  and 
have  oil  or  other  materials  or  commodities  that  we  need.  We  should  not  foreclose 
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any  such  opportunities,  but  rather  should  seek  wa3rs  to  gain  exports  where  such  pos- 
sibilities exist. 

Regarding  trade  negotiations,  we  must  give  our  trade  negotiators  the  tools  they 
need  and  our  strong  support  to  gain  better  market  access  and  to  resolve  outstanding 
unfair  trade  practices  such  as  export  subsidies,  which  have  eroded  U.S.  overseas' 
markets.  In  this  respect,  we  would  support  what  might  be  called  a  "bonus"  export 
program. 

Under  such  a  program,  "bonus''  tonnage  of  farm  commodities  and  products  would 
be  made  available  from  federal  farmer-held  reserve  stocks  and  CCC  owned  commodi- 
ty stocks  to  lower  U.S.  export  prices  to  offset  the  advantage  of  competing  countries 
which  subsidize  their  exports. 

Mr.  Chairman,  these  are  some  recommendations  that  we  would  like  to  see  exam- 
ined and  considered  by  this  committee  as  the  export  title  of  the  1985  Farm  Bill  is 
written. 

I  believe  that  in  previous  legislation  the  production  side  of  the  equation  has  been 
given  more  attention  than  the  export  side.  In  the  new  Farm  Bill,  we  need  to  focus 
strongly  on  the  export  title. 

U.S.  farmers  are  tired  of  taking  most  of  the  world's  agricultural  production  ad- 
justments while  competing  countries  expand  their  production  and  export  market 
share.  We  must  be  more  aggressive  in  export  markets.  This  will  require  the  devo- 
tion of  considerable  resources  to  exports,  but  it  will  be  cheaper  in  the  long  run  thim 
expensive  acreage  reduction  and  storage  programs. 

(2)  Loan  Rates:  We  support  loan  rates  that  are  tied  to  a  3-5  year  average  of 
market  prices  for  the  basic  export  commodities—wheat,  feed  grains,  cotton,  rice  and 
soybeans.  This  recommendation  recognizes  the  general  success  of  the  price  support 
loan  programs  for  both  soybeans  and  cotton  and  suggests  that  the  concept  shoidd  be 
extended  to  include  wheat,  feed  grains  and  rice.  We  believe,  however,  that  loan 
rates  should  not  be  adjusted  by  more  than  10  percent  in  any  year. 

We  need  to  adopt  this  kind  of  flexibility  in  establishing  loan  levels  so  that  mi^or 
export  commodities  can  adjust  to  world  supply  and  demand  conditions.  Since  the  cb- 
mestic  market  is  growing  veiy  little,  we  must  sell  on  the  world  market  if  agricul- 
ture is  to  continue  to  grow.  Adjusting  our  loan  levels  according  to  market  conditions 
is  the  first  policy  step  to  insure  competitiveness  in  world  markets.  It  provides  a 
degree  of  uncertainty  to  our  competitors  and  indicates  that  the  U.S.  will  not  contin- 
ue with  farm  programs  that  subsidize  farm  and  export  subsidy  programs  of  our  com- 
petitors. 

(3)  Target  Prices:  Farm  Bureau  supports  the  use  of  target  prices  in  the  manner  in 
which  this  policy  was  originally  included  in  farm  programs — as  an  income  supple- 
ment to  farmers.  We  support  continued  reliance  on  target  prices  and  deficiency  pay- 
ments throughout  the  four  years  of  our  Farm  BiU.  We  propose  to  freeze  taiget 
prices  for  1986  at  the  1985  levels.  In  1987  we  would  tie  the  target  prices  to  a  per- 
centage of  the  average  market  price  used  to  determine  the  loan  rate.  Ho¥^ver, 
tai]get  price  adjustment  would  be  limited  to  no  more  than  5  percent  in  a  given  jrear. 

'This  method  of  target  price  adjustment  provides  a  transition  period  for  producers. 
Freezing  the  target  prices  for  a  year  will  allow  a  brief  opportunity  for  export  pro- 
grams to  begin  to  function  so  that  producers  can  evaluate  the  market  conditions  for 
the  1987  crops.  Adjustments  that  might  occur  can  be  affected  in  an  orderly  manner. 

We  would  support  a  $50,000  limitation  that  would  apply  to  deficiency  pavmente 
only.  We  believe  that  any  land  diversion  payment  should  not  be  included  in  the  pay- 
ment limitation.  Large  producers  should  not  be  discouraged  from  program  participa- 
tion, which  is  necessary  in  meeting  the  objectives  of  reducing  production. 

(4)  Acreage  Reduction  Programs:  We  believe  that  acreage  reduction  profframs 
should  be  required  when  carryover  supplies  are  excessive.  Much  of  the  poutical 
pressure  that  accompanies  discretionary  authority  for  acreage  reduction  programs 
can  be  avoided  by  using  specific  levels  of  carryover  supplies  to  trigger  the  require- 
ment for  an  acreage  reduction  program. 

(5)  Farmer-Held  Grain  Reserve:  We  favor  the  elimination  of  the  farmer-held  grain 
reserve.  Rather  than  being  the  orderly  marketing  tool  that  it  was  intended,  or  serv- 
ing as  some  sort  of  emergency  food  reserve,  the  farmer-held  grain  reserve  hangs  IDce 
a  cloud  over  the  market.  All  traders  know  that  it  is  there  and  that  it  cannot  stay 
locked  up  forever.  Its  presence  has  caused  increased  production  by  our  competitors 
and  reduced  domestic  and  foreign  use  of  U.S.  wheat  and  feed  grains. 

Grain  farmers  have  learned  the  hard  wav  that  they  cannot  store  their  way  to 
market  income  opportunity.  Had  the  federal  farmer-held  reserve  not  been  such  a 
*'handv"  tool  for  propping  up  market  prices  in  an  attempt  to  reduce  federal  taxpay- 
er outlays  for  deficiency  payments,  we  would  have  never  accumulated  the  exoeasive 
wheat  and  feed  grain  stocks  that  gave  need  for  a  PIK  program. 
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Farm  Bureau  has  long  understood  the  importance  of  or^rly  marketing  and  the 
role  of  the  regular  CCC  loan  program.  The  federal  farmer-held  reserve  program  was 
used  to  try  to  prop  up  grain  prices  to  avoid  Treasury  outlays.  In  the  process,  our 
market  shares  have  eroded. 

Farm  Bureau  delegates  voted  to  extend  the  regular  nine-month  loan  for  another 
nine  months  in  place  of  the  federal  farmer-held  reserve  program.  This  surely  will 
help  wheat  farmers  avoid  repeating  the  mistake  of  storing  1976  wheat  for  seven 
years  through  1983.  Locking  U.S.  grain  away  from  the  world  market— from  UjS. 
and  world  livestock  producers— until  the  market  reached  government  set  prices, 
proved  to  be  very  unsound  economics  and  costly  to  taxpayers. 

(6)  Dairy  Program:  We  suggest  continuation  of  the  dairy  purchase  program  but 
believe  that  the  support  rate  should  be  tied  to  two  measures  of  market  conditions. 
First,  we  believe  that  the  support  price  should  be  determined  using  an  average  of 
the  previous  three  year's  all  milk  price.  This  level  will  be  adjusted  effective  October 
1  of  the  marketing  year. 

Second,  we  believe  that  the  basic  support  price  should  be  ac^usted  if  government 
purchases  are  not  in  accordance  with  aesired  levels.  The  Farm  Bureau  proposal  will 
include  specific  adjustments  in  terms  of  a  percentage  of  the  support  price  that 
would  be  required  when  purchases  are  at  any  given  level.  This  measure  will  also 
avoid  problems  associated  with  discretionary  authority  for  adjustment  of  support 
prices. 

(7)  Other  Commodity  Programs:  Sugar,  peanuts,  wool  and  mohair  provisions  of 
the  1981  Act  will  remain  largely  unchanged  in  our  proposal.  These  programs  have 
not  been  costly  to  taxpayers.  We,  therefore,  would  not  support  substantial  changes 
to  these  programs. 

(8)  Conservation  Reserve  and  Sodbuster  Provisions:  Our  proposal  would  include 
provisions  for  a  conservation  reserve  program  for  owners  and  operators  of  erosion- 
prone  land  to  assist  them  in  conserving  soil  consistent  with  budgetarv  limitations. 
Contracts  of  7-15  years  would  be  offered  under  which  producers  would  convert  ero- 
sion-prone cropland  to  less  intensive  uses  such  as  pasture,  permanent  grass,  legumes 
or  trees. 

We  would  also  support  using  severe  measures  to  discourage  producers  from  plow- 
ing fragile  land.  Our  proposal  will  declare  any  producer  who  brin^  fragile  lana  into 
production  ineligible  for  any  farm  program  benefitis  on  any  crop  m  his  entire  farm- 
ing operation. 

Mr.  Chairman  and  members  of  the  Committee,  I  thank  you  for  the  opportunity  to 
present  our  views  on  the  1985  Farm  Bill.  The  policy  that  we  have  developed  is  rep 
resentative  of  agricultural  interest  throughout  the  United  States.  Our  leadership 
has  worked  long  and  hard  to  develop  policy  that  we  believe  is  sound,  fiscally  respon- 
sible and  in  the  best  interests  of  U.S.  agriculture. 

Farm  Bureau  looks  forward  to  working  with  the  Senate  Agriculture  Committee  in 
the  months  ahead  to  develop  the  1985  Farm  Bill.  I  appreciate  the  opportunity  to 
present  our  views  and  would  be  glad  to  respond  to  any  questions. 


Statement  of  Ben  F.  Morgan,  Executive  Vice  President  and  Chief  Executive 
Officer,  Dairymen,  Inc.,  and  Chairman  of  the  Board,  National  Council  of 
Farmer  Cooperatives 

Mr.  Chairman,  I  appreciate  this  opportunity  to  testify  and  I  would  ask  that  my 
entire  written  statement  be  included  in  the  record. 

I  am  Ben  Moiigan,  Executive  Vice  President  and  Chief  Executive  Officer  of  Dairy- 
men, Inc.  and  Chairman  of  the  Board  of  the  National  Council  of  Farmer  Coopera- 
tives, which  represents  about  90  percent  of  the  local  farmer  cooperatives  in  tiie 
nation.  I  commend  you  for  conducting  this  hearing  and  stimulating  the  debate  on 
farm  policy. 

On  January  21,  1985,  the  National  Council's  Agriculture  and  Trade  Policy  Com- 
mittee adopted  a  policy  statement  which  begins  as  follows: 

'In  1985,  new  farm  legislation  should  be  based  on  policy  objectives  which  reflect 
the  changing  global  economics  of  agriculture  today.  In  addition  to  the  traditional 
farm  policy  goals  providing: 

"Support  for  farm  income,  maintaining  adequate  supplies  of  food  and  fiber,  and 
encourage  orderly  marketing  of  farm  products; 

"We  need  to  add  a  fourth  objective  and  that  is  to: 

"Assure  that  U.S.  agriculture  is  competitive  in  world  markets." 

While  we  pursue  international  competitiveness,  we  must  also  recognize  the  severe 
economic  stress  now  facing  many  family  farmers. 
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Mr.  Chairman,  we  have  heard  a  great  deal  about  the  farm  credit  crisis,  and  it 
needs  attention.  But  the  credit  crisis  is  a  symptom  of  an  underlying  root  cause,  and 
that  is  inadequate  farm  income. 

For  example,  let  us  analyze  the  ratio  of  debt-to-income  which  tells  us  a  farmer's 
ability  to  service  that  debt. 

In  1974,  the  farm  debt-to-income  ratio  was  less  than  three-to-one.  By  1980,  the 
ratio  was  almost  eight-to-one  and  in  1983  it  was  more  than  thirteen-to-one.  Clearly, 
farm  income  is  inadequate  to  service  this  debt  load. 

Therefore  our  primary  goal  should  be  to  enhance  farm  income.  Many  argue  that 
to  do  this  we  must  be  price  competitive  in  the  international  market.  We  concur  tliat 
steps  must  be  taken  to  help  us  regain  lost  market  shares  but  they  must  be  done  in  a 
way  that  does  not  put  the  full  burden  of  competing  against  other  governments  on 
the  backs  of  farmers. 

We  must  also  recognize  that  world  markets  have  been  distorted  b^  external  fac- 
tors such  as  grain  embargoes,  the  over-valued  dollar,  and  unfair  foreign  trade  prac- 
tices. If  the  government  is  going  to  saddle  farmers  with  these  adverse  conditions, 
then  the  government  has  a  responsibility  to  help  farmers  overcome  the  negative  im- 
pacts. 

In  develcnping  the  1985  farm  bill,  we  believe  that  certain  concepts  are  very  impor- 
tant. Specincally,  non-recourse  loan  rates  and  target  prices  should  be  maintained  as 
the  means  of  providing  financial  support.  Loans  should  be  operated  as  "marketing 
loans",  which  farmers  would  be  allowed  to  repay  based  on  the  loan  rate  value  or 
world  market  level,  whichever  is  less.  This  will  protect  farmers  while  sdlowing  U.S. 
commodities  to  move  through  market  channels  at  competitive  prices. 

The  payment  limitation  should  be  discontinued. 

A  long-term  conservation  reserve  should  be  authorized  to  carry  out  multi-year 
land  retirement  of  fragile,  erosive  land.  Such  a  program  will  help  conserve  our  nat^ 
ural  resources  and  bring  supply  into  better  balance  with  demand. 

We  believe  very  strongly  in  fair  trade.  Unfortunately  trade  has  not  been  fair.  Ag- 
ricultural exports  are  now  projected  to  fall  to  $35.5  billion  in  fiscal  1985,  due  in  part 
to  the  over-valued  dollar  and  foreign  export  subsidies  as  witnessed  in  1982  hv  the 
over  $6  billion  in  export  restitutions  used  by  the  EEC  to  expand  their  agricultural 


Ve  must  respond  by  using  our  agricultural  abundance  to  expand  market  share 
and  to  counter  unfair  trade  practices.  Aggressive  action  is  needed  now.  At  the  same 
time,  we  need  to  encourage  longer-term  market  development. 

Mr.  Chairman,  it  is  essential  that  an  aggressive  trade  title  be  included  in  the  1985 
farm  bill  to  counter  unfair  trade  practices,  build  world  demand,  and  compensate  for 
the  effects  of  the  over-valued  dollar.  Specifically,  the  legislation  should  provide  for  a 
spectrum  of  enx)rt  credit  programs  tailored  to  fit  the  diverse  needs  of  recipient 
countries.  Surplus  commodities  should  be  used  as  bonus  products  and  blended  with 
U.S.  aid  programs  to  encourage  their  use.  At  the  same  time,  such  actions  should  not 
displace  any  commercial  sales  which  would  otherwise  have  been  made.  Programs 
should  be  designed  to  move  those  nations  from  "aid''  to  "trade"  in  their  relationsh^) 
with  the  U.S.  New  credit  programs  to  be  included  would  be  a  continuous  line  <n 
credit  guarantees  and  an  intermediate  export  credit  guarantee  program.  The  PX. 
480  program  should  be  extended  and  improved,  with  an  emphasis  on  multi-3rear  pro- 
gramming and  infrastructure  development  in  recipient  countries  to  aUow  greater 
purchases  of  U.S.  agrioilture  commodities.  An  Export  PIK  program  should  be  au- 
thorized and  implemented. 

In  closing,  Mr.  Chairman,  I  would  say  that  there  are  not  many  new  ideas  in  do- 
mestic farm  policy.  However,  the  "marketing  loan"  concept  is  a  new  improach 
which  we  believe  has  great  promise.  We  strongly  support  it  as  a  means  of  enhancing 
farm  income  while  allowing  U.S.  products  to  be  competitive  in  world  markets. 

At  this  point,  Mr.  Chairman,  I  would  like  to  c^l  on  Council  President  Wayne 
Boutwell  to  demonstrate  some  examples  of  these  economic  concepts. 


Statement  of  Cobky  Jones,  National  President,  American  Agriculture 

Movement,  Inc. 

The  American  Agriculture  Movement,  Inc.,  in  convention  and  meetinss  held 
across  the  country  assembled  and  proposed  the  following  to  be  included  in  the  1985 
farmbOl. 

The  1985  farm  bill  must  include: 

Production  (^trols:  establish  a  mandatory  program  through  referendum  l^  form 
operators  with  quantity  controls  (bushels,  bides,  pounds,  etcj  in  addition  to  a  10% 
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acreage  reduction.  Production  levels  should  be  established  according  to  inventory 
stocks. 

Loan  Rates:  Loan  rates  set  at  not  less  than  70%  of  parity  (the  average  cost  of 
production)  on  all  storable  agriculture  commodities  including  milk.  Minimum  non 
recourse  loan  term  shall  be  36  months  with  loan  rates  increasing  2%  annually  thor- 
ught  1996  and  remain  at  90%  parity  thereafter;  storage  rates  for  on-farm  storage 
and  commercial  storage  shall  be  the  same. 

Proposed  Annual  Loan  Rate  Increase 

Parity 
Year:  (percent) 

1986 70 

1987 72 

1988 74 

1989 76 

1990 78 

1991 80 

1992 82 

1993 84 

1994 86 

1995 88 

1996 90 

1997 90 

1998 90 

1999 90 

Food  Reserve:  A  national  food  reserve  shall  be  established  (to  guard  against  food 
shortage)  and  released  only  when  a  food  shortage  has  been  declared  by  the  House 
and  Senate  agriculture  committees.  Inventory  stocks  of  each  commodity  shall  be  set 
by  the  Ag  secretary  and  shall  be  managed  by  the  Commodity  Credit  (Ik)rporation 

Imports:  All  agricultural  products  (livestock,  poultry,  dairy,  fish,  vegetables, 
etc.  .  .  .)  shall  be  labeled  as  to  the  country  of  origin.  Any  processed  or  co-min^led 
product  shall  be  labeled  as  such.  All  imported  proofucts  shall  have  equal  inspections 
and  meet  same  standards  as  domestically  produced  products.  Products  containing 
residues  of  U.S.  banned  chemicals  shall  not  be  allowed  to  be  imported  into  the  U.S. 
Red  meat  imports  shall  be  controlled  by  a  price  trigger  and  reflect  a  parity  level 
consistant  with  other  ag  commodities  and  no  ag  prcnduct  shall  be  allowed  entry  at 
less  than  the  domestic  price  as  provided  for  in  the  G.A.T.T.  (General  Agreement  on 
Tarriffs  and  Trades)  anti-dumping  agreements. 

Exports:  The  U.S.  should  use  subsidies  to  maintcdn  our  market  share  in  world 
trade  and  this  device  should  include  export  PIK,  adequate  credit,  interest-buy-down, 
etc.  U.S.  subsidies  should  match  those  used  by  foreign  governments  hidden  or  direct. 

Farm  Tax  Loopholes:  There  should  be  a  maximum  write-off  of  $20,000  for  non- 
farm  income  through  tax-loss  farming. 

Soil  Ck)nservation:  The  existing  soil  conservation  programs  shall  be  continued  and 
expanded  in  problem  areas. 

Farm  Credit  (FmHA):  Reschedule  farm  debt  on  a  case-by-case  basis  to  allow  the 
operation  to  meet  cash-flow  requirements  necessary  to  continue  operation.  Terms  of 
the  loan  (20  year  maximum)  shall  be  established  by  a  county  committee.  The  county 
committee  shall  be  elected  by  farm  operators  in  a  county  referendum  and  shall  be  a 
functioning  loan  committee  of  no  fewer  than  five  people!  Three  of  which  must  be 
farm  operators,  elected  by  their  peers  which  will  in  turn  appoint  two  others,  one 
from  the  financial  community,  and  on  holding  a  public  omce.  New  applications 
must  be  accepted  for  consideration  and  any  economic  emergency  (EE),  emergency 
disaster  (EM),  or  operating  (OL)  loans  not  acted  upon  within  60  days  must  be  auto- 
matically approved. 

ASCS:  County  ASCS  committees  shall  make  all  decisions  relating  to  soil  and 
water  conservation  practices,  including  cover  crops,  haying  and  grazing  dates,  etc. 
The  ASCS  community  committee  must  be  continued  with  no  fewer  committees  than 
in  place  in  1980. 


Statement  of  Robert  M.  Frederick,  Legislative  Director,  the  National  Grange 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  Robert  M.  Frederick,  Legisla- 
tive Director  of  the  National  Grange  with  headquarters  at  1616  "H"  St.,  N.W., 
Washington,  D.C.  The  Grange  is  a  general  farm  organization  representing  more 
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than  400,000  members  in  41  states.  Since  its  beginning  in  1867,  the  Grange  has  been 
deeply  involved  in  agrioilture  policy  and  its  impact  on  the  social-economic  ccmdi- 
tions  in  rural  America. 

On  behalf  of  the  Master  of  the  National  Grange,  Edward  Andersen,  I  am  pleased 
to  have  this  opportunity  to  present  the  general  policy  position  of  the  Gnmge  on 
1985  farm  legislation.  The  Grange  recognizes  the  tremendous  task  before  this  Com- 
mittee and  Congress  in  developing  effective  and  meaningful  food  and  agricultural 
policies  to  guide  our  nation  as  we  enter  the  closing  years  of  this  decade. 

The  task  ahead  is  further  complicated  by  the  fact  that  the  nation's  number  one 
industry,  is  presently  still  in  the  grasp  of  a  farm  depression  that  is  just  as  severe,  or 
more  so,  than  the  one  that  spawned  the  first  triple  A  act  of  the  thirties.  We,  there- 
fore, must  be  sure  that,  in  applying  long-term  solutions  to  present  day  short-term 
problems,  we  do  not  further  endanger  the  farmers'  financial  ability  to  respond  when 
the  present  world  economy  recovers  and  the  global  demand  for  agricultural  prod- 
ucts expands.  At  the  same  time,  we  must  also  guard  against  the  continuation  of  food 
and  agricultural  policy  and  other  government  policies  that  are  also  deterrents  to 
U.S.  farmers'  ability  to  sell  their  production  on  the  world  markets. 

Mr.  Chairman,  the  hearing  schedule  you  have  announced  for  consideration  of  leg- 
islation to  replace  present  food  and  agriculture  law  is  a  commendable.  The  Grange 
has  maintained  since  the  debate  on  the  1985  Farm  Bill  began  over  three  years  ago 
that  two  important  factors  must  be  considered.  First,  the  discussion  must  center  on 
the  development  of  a  food  and  agriculture  policy  that  meets  the  objectives  of  our 
nation.  I  do  not  believe  we  have  addressed  policy  objectives  in  farm  legislation  since 
the  thirties.  We  have  passed  numerous  farm  bills,  but  these  have  dealt  with  farm 
programs  and  not  necessarily  policy  objectives.  Secondly,  in  considering  farm  pro- 
grams to  meet  ourpolicy  objectives,  we  must  consider  the  structure  of  agriculture 
that  exists  today.  We  have  not  enacted  farm  programs  that  fit  today's  structure  of 
agriculture.  I  hesitate  to  use  the  term  "structure  because  we  have  found  that  the 
mere  mention  of  the  word  elicits  an  all  too  predictable  response  from  the  various 
segments  of  political  and  economic  interests  dealing  with  agriculture.  We  believe 
Mr.  Chairman  the  hearing  schedule  you  have  announced  will  direct  the  attention  of 
Congress  to  these  two  important  issues.  In  adopting  policies  to  guide  the  Grange 
during  the  1985  Farm  Bill  debate,  we  have  attempted  to  define  a  food  and  agricul- 
ture policy  and  then  have  adopted  farm  program  changes  to  carry  out  that  policy. 
(Attachment  A) 

In  our  judgment,  if  we  define  the  objective  we  wish  to  achieve  through  our  food 
and  agriculture  policy,  the  problems  confronting  our  agricultural  economy  can  then 
be  addressed  and  more  easily  solved.  We  must  answer  the  question,  "What  are  the 
objectives  of  our  food  and  agriculture  policy?"  I  can  postulate  a  wide  range  of  policy 
objectives,  but  the  decision  as  to  what  those  objectives,  in  fact,  are  is  reserved  to  the 
Congress  and  the  Administration.  For  instance,  is  our  objective  to  preserve  and 
expand  the  U.S.  share  of  the  world  market  for  agricultural  products? 

Is  our  objective  to  expand  the  value  of  U.S.  farm  exports? 

Is  our  objective  to  improve  the  currently  disastrous  state  of  real  net  farm  income? 

Is  our  objective  to  reduce  the  U.S.  Treasury  exposure  on  farm  program  costs? 

Is  our  objective  to  remedy  the  record  of  $123  billion  U.S.  balance  of  payment  defi- 
cit experienced  in  1984? 

Is  our  objective  to  continue  to  supply  an  abundance  of  low-cost  food  that  only  re- 
quired consumers  to  spend  15.9%  of  their  disposable  income  in  1984  for  food? 

Ls  our  objective  to  stabilize  a  badly  deteriorated  and  still  deteriorating  economic 
situation  throughout  nonmetropolitan  America? 

Is  our  objective  to  adopt  a  posture  that  will  allow  the  debtor  nations  such  as 
Brazil,  Mexico  and  Argentina  to  repay  their  loans  to  U.S.  banks? 

The  list  could  go  on  and  on,  but  everytime  I  pose  questions  such  as  these,  I  hear 
answers  like  "yes",  and  "all  of  the  above."  The  problem  with  such  responses  is  that 
the  eight  objectives  listed  are  not  mutually  exclusive  nor  are  they  entirely  compati- 
ble. Therefore,  someone  at  some  time  must  decide  which  of  these  or  other  objectives 
is  most  crucial.  I  have  seen  no  real  evidence  to  date  that  the  issue  of  objectives  and 
priorities  among  obiectives  have  been  or  are  being  addressed. 

However,  in  reading  the  Agriculture  Adjustment  Act  of  1985  (AAA)  as  proposed 
by  the  Administration,  I  can  assume  that  they  are  tiying  to  meet  some  of  the  objec- 
tives listed  above.  The  top  priority  of  the  propojsal  is  based  solely  on  budget  consid- 
eration with  a  total  disregard  for  its  economic  impact  on  farmers.  Two  other  objec- 
tives Uiat  are  in  direct  conflict  in  the  AAA  of  1985  are:  (1)  is  our  concern  with 
export  sales  directed  toward  protecting  and  enlarging  the  U.S.  share  of  the  export 
market  or  (2)  is  it  concerned  with  increasing  the  value  of  farm  export  sales  in  (mer 
to  enhance  farm  income  and  to  reduce  the  record  1984  trade  deficit  of  $123  billion? 
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These  are  two  very  difTerent  and,  in  today's  environment,  potentially  incompatible 
objectives.  If  our  concern  is  directed  towards  market  share  with  sales  prices  being  of 
only  secondary  importance,  we  must  be  prepared  to  face  the  reality  that  eu'eas  such 
as  Argentina  have  no  choice  but  to  dramatically  expand  agricultural  export  sales  in 
order  to  meet  payment  schedules  on  their  overseas  debt. 

There  is  no  doubt  in  our  mind  that  the  Administration's  farm  bill  is  centered  on 
making  the  U.S.  farmer  more  competitive  in  world  markets  by  reducing  loan  levels 
to  "market  clearing"  levels.  (You  will  notice  that  Grange  policy  supports  "a  flexible 
loan  ratesetting  mechanism  geared  to  an  appropriate  index  of  world-market 
prices.")  However,  at  the  same  time,  the  1986  proposed  budget  for  agriculture  would 
make  agriculture  exports  less  competitive  by  proposing  an  increase  in  the  origina- 
tion fees  on  export  credits.  The  budget  outline  retains  the  $5  billion  in  GSM--102 
export  credit  guarantees  for  1986,  but  it  calls  for  a  15-fold  jump  in  the  fee  charged 
for  obtaining  those  lo€m  guarantees.  On  sale  of  100,000  tons  of  grain  worth  about 
$12  million,  the  present  origination  fee  would  require  a  loan  guarantee  payment  of 
about  $19,()00  for  six  months  credit  and  up  to  $53,000  for  credit  of  three  years. 
Under  the  new  proposal  of  5%,  the  buyers'  cost  of  the  origination  fee  would  be 
$600,000.  The  cost  per  metric  ton  to  the  buyer  would  jump  from  a  maximum  of  83 
cents  to  $6,  making  it  more  difficult,  if  not  impossible,  for  the  United  States  to  com- 
pete with  sellers  from  other  countries.  The  driving  force  behind  such  measures  is 
the  impact  on  the  budget  and  not  increased  U.S.  competitiveness  in  world  mar- 
kets—federal policies  working  at  cross  purposes  and  the  U.S.  farmer  paying  the 
cost. 

The  Grange  agrees  with  the  Administration's  goal  of  a  market-oriented  farm  pro- 
gram policy  and  the  efforts  to  reduce  the  budget  deflcit  by  reducing  program  cost. 
But  the  bill  proposed  has  been  constructed  to  flt  within  budget  guidelines  estab- 
lished by  the  OfRce  of  Management  and  Budget  with  little  thought  to  the  effect  on 
farmers.  Even  those  of  us  who  want  to  see  a  reduction  in  government  spending 
cannot  support  a  farm  program  based  solely  on  budget  considerations.  Consider- 
ations, as  pointed  out  alcove,  that  at  times  are  working  at  cross  purposes  with  the 
market-orientation  thrust  of  the  new  farm  program  proposals. 

The  AAA  Act  of  1985  is  market-oriented  in  that  it  reduces  loan  levels  to  "market 
clearing"  levels  and  proposes  other  changes  in  present  farm  programs,  most  of 
which  decrease  farmers  security  and,  at  the  same  time,  increase  his  flnancial  risk 
by  removing  public  financial  support  but  does  little  or  nothing  to  enhance  the  mar- 
kets farmers  are  expected  to  serve.  Title  I  recommits  the  Administration  to  expand- 
ed exports  but  proposes  no  new  export  programs  such  as  intermediate  export  credits 
nor  does  it  increase  funding  for  present  programs.  They  propose  to  expand  exports 
by  lowering  loan  rates  and  by  eliminating  barriers  to  U.S.  exports.  The  latter  is 
something  that  has  been  ongoing  for  the  past  20  years  with  little  success. 

With  little  assurance  that  the  markets  will  be  there  to  be  oriented  towards,  it  is 
no  wonder  the  program  has  so  few  supporters.  The  opposition  to  the  Administra- 
tion's bill  can  be  summed  up  simply.  It  cuts  farm  programs  too  far  and  too  fast, 
especially  in  light  of  the  farm  credit  crisis  and  provides  nothing  but  hope  that  the 
markets  will  increase  to  offset  the  lost  security  present  farm  programs  provide.  The 
proposal,  which  is  slated  to  last  until  the  Year  2000,  would  cut  farm  program  aid  to 
$3-5  billion  a  year,  the  level  of  the  1970's,  down  from  the  $15  billion  that  would  be 
spent  if  the  present  law  continues.  If  agriculture  stayed  at  its  present  low  flnancial 
level,  the  $10  billion  difference,  most  of  it  coming  in  the  flrst  years  of  the  programs, 
would  have  to  come  from  the  market,  and  we  do  not  see  foreign  markets  expanding 
at  that  rate  in  the  foreseeable  future. 

There  are  far  more  impediments  to  increased  foreign  sales  than  the  level  of  the 
loan  rate.  Title  I  of  the  Triple  A  Act  of  1985  alludes  to  the  problem  of  increasing 
access  to  foreign  markets  by  reducing  or  eliminating  barriers  to  trade.  In  addition, 
the  high  value  of  the  dollar  presents  a  greater  obstacle  to  increased  foreign  sales 
than  the  U.S.  loan  rate.  In  addition,  our  own  U.S.  government  policies  reduces  U.S. 
farmers'  opportunities  to  sell  into  the  world  market  or  to  increase  foreign  sales  of 
U.S.  agricultural  commodities.  If  we  are  to  have  a  market-oriented  farm  program, 
then  our  own  government  should  remove  such  impediments  to  increased  foreign 
sales  such  as  Cargo  Preference  and  other  actions  that  use  U.S.  agriculture's  produc- 
tive capacity  as  a  tool  for  foreign  policy. 

We  cannot  export  our  problems  regarding  low  farm  income  anymore  than  we 
should  be  called  upon  to  absorb  the  cost  of  the  domestic  farm  policy  of  our  foreign 
competitors  in  world  markets.  We  cannot  expect  other  nations  to  accommodate  our 
internal  food  and  agriculture  policy  while  we,  as  they,  are  adversely  affected  by 
each  other's  attempt  to  isolate  our  domestic  market  and  force  our  surpluses  into  the 
world  market.  We  have  to  understand  our  own  and  each  other's  focSd  and  agricul- 
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ture  policy  and  their  interrelationship.  These  relationships  have  to  fit  into  the  pcdit- 
ical  and  social  priority  system  of  each  trading  nation,  by  they  importers  or  eoKpartr 
ers.  I  guess  what  Fm  saying  is  that  if  we  have  an  internationalization  of  agriculture, 
it  folkws  that  domestic  food  and  agriculture  policy  of  maiar  exporting  countries 
should  also  be  if  not  internationalized  at  least  be  harmonised. 

Thus  far,  we  in  the  United  States  seem  to  have  failed  to  recognize  this  new  i^obal 
environment,  and  we  still  want  the  rest  of  the  world  to  play  by  our  "free  market" 
rules.  The  internationalization  of  agriculture  must  be  underrtood.  We  have  to  recog- 
nize that  the  rest  of  the  world  is  using  a  combination  of  mixed  governmental  and 
private  measures  that  insulate  their  producers  and  consumers  finxn  the  '*free 
market"  policy.  Our  trading  partners  are  using  a  mixture  of  subsidies  and  special 
barter  management  to  export  their  expensive  value-added  products  and  in  some 
cases,  raw  agriculture  products  to  the  cheaper  "world  market  system"  and  justify 
their  actions  by  indicating  that  they  know  what  it  costs  and  they  are  prepared  to 
pay  the  cost  to  maintain  their  agriculture  structure  and  food  system.  We  are,  how- 
ever, justified  in  our  criticism  of  their  system  when  the  cost  of  that  syston  is  trans- 
feired  to  us  or  other  third  parties.  But  such  criticism  must  also  be  accepted  by  us  of 
our  system  when  we  attempt  to  force  the  world  to  accept  our  "free  market"  policy. 

The  Grange  believes  in  a  cooperative  arrangement  between  government  and  iie 
free  enterprise  system  that  will  keep  American  agriculture  economicaUy  strong  so  it 
can  fulfill  its  ever-increasing  role  in  the  internationalization  of  agriculture  as  it  re- 
lates to  world  trade  and  world  peace.  In  obtaining  this  goal,  the  Grange  agrees  with 
those  who  state  that  the  long-term  solution  to  the  economic  strengthening  oi  Ama:i- 
can  agriculture  does  not  necessarily  lie  in  continued  production  controls  and  high 
fieum  price  supports.  As  we  curtail  production  through  acreage  reduction  and  hi^er 
loan  rates,  we  just  set  ourselves  up  for  the  continued  loss  of  our  world  markets.  This 
is  evidenced  by  increased  grain  production  in  Canada,  Australia,  Argentina,  Brazil 
and  others,  and  a  gradual  loss  of  our  historic  share  of  world  markets. 

However,  in  the  shorter  term,  until  this  harmonization  takes  place  and  a  new 
^obal  system  takes  shape,  acreage  reduction  programs  and  price  supports  must  be 
considered  if  VS.  farmers  are  to  continue  to  make  their  increased  contribution  to 
the  nation's  economy  and  foreign  policy  decisions.  In  fact,  the  Grange  believes  that 
such  a  program  must  and  will  continue  to  play  an  important  role  in  American  fiurm 
policy. 

Tb^  economic  incentives  for  such  farm  programs  must  emphasize  financial  assist- 
ance that  is  not  immediately  reflected  in  the  world  price.  That  is  the  intuit  of  the 
target  price  concept,  paid  limd  diversion  and  conservation  reserves  programs.  They 
pnmde  economic  incentives  to  farmers  to  comply  with  acreage  reduction  programs 
but  are  not  directly  reflected  in  the  world  price.  In  the  longer  term,  a  reduced 
supply  will  lead  to  higher  domestic  and  eventually  world  price  increases,  but  at  a 
somewhat  slower  and  not  so  easily  determined  rate. 

Mr.  Chairman,  the  bill  that  you  have  introduced  meets  many  of  our  objections  to 
the  AAA  of  1985  as  proposed  by  the  Administration.  We  commend  ^ou  for  your  ef- 
forts in  attempting  to  soften  the  transition  to  a  market-oriented  agriculture  and  for 
the  provision  you  have  added  to  assist  U.S.  farmers  in  exporting  their  production. 
We  believe  they  are  absolutelv  essential,  and  they  have  our  support.  We  would 
strongly  recommend  that  the  language  in  present  law  that  provides  farmers  with 
financial  protection  when  trade  embargoes  are  placed  only  on  agricultural  commod- 
ities. We  believe  that  language  is  a  strong  deterent  on  any  Administration  from 
using  embargoes  on  only  agricultural  trade.  We  would  further  recommend  that  the 
issue  of  contract  sanctity  he  addressed  in  any  new  farm  bill  to  further  ensure  our 
overseas  customers  that  U.S.  farmers  are  reliable  suppliers.  We  especially  applaud 
language  in  your  bill  that  would  exempt  future  export  payment-in-kind  programs, 
blended  credit  or  emergency  food  relief  shipments  from  U.S.  cargo  preference  re- 
quirements. We  would  suggest  that  all  commercial  credit  programs  continue  to  be 
exempted  from  cargo  preference  requirements. 

The  Grange,  since  1978,  has  called  for  the  targeting  of  farm  program  benefits  to 
that  class  of  farmers  that  are  most  endangered  of  being  forced  off  Uie  land.  We  sub- 
mitted a  plan  to  U.S.D.A.  at  that  time  that  called  for  variable  deficiency  payments 
tied  to  volume  of  production.  It  is  but  one  method  of  targeting  income  supplemait 
payments  to  that  middle  class  of  farmers  who  gross  between  $40,000  and  $100,000  in 
farm  scdes.  We  are  in  agreement  with  provisions  in  proposed  bills  that  places  a  limi- 
tation on  payments  and  places  a  cap  on  the  amount  any  one  farmer  can  place  under 
a  nonrecourse  loan. 

Perhaps  it  is  time  to  recognize  that  supply  control  programs  are  just  too  indirect 
a  route  to  take  if  our  objective  is  to  keep  families  farming  land  that  they  own  or  can 
someday  hope  to  buy.  A  direct  income  supplement  with  a  means  test  appears  to  sug- 
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gest  itself  as  an  appropriate  device.  It  has  been  said  that  farm  programs  do  not  have 
a  social  responsibility.  Granted,  social  objectives  are  not  the  primary  driving  force 
behind  farm  programs,  but  neither  should  farm  programs  and  their  administrators 
be  oblivious  to  social  consequences  that  farm  programs  and  food  and  agrioilture 
policy  can  cause.  Therefore,  the  social  implications  of  our  overall  food  and  agricul- 
ture policy  should  be  given  strong  consideration  during  the  development  of  that 
policy. 

And  let's  not  stop  there.  Let's  look  at  other  laws  and  programs  and  see  where 
social  policy  and  farm  policy  meet.  The  tax  code  is  one  such  example. 

In  case  the  members  of  this  Committee  have  not  already  read  it,  let  me  urge  you 
to  look  at  Pages  129  and  130  of  the  President's  Economic  Report  to  Congress  submit- 
ted in  1984.  Those  pages  show  how  dramatically  tax  policies  are  contributing  to 
oversupply  and  overinvestment  in  agriculture.  The  authors  cite  accounting  prac- 
tices, capital  depreciation,  investment  tax  credits  and  capital  gains  treatment  as  ex- 
amples of  how  agriculture  has  evolved  into  a  high  bracket  heaven  with  shelter  for 
all.  But  the  shelter  treats  some  investors  better  than  it  treats  others.  The  report 
states  bluntly,  'Tax  policy  does  not  affect  the  profitability  of  all  typos  of  farms 
equally."  It  goes  on  to  say,  "People  in  higher  marginal  tax  brackets  (regardless  of 
the  source  of  that  income)  can  benefit  more  from  the  tax  provisions."  But  the  real 
story  of  tax  issues  is  embodied  in  the  final  sentence  in  tiie  section:  "In  practice, 
losses  from  farm  operations  reduce  taxes  on  other  income  by  more  than  the  total 
federal  tax  revenue  from  farm  profits,  implying  that  total  farm  income  for  tax  pur- 
poses is  negative." 

In  that  statement,  the  report  has  admitted  that  farming  in  this  country  is  a  total 
tax  shelter.  That's  not  the  way  it  was  supposed  to  turn  out.  Those  laws  were  intend- 
ed to  serve  family  farmers,  but  there  is  no  caboose  on  this  gravy  train,  and  doctors, 
lawyers,  oil  company  executives,  butchers,  bakers  and  candlestick  makers  are  climb- 
ing on  board  in  big  numbers. 

Just  as  we  have  failed  to  target  our  farm  program  benefits  to  family  agriculture, 
we  have  failed  to  target  our  tax  policies  to  those  whom  we  intended  to  benefit.  This 
new  farm  bill  should  begin  the  targeting  process. 

In  summary,  let  me  state  where  the  Grange  feels  we  should  begin  debate  on  the 
1985  Farm  Bill.  We  should  examine  our  present  program  system  in  light  of  the 
changes  that  have  occurred  in  farm  structure  over  the  years.  We  should  attempt  to 
target  farm  program  benefits  to  family,  owner-operated  farming  units  while  at  the 
same  time  refusing  to  subsidize  those  who  do  not  need  assistance. 

We  need  to  dispense  with  rhetorical  exercises  over  government  involvement  in  ag- 
riculture and  admit  that  farming  and  ranching  are  too  important  to  leave  unpro- 
tected. Let's  admit  to  each  other  that  agriculture  is  completely  intertwined  with  the 
rest  of  our  domestic  economy  and  also  with  international  markets  where  in  neither 
exists  a  "free  market"  atmosphere. 

This  legislation  should  acknowledge  the  fact  that  farm  acreage  does  not  in  itself 
determine  farm  efficiency,  and  good  managers  can  go  just  as  bankrupt  as  poor  man- 
agers. Family  agriculture  is  a  concept  involving  values,  strategic  importance  and 
other  completely  unquantifiable  factors  that  don't  fit  nicely  into  economic  efficiency 
models.  Yet  it  is  these  unquantifiable  factors  that  have  given  this  country  such  a 
bountiful  agricultural  base  with  its  benefits  to  all  of  society. 

The  Committee  must  initiate  discussion  with  the  Senate  Finance  Committee  and 
other  committees  regarding  tax  policies  and  how  they  are  undermining  your  efforts 
to  foster  and  protect  family,  owner-operated  agriculture.  Along  with  targeting  farm 
programs,  we  need  targeted  tax  policies  that  recognize  and  delineate  just  what  type 
of  off-farm  income  or  non-farm  income  we  want  to  shelter  with  farming  enterprises. 

You  are  facing  decisions  that  are  not  easily  reached  and  that  are  not  likely  to  be 
universally  popular,  but  the  owner-operated  farm  needs  your  attention.  The  Grange 
stands  ready  to  work  with  you  in  this  endeavor. 

Mr.  Chairman,  we  appreciate  this  opportunity  to  start  the  debate  on  the  provi- 
sions of  new  farm  legislation.  Let's  not  lose  sight  of  the  fact  that  farm  legislation  is 
but  our  part  of  a  food  and  agriculture  policy  for  our  nation.  We  look  forward  to  your 
"Thematic"  hearings  and  the  commodity  hearings  that  follow.  We  will  be  submit- 
ting the  Grange's  position  on  various  proposals  throughout  the  hearing  process. 

Please  find  attached  (Attachment  B)  our  suggestion  regarding  farm  credit,  conser- 
vation and  agriculture  research. 

We  thank  you  and  the  C!ommittee  for  your  kind  attention  and  we  will  attempt  to 
respond  to  any  questions  you  or  members  of  the  Committee  may  have. 
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appendix  a 

National  Grange  Poucy  for  the  1985  Farm  Bill 

The  following  is  National  Grange  policy,  adopted  at  the  118th  Annual  Convention 
in  Portland,  Maine,  for  the  1985  Farm  Bill. 

FOOD  AND  AGRICULTURE  POUCY 

Agriculture  is  the  largest  industry  in  the  United  States.  The  U.S.  agricultural  sys- 
tems accounts  for  one-fifth  of  the  gross  national  product  and  generates  23  million 
jobs.  Agriculture  contributed  $20  billion  to  the  U.S.  balance  of  pa3mients  in  1983, 
partially  offsetting  a  large  trade  deficit  in  the  non-agricultural  sector.  Thus,  agricul- 
ture is  economically  important  to  the  whole  nation.  It  is  one  of  our  most  efficient 
and  productive  sectors,  a  sector  that  many  feel  has  a  distinct  comparative  advan- 
tage in  production  ef^ciency. 

At  present,  approximately  112,000  farms— five  percent  of  the  total  number  of 
farms — produces  just  under  50%  of  the  entire  output  of  food  and  fiber  originating  in 
the  contenental  United  States.  These  are  operations  that  had  annusd  sales  of 
$200,000  or  more  in  1981.  It  is  important  to  remember  that  these  mcgor  producers 
are  mostly  family  farms.  The  great  bulk,  somewhere  around  95%,  are  individuedly 
owned  and  operated  family  farm  businesses. 

At  the  other  end  of  the  scale  are  the  large  majority  of  farms,  1.7  million  of  them, 
comprising  71%  of  all  economic  units  classified  as  farms  by  U.S.D.A.  These  farms, 
with  annual  farm  sales  of  less  than  $40,000,  produce  only  12.5%  of  total  farm 
output.  The  great  majority  are  part-time  farmers  who  depend  on  ofT-farm  income  to 
meet  their  financial  needs. 

In  the  middle  are  the  medium-sized  traditional  family  farms.  These  make  up  a 
little  less  than  one  fourth  of  all  farms,  some  580,000.  They  are  predominantly 
family-owned  and  operated,  with  the  owner-operator  engaged  full-time  in  farming 
pursuits.  Sales  run  between  $40,000  and  $200,000  annually.  They  produce  38.5%  d 
the  output  of  U.S.  agriculture. 

The  present  structure  of  agriculture,  for  the  foreseeable  future,  will  remain  much 
as  it  is  now.  The  real  question,  therefore,  is  how  can  a  program  or  programs  be  de- 
veloped to  meet  the  economic,  social  and  cultural  conditions  of  these  three  diverse 
groups? 

The  small  part-time  producers  will  survive  without  the  traditional  federal  farms 
programs.  However,  a  combination  of  state/federal  farm  programs  in  the  areas  of 
research,  education,  health,  medical  service,  roads,  schools,  etc.  are  important  to  the 
economic  and  social  well-being  of  this  group  of  nearly  two  million  American  fami- 
lies. 

The  group  of  farmers  at  the  top  of  farm  structure  would  also  do  well  without  fed- 
eral farm  programs.  They  can  be  best  served  by  constructive  trade  and  macroeco- 
nomic  policies  that  are  outside  the  realm  of  farm  policy.  They  will  benefit  from  gov- 
ernment development  efforts  to  stimulate  the  national  economies  of  less  developed 
countries  so  they  have  the  capability  to  purchase  their  increased  food  requirements. 
Export  credit  assistance,  export  market  development,  consistent  international  trade 
policy,  stable  and  reasonable  valued  currency,  and  good  infrastructure  in  the  way  of 
transportation  and  port  facilities.  All  farmers  will  benefit  from  improvement  in  the 
aJix>ve  policies  as  the  production  of  large  farmers  would  move  more  into  world  mar- 
kets rather  than  being  forced  into  the  domestic  market.  Domestic  policy  to  aid  this 
group  of  large  farmers  would  be  in  the  area  of  research  and  a  stable,  economic  cli- 
mate of  growth.  In  addition,  they  will  require  some  safety-net  of  protection  from  va- 
garies of  weather  and  actions  of  foreign  governments  that  interrupt  patterns  of 
international  trade. 

That  leaves  the  middle  group  of  580,000  U.S.  farmers  who  produce  38.5%  of  the 
output  of  U.S.  agriculture  and  depend  upon  farm  income  to  meet  their  financial 
needs.  Perhaps  the  most  difficult  task  wiU  be  to  devise  a  program  to  deal  with  the 
needs  of  these  middle-sized  family  farms.  It  is  this  group  of  farmers  who  should  be 
tlie  m£gor  recipients  of  the  economic  benefits  of  federal  farm  programs.  Programs 
should  be  developed  that  would  assure  these  farms  a  return  from  the  marketplaces, 
and  from  the  farm  programs  that  would  enable  the  most  efficient  of  them  to  contin- 
ue to  be  viable  contributors  to  out  society. 

We  believe  these  farms  are  important  to  our  national  policy,  not  only  because 
they  produce  nearly  40%  of  our  total  food  and  fiber  but  also  because  they  are  a  vital 
part  of  the  social  and  cultural  fabric  of  rural  America. 
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Provisions  of  1985  Farm  Bill 
Commodity  Loans 

For  the  major  commodities  with  such  programs,  a  flexible  loan  rate-setting  mech- 
anism geared  to  an  appropriate  index  of  worldmarket  prices.  It  needs  to  be  kept  in 
mind,  however,  that  loan  rates  are  not  the  sole  factor  in  determining  whether 
United  States  goods  are  competitive,  the  value  of  the  dollar  and  the  subsidy  and 
importing  policies  of  other  nations  being  at  least  equally  important. 

Loan  Programs  are  useful  for  cash  flow  and  as  a  marketing  tool.  But  the  loan  rate 
is  unlikely  to  be  useful  in  enhancing  income  because  stocks  accumulated  in  this 
matter  must  eventually  come  back  onto  the  market.  However,  the  program  has  sta- 
bilizing effects  on  prices  and  livestock  and  poultry  producers  have  more  secure  feed 
supplies. 

Reserve  Program 

The  farmer-owned  reserve  program  should  be  continued  with  limits  placed  on  the 
amount  of  a  speciflc  crop  any  one  farmer  can  place  in  the  reserve.  So  this  will  not 
lead  to  greater  use  of  the  regular  loan  program  and  eventual  build-up  in  govern- 
ment-owned stocks,  a  limit  on  the  amount  of  a  specific  crop  one  farmer  can  place 
under  loan  should  be  considered.  The  Secretary  of  Agriculture  should  have  the  au- 
thority with  guidelines  established  by  Congress  to  set  the  loan  rate  and  the  release 
price  for  commodities  placed  in  the  reserve.  Storage  payments  should  be  continued 
at  a  rate  to  cover  the  cost  of  on-farm-storage.  The  Secretary  of  Agriculture  should 
have  the  authority  to  waive  interest  in  line  with  the  supply/demand  situation. 

Target  Prices 

Realign  the  target  price  deficiency-payment  program  totally  away  from  promoting 
production,  basing  it  instead  on  financial  need  or  in  relationship  to  volume  of  pro- 
duction (the  lower  the  production,  the  higher  the  payment). 

Production  Control  Programs — Conservation  Reserve 

Continuation  of  voluntary  set-aside  programs  to  be  eligible  for  program  benefits. 
Provisions  for  paid  voluntary  acreage  diversion  programs  if  producers  first  comply 
with  voluntary  set-aside.  Cross  compliance  between  crop  programs  is  a  requirement 
for  eligibility. 

Adjustments  to  be  made  in  the  individual  acreage  bases  used  in  calculating  com- 
modity program  benefits  eligibility,  to  remove  all  incentives  to  bring  highly  erosible 
land  into  production  and  provide  incentives  to  crop  only  the  least  erodible  acres 
and/or  those  with  comprehensive  conservation  measures  in  place  and/or  those  on 
which  practices  are  instituted  that  reduce  the  need  for  substantial  irrigation  in  aq- 
uifer-threatened areas. 

A  program  of  long-term,  paid  conservation  reserve  perhaps  of  20  million  acres  of 
cropland  identified  as  highly  erosive  (and/or  a  major  threat  to  ground  water  sup- 
plies) coupled  with  a  short-term  paid  land  conservation  reserve  program  instituted 
when  the  farmer-owned  reserve  is  expected  to  reach  more  than  a  normal  carryover- 
stocks  level  with  this  land  also  required  to  be  converted  to  soil  conserving  uses  (with 
premiums  for  diverting  more  erodible  land). 

Dairy  Program 

In  addressing  the  dairy  problem  of  over-production,  the  Agriculture  Committee 
recognizes  that  there  are  inconsistencies  in  the  cost  of  production  between  regions. 

Any  equitable  price  and  production  stabilization  program  must  further  take  into 
account  the  contributions  to  over-production  brought  on  by  incentives  contained  in 
many  provision  of  tfix  shelters. 

The  dairy  industry  has  undergone  major  changes  with  the  passage  of  the  Dairy 
Diversion  Bill  and  with  major  concerns  being  expressed  for  the  future  of  the  dairy 
industry. 

The  National  Grange  will  support  legislation  to  establish  a  dairy  stabilization 
plan  to  (1)  reduce  the  cost  to  the  government;  (2)  preserve  the  price  support  program 
based  on  the  parity  concept;  and  (3)  establish  a  National  Dairy  Board  to  assist  in  the 
administering  of  the  program. 

A  trigger  mechanism  must  be  timely,  simple  and  responsive  to  prevent  wide  fluc- 
tuations between  supply  and  demand.  When  the  trigger  mechanism  calls  for  a  re- 
duction in  supply,  the  following  programs  will  be  activated  to  control  the  produc- 
tion. 

(a)  An  assessment  program  which  takes  into  consideration  the  over-production  in 
the  different  areas  of  the  country  rather  than  reduction  in  parity. 
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(b)  If  the  over-production  persists,  the  National  Dairy  Board  will  put  into  place  a 
base  price  plan.  (The  base  will  be  determined  by  using  the  previous  three  year  roll- 
ing average.  Participants  in  the  previous  diversion  program  would  receive  credit  for 
their  reduced  base). 

The  above  proposals  are  reconunendations  that  mandate  constant  review. 

National  Dairy  Product  Promotion  Program 

The  National  Grange  continues  to  support  the  National  Dairy  Product  Promotion 
Program  as  a  means  to  promote  and  increase  the  consumption  of  dairy  products. 

The  National  Grange  also  supports  the  concept  of  the  National  I>Eury  Board  as  an 
administrative  authority  over  the  promotion  program.  The  board  membership  com- 
prised of  36  dairy  producers  selected  from  regional  areas  of  the  United  States  shaU 
continue  to  control  the  direction  of  promotion  and  research  and  be  empowered  to 
distribute  the  revenue  collected  as  necessary  to  accomplish  these  goals. 

Resolved  that  the  National  Grange  support  a  twelve  month  extension  of  the  time 
before  the  producer  referendum  is  held  (now  set  before  9/30/85)  to  approve  or  reject 
the  current  15  cent  assessment  for  the  promotion  program  in  the  current  Dairy 
Diversion  Law  in  order  that  a  fair  trial  may  be  given  and  results  obtained  of  the 
dairy  promotion  program. 

Resolved  that  before  a  further  reduction  can  be  made  by  the  Secretary  of  Agricul- 
ture in  the  current  price  support  level,  that  the  Secretary  recognize  present  regional 
successes  in  reducing  current  production,  and  that  in  those  areas  where  production 
is  in  line  with  projected  production  goals,  that  no  further  price  support  reduction  be 
made.  In  the  time  between  4/1/85  to  7/1/85,  if  a  major  increase  in  preduction  takes 
place  (making  allowance  for  the  normal  seasonal  variation),  then  the  Secretary 
would  activate  the  additional  50  cent  reduction  in  price  supports  as  provided  by 
law  on  7/1/85. 

Conservation  Credit  Program 

Be  it  resolved  that  the  Grange  supports  Farmers  Home  Administration  loan  pro- 
grams that  provide  needed  long-term  and  low  interest  credit  for  soil  and  water  con- 
servation. 

Soil  Erosion  Programs 

Whereas,  agriculture  is  the  single  largest  industry  in  the  United  States;  and 

Whereas,  the  base  for  this  industry  is  that  we  have  been  blessed  with  the  climate 
and  the  vast  resource  of  fertile  soil  coupled  with  the  ability  to  produce  the  food  and 
fibre  for  this  nation  and  a  surplus  for  importing  countries;  and 

Whereas,  there  is  much  concern  by  the  government  and  the  public  in  general  as 
to  the  excessive  loss  of  topsoil  by  erosion;  and 

Whereas,  since  1933,  the  federal  government  has  subsidized  programs  of  cost-shar- 
ing for  conservation  practices  and  presently  state  programs  are  being  funded  to 
assist  with  this  effort;  therefore  be  it 

Resolved  that  the  Grange  use  its  influence  in  the  continuation  of  funding  for  con- 
servation work  and  those  involved  should  be  made  aware  of  their  obligation  to  socie- 
ty to  maintain  these  practices  if  financial  support  is  received;  and 

Be  it  further  resolved  that  a  conservation  contract  follow  land  ownership  with 
penalties  assessed  for  destruction  of  said  practices  before  final  contract  date;  and 

Be  it  further  resolved  that  for  a  farmer  to  receive  the  benefit  of  any  Voluntary 
Federal  Farm  Program,  they  shall  have  an  approved  conservation  plan. 

APPENDIX  B 

Farm  CREDrr 

The  Farmers  Home  Administration  has  been,  and  continues  to  be,  an  absolutely 
vital  component  in  financing  agricultural  production.  Proposals  to  eliminate  or  red^ 
rect  the  agency's  purpose  are  completely  misguided.  Having  made  that  statement, 
let  me  emphasize  that  FmHA  is  a  troubled  agency  in  need  of  a  thorough  policy 
review  by  Congress.  In  the  past  two  years,  the  National  Grange  called  upon  Con- 
gress and  FmHA  to  organize  a  special  task  force  to  study  the  agency's  loan  polideB 
and  administrative  procedures.  'The  need  for  such  action  is  growing,  and  in  li^t  of 
the  present  farm  credit  developments,  Congress  and  the  Administration  must  arrive 
at  a  concensus  on  how  best  FmiHA  can  serve  rural  areas  and  productive  agriculture, 
taking  into  consideration  present  budget  constraints. 

As  a  beginning,  the  Grange  has  endorsed,  in  general  terms,  a  bill  that  would  have 
separated  Uie  various  lending  programs  under  FmHA  responsibilities  according  to 
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the  types  of  services  offered.  We  continue  to  support  a  lending  department  that 
serves  production  agriculture  and  specific  farm  housing  needs  separate  from  the 
rural  development  assistance  programs.  We  feel  such  a  distinction  will  add  to 
FmHA's  abilities  to  tailor  lending  efforts  according  to  a  community's  needs  while  at 
the  same  time  alleviating  enormous  work  loads  now  inhibiting  the  ability  of  county 
FmHA  personnel  to  adequately  supervise  farm  production  lending. 

The  Grange  is  of  the  opinion  that  farm  production  and  ownership  lending  is  in 
need  of  strong  policy  guidance.  Now,  we  see  an  effort  to  steer  FmtiA  away  from 
direct  lending  and  toward  complete  reliance  on  loan  guarantees.  The  fact  of  the 
matter  is  that  the  two  lending  procedures  serve  different  ends,  and  both  are  abso- 
lutely needed.  We  urge  Congress  to  adopt  a  firm  policy,  with  programs  appropriate 
to  implement  it,  that  recognizes  the  need  to  supply  direct  credit  at  reduced  rates  to 
low  equity,  beginning  farmers  who  show  promise  of  future  stability  and  independ- 
ence ft-om  federal  lending  programs.  Loan  guarantees  to  commeraal  and  coopera- 
tive lending  agencies  are  also  a  proper  function  of  FmHA,  and  they  serve  a  unique 
need  in  addition  to  assisting  the  graduation  from  federal  lending  programs  to  com- 
mercial sources.  However,  I  must  again  point  out  the  need  to  guide  these  programs 
with  a  policy,  enunciated  in  the  clearest  of  terms,  that  the  Farmers  Home  Adminis- 
tration is  the  lender  of  last  resort  to  family  farmers  with  relatively  modest  credit 
demands.  Such  a  policy  would  then  call  for  the  Congress  to  set  loan  limits  for  both 
programs  in  accordance  with  moderate-scaled  production  needs. 

CONSERVATION 

The  National  Grange,  at  its  most  recent  convention,  adopted  policy  calling  for  an 
effective  and  workable  conservation  program,  and  part  of  that  program  recognizes 
the  social  relationship  between  resource  protection  and  farm  pro-ams.  Grangers 
feel  that  it  is  clearly  in  the  public  interest  to  require,  as  a  condition  of  farm  pro- 
gram eligibility,  that  farmers  develop  and  implement  a  soil  conservation  plan  for 
their  farm.  This  so-called  "cross  compliance''  re<}uirement  has  been  a  heated  topic  of 
debate  for  years,  and  it  has  become  Grange  policy  because  it  reflects  both  our  com- 
mittment to  conservation  and  a  recognition  of  something  of  a  contract  between 
farmers  and  the  society  in  which  they  live. 

The  Grange  also  endorses  a  long-term  conservation  reserve  that  removes  from 
crop  production  marginal  or  highly  erodable  soils.  This  conservation  reserve  would 
not  only  protect  soil  and  water  resources,  it  would  also  reduce  our  planted  acreage 
that  contributes  to  oversupplies  of  some  commodities.  In  addition,  we  want  to  see 
Congress  adopt  the  strongest  provision  possible  to  reduce  the  incentives  to  convert 
marginal  rangcland  to  crop  production — a  "sodbuster"  reauirement.  We  endorse  re- 
moving the  eligibility  of  any  farmer  who  puts  marginal  land  into  crop  production 
from  participation  in  any  federally-sponsored  farm  assistance  program  for  his  entire 
farm  operation,  including  crop  insurance,  disaster  assistance,  farm  income  and  mar- 
keting assistance  and  similar  U.S.D. A.  programs. 

RESEARCH 

Since  its  inception,  the  National  Grange  has  advocated  research  and  new  technol- 
ogies in  agricultural  production.  Clearly,  the  beneficiaries  of  this  public  investment 
in  agriculture  has  been  the  consuming  public.  It  has  afforded  tremendous  advances 
in  crop  production  yields,  storage  and  shelf  life  and  cultivation  efficiencies.  In 
animal  agriculture,  we  see  the  benefits  in  improved  conception  rates,  feed  conver- 
sion and  general  animal  health  and  food  wholesomeness. 

Ongoing  research  programs  in  crop  and  animal  production  are  occurring  at  a 
healthy  pace,  and  the  Grange  will  actively  work  to  convince  Congress  of  the  wisdom 
of  continuing  this  solid  support.  However,  we  view  with  deep  concern  a  trend  we  see 
on  the  horizon  of  agricultural  research  which  is  a  disturbing  problem  in  the 
making.  Unless  federal  support  of  land  grant  colleges  comes  in  the  form  of  in- 
creased aid  for  post  graduate  students,  it  is  possible  that  there  could  be  a  shortage 
of  trained  scientists  in  agriculture.  Already  there  are  dramatic  shortages  of  agricul- 
tural engineers  and  certain  plant  scientists.  We  strongly  urge  Congress  to  examine 
our  current  research  aid  programs  and  to  expand  fellowship  funding  for  post  gradu- 
ate education.  The  National  Grange  also  would  suggest  that  Congress  place  a  great- 
er emphasis  on  research  to  reduce  the  farmers'  costs  of  production  ana  increase  his 
marketing  ability,  rather  than  total  reliance  on  increased  yields  as  a  means  of 
achieving  profitability.  In  the  long  haul,  American  agriculture's  competitiveness 
abroad  will  lie  in  our  ability  to  produce  commodities  at  a  cost  that  is  competitive 
with  emerging  agricultural  giants  such  as  Argentina,  Brazil  and  some  countries  of 
Eastern  Europe.  By  focusing  entirely  on  increased  jdelds  regardless  of  costs  in- 
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volved,  we  are  not  doing  the  American  farmer  or  rancher  a  service.  We  must  recog- 
nize total  production  competitiveness. 


Statement  of  Charles  L.  Frazier,  National  Farmers  Organization 

We  appreciate  this  opportunity  to  express  our  mounting  concerns  with  the  farm 
economy  and  suggest  a  modification  of  the  farm  program  for  the  next  few  years,  hk 
view  of  the  widespread  interest  in  this  matter  and  the  number  of  proposals  that 
have  already  surfaced  in  public  discussions,  I  am  today  dealing  only  in  broad  con- 
cepts. 

It  is  assumed  that  most  real  producer  organizations  cannot  accept  the  Administra- 
tion's proposals.  Considerable  time  will  probably  elapse  before  specific  legislation  is 
sufficently  developed  to  warrant  detailed  comparisons. 

With  those  assumptions,  our  thoughts  are  summarized  briefly  to  reflect  tentative 
positions.  We  would  hope  to  visit  again  with  you  as  the  legislative  process  evolves 
over  the  next  several  weeks. 

Credit 

The  situation  is  deteriorating  at  a  much  faster  rate  than  it  was  a  few  weeks  ago. 
The  likely  consequences  of  doing  nothing  include  widespread  farm  bankruptcies  and 
closeouts,  a  growing  number  of  rural  lenders  pushed  into  insolvency,  and  economic 
upheaval  and  hardship  sure  to  spread  beyond  rural  America.  The  alarming  finan- 
ciaJ  condition  of  farmers  and  ranchers  calls  for  emergency  action. 

This  debt  emergency  is  amply  documented.  A  flood  of  reports  from  the  Depart- 
ment of  Agriculture,  the  Federal  Reserve  Board,  and  other  agencies  document  the 
deepening  crisis  gripping  American  agriculture.  These  reports  document  staggering 
equity  losses,  whole  states  without  anv  income  from  farming  and  ranching,  a  grow- 
ing number  of  agricultural  banks  and  other  farm  credit  institutions  in  deep  nnan- 
cisd  trouble,  and  record  high  debt-to-asset  ratios  for  the  independent  operators  who 
are  the  backbone  of  this  country's  food  production  system. 

It  is  widely  reported  that  the  collateral  value  of  land,  machinery,  and  other  assets 
has  plunged  50  percent  or  more  in  some  areas.  This  is  supported  by  the  Federal  Re- 
serve Board's  latest  farm  credit  report,  which  shows  farmers  and  ranchers  lost  more 
than  $250  billion  in  asset  value  in  the  last  four  years.  This  unprocedented  loss  aver- 
aging $90,000  per  farm  is  the  result  of  four  years  of  negative  returns  to  both  assets 
and  equity.  Tlus  lack  of  return  on  investment  is  for  a  nationwide  industry  that  had 
assets  of  almost  $1.2  trillion  as  recently  as  1980. 

Low  farm  income  is  one  obvious  reason  producers  are  struggling  to  survive.  A 
state-by-state  report  issued  recently  by  USDA  shows  net  income  from  farming 
plunged  to  $6,793  per  farm  in  1983,  the  lowest  since  farmers  netted  $5,184  in  1971. 
Bright  states,  including  three  near  the  top  in  farm  production,  had  their  entire  farm- 
ing and  ranching  industry  operating  in  the  red.  They  are  Illinois,  minus  $5,845  p^ 
farm;  Indiana,  minus  $1,545;  Iowa,  minus  $1,891;  Maine,  minus  $3,045;  Missouri, 
minus  $506;  South  Carolina,  minus  $639;  West  Virginia,  minus  $860;  and  Wyoming, 
minus  $6,765. 

Seventeen  other  states,  including  several  where  agriculture  is  a  dominant  indus- 
try, had  net  income  of  less  than  $7,500  per  farm  in  1983.  They  included  Kentucky, 
$4,358;  Michigan,  $5,431;  Minnesota,  $7,202;  Mississippi,  $3,541;  Montana,  $2,153; 
Nebraska,  $6,209;  New  York,  $3,089;  Ohio,  $1,310;  Oklahoma,  $2,849;  Pennsylvania, 
$6,630;  Tennessee,  $1,595;  Texas,  $5,313;  and  Virginia,  $819. 

This  lack  of  income  poses  immediate  danger  to  a  growing  number  of  rural  banks 
and  other  financial  institutions  that  serve  agriculture.  Twenty-two  of  the  40  banks 
that  have  failed  since  June  15  were  agricultural  banks.  Chairman  William  Isaac  of 
Uie  Federal  Deposit  Insurance  Corporation  reported  recently  that  the  agency's  list 
of  nearly  850  problem  banks  is  still  growing  because  agricultural  banks  are  being 
added  faster  than  others  can  be  taken  off.  FDIC  reports  that  farm  banks  now  ac- 
count for  37  percent  of  all  problem  banks. 

This  is  not  a  small  farm  crisis,  as  some  suggest,  or  a  problem  caused  by  inefUcieii- 
cy  or  bad  management.  An  Economic  Research  Service  report  shows  farms  hit  hard- 
est by  the  debt  and  cash  flow  crisis  are  mid-range  commercial  fauna  with  sales  of 
$40,000  and  up.  Nearlv  a  third  of  all  the  nation's  farms  in  the  $40,000  to  $200,000 
sales  class  have  overall  debt-to-asset  ratios  of  40  percent  or  more,  a  high-risk  posi- 
tion. A  growing  number  have  ratios  of  70  percent  or  more,  placing  them  in  immedi- 
ate danger. 

There  are  no  ea^  or  low-cost  solutions  to  the  tragedy  unfolding  in  rural  Ameri- 
can and  little  time  is  left  to  act.  We  hope  you  will  use  your  considerable  influence  to 
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persuade  the  President  to  sign  the  credit  bill  now  on  his  desk,  or  override  his  veto, 
if  necessary. 

1985  Farm  Program 

The  Administration  has  proposed  a  period  of  sliding  scale  price  supports  and  de- 
clining limitations  that  would  lead  us  to  a  so-called  free  market  in  farm  products  in 
five  years.  Considering  the  rate  at  which  we  are  losing  the  efficient  mid-range  pro- 
ducers throughout  the  rural  areas  of  the  United  States,  we  content  that  the  C^vem- 
ment  is  responsible  for  today's  low  prices — it  should  move  in  exactly  the  opposite 
direction. 

Since  these  factors  have  been  so  widely  discussed  in  the  media  recently,  we 
assume  every  interested  person  understands  that  our  farm  prices  and  our  rural 
economy  are  beyond  the  producers'  control  without  a  friendly  government  willing  to 
work  with  us.  The  consequences  of  the  large  budget  deficit,  the  imbalance  in  foreign 
trade,  the  high  interest  rates,  the  resulting  high  value  of  the  dollar  and  the  conse- 
quent decline  in  export  trends,  all  point  to  a  continuing  squeeze  in  net  farm  profits. 
We  can  do  little  or  nothing  to  offset  those  influences. 

There  is  no  relief  in  sight.  There  is  only  one  answer,  other  than  a  widespread  bar- 
gaining program  run  by  farmers  independent  of  the  Government.  That  alternative 
would  be  to  control  production  more  effectively  than  in  recent  years,  while  increas- 
ing prices  to  stop  the  bankruptcies  and  sellouts. 

We  recognize  that  there  will  be  tremendous  pressure  to  reduce  the  budget  com- 
mitment for  a  farm  program.  Our  propofscd  is  designed  to  accomplish  this  while  in- 
creasing prices  for  the  major  commodities.  For  those  who  continue  to  harp  about 
s£des  in  the  export  market,  even  though  we  are  expected  to  sell  at  less  than  the  cost 
of  production,  there  is  an  answer.  We  are  willing  to  do  so  but  since  this  course  is 
obviously  more  beneficial  to  shippers,  traders  and  the  public  at  large,  we  propose 
that  they  help  pay  for  the  privilege  of  exporting  these  commodities.  Producers 
should  not  be  expected  to  shoulder  the  burden  alone  year  after  years. 

The  program  is  outlined  in  the  attachment  entitled  Highlights,  1985  Farm  Pro- 
gram Proposal.  This  was  developed  with  the  assistcmce  and  fiill  concurrence  of  the 
membership  of  the  National  Farmers  Organization  in  our  recent  National  Conven- 
tion. We  would  be  happy  to  work  with  your  staff  in  development  of  the  legislative 
provisions. 

HiGHUGHTS  1985  Farm  Program  Proposal  for  Wheat,  Feed  Grains,  Cotton,  and 
Rice  by  National  Farmers  Organization 

The  1985  farm  legislation  proposed  by  the  National  Farmers  Organization  would 
modify  and  extend  existing  farm  programs.  It  would  stabilize  prices  at  more  reason- 
able levels  and  continue  to  assure  an  adequate  supply  of  agricultural  products  for 
domestic  and  export  needs.  It  would  provide  a  bridge  between  the  current  farm 
crisis  and  the  time  when  export  expansion  and  a  more  sensible  land  use  policy  will 
bring  production  more  nearly  in  balance  with  what  the  market  will  take  at  reasona- 
ble prices. 

Its  main  program-modification  provisions  would:  (1)  target  benefits  to  independent 
owner-operators;  (2)  reduce  farm  program  costs  because  this  is  cert£dn  to  be  required 
by  Congress  and  the  Executive  Branch;  (3)  enhance  resource  conservation  in  a  prac- 
ticable manner;  and  (4)  help  expand  exports  in  a  way  that  does  not  place  the  entire 
burden  of  such  a  policy  on  farm  producers.  The  independent  operators  targeted  are 
the  mid-range  producers  who  typically  farm  their  own  land  and  some  rented  ground 
and  who  rely  almost  entirely  on  farming  for  their  livelihood. 

These  are  the  main  provisions: 

(1)  Extend  farm  programs  at  least  five  more  years. 

(2)  Eliminate  the  target  price  concept  to  reduce  costs. 

(3)  Establish  loan  rates  at  75%  of  parity  and  continue  use  of  non-recourse  loans  to 
carry  out  price  support  objectives. 

(4)  Allow  repayment  of  non-recourse  loans  at  loan  level  plus  interest  or  the 
market  price  currently  received  by  farmers,  whichever  is  lower.  The  market  price 
approach  is  a  workable  response  to  those  who  desire  market  clearing  prices  on  ex- 
portable quantities  of  wheat,  feed  grains,  cotton  and  rice. 

(5)  Phase  out  the  farmer-owned  reserve  because  of  its  burdensome  complications 
and  rely  on  long-standing  CCC  authority  to  "reseal"  or  "extend"  an  individual  loan 
on  a  particular  crop  at  the  producer's  request.  This  privilege  would  be  offered  when 
the  government  anticipated  a  large  takeover  at  loan  maturity  and  wished  to  keep 
reserve  stocks  at  the  farm  location.  Storage  payments  would  be  made. 
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(6)  Continue  authority  for  the  diversion  requirement  as  a  loan  eligibility  feature. 
A  production  goal  would  be  set  at  a  level  needed  to  assure  an  adequate  supply  plus 
a  modest  carryover  to  protect  the  public  against  a  shortfall  caused  by  drought  or 
other  disaster. 

(7)  Require  diverted  acres  to  be  seeded  to  a  conserving  crop  or  placed  in  a  similar 
conserving  use  and  authorize  modest  payments  designed  to  offset  the  cost  of  re- 
quired conserving  practices. 

(8)  Deny  price  supports  to  crops  produced  on  fragile  land. 

(9)  Require  a  producer  obtaining  program  benefits  to  comply  in  the  same  conunod- 
ity  on  all  farms  under  his  control  and  to  comply  with  all  commodity  programs  appli- 
cable to  his  operation  in  order  to  secure  the  benefits  of  any  of  them. 

(10)  Exclude  from  program  eligibility  the  production  on  land  owned  by  institu- 
tions, government  agencies  and  foreign  entities.  Exclude  also  the  production  of  ab- 
sentee partnerships,  syndicates,  and  large  corporations  (including  their  subsidiaries), 
when  their  principal  source  of  income  is  other  than  farming. 

This  proposed  cannot  by  itself  assure  an  end  to  the  current  farm  crisis  or  guaran- 
tee prices  at  profitable  levels  for  producers.  Other  action  is  needed  to  deal  with  the 
federal  budget  deficit,  exorbitant  real  interest  rates,  the  inflated  value  of  the  dollar 
in  world  trade,  an  exaggerated  dependence  on  foreign  markets,  and  other  contribu- 
tors to  the  current  farm  crisis.  Some  reasonable  progress  in  solving  these  problems 
also  must  be  made  in  order  for  any  farm  program  to  work  well. 

Adopting  this  farm  program  proposed  and  administering  it  effectively  wiU  im- 
prove net  income  for  the  owner-operator  sector  of  agriculture.  Its  tight  compliance 
requirements  will  help  assure  its  effectiveness.  The  market  price  repayment  provi- 
sion for  non-recourse  loans  is  purposely  designed  to  compel  the  government  to  set 
production  goals  at  levels  that  will  protect  the  interests  of  both  taxpayers  and  pro- 
ducers. Although  this  approach  may  first  be  regarded  by  some  as  olcl-fashionea  or 
out  of  date,  it  should  properly  be  considered  as  a  substantial  move  toward  modemiz- 
ingthe  farm  program. 

This  proposal  does  not  include  recommendations  on  dairy  policy  or  farm  credit. 
We  recommend  early  and  separate  action  to  extend  the  Dairy  Diversion  Program 
and  to  restructure  farm  debt. 


National  Farmers  Union, 
Washington,  DC,  March  15,  1985. 
Hon.  Jesse  A.  Helms, 

Chairman,  Committee  on  Agriculture,  Nutrition  and  Forestry, 
U.S.  Senate,  Washington,  DC 

Dear  Mr.  Chairman:  I  regret  that  a  representative  of  the  National  Farmers 
Union  was  unable  to  appear  before  the  Committee  on  Thursday,  March  8,  as  vou 
began  hearings  on  the  1985  Farm  Bill,  but,  as  you  are  aware,  we  were  just  conclud- 
ing our  annual  national  convention  at  that  time. 

Mr.  Chairman,  our  delegates  spent  considerable  time  during  the  convention  devel- 
oping our  recommendations  for  the  1985  Food  and  Farm  Bill  that  the  Congress  must 
enact  this  year. 

As  a  result  of  the  delegate's  actions  I  have  prepared  a  comprehensive  statement 
regarding  the  National  Farmers  Union's  recommendations  on  that  l^islation  and  I 
respectfully  request  that  the  statement  be  made  a  part  of  the  official  hearing  record 
of  the  8th. 

Even  though  this  is  a  comprehensive  statement  Mr.  C!hairman,  at  any  time  that 
you  or  the  Committee  would  wish  us  to  appear  before  the  Committee  to  discuss  a 
particular  issue  or  area  of  concern  we  will  readily  do  so. 

I  appreciate  your  consideration  of  this  request  on  behalf  of  the  National  Farmers 
Union  and  stand  ready  to  be  of  assistcmce. 
Sincerely, 

Robert  J.  Mullins, 
Director,  Legislative  Services. 

Enclosure. 

Statement  of  Robert  J.  Mullins,  Director,  Legislative  Services,  National 

FARBfERS  Union 

Mr.  Chairman  and  Members  of  the  Committee:  On  behalf  of  the  members  of  the 
National  Farmers  Union,  I  am  pleased  to  submit  to  you  the  recommendations  of  the 
Farmers  Union  relative  to  the  1985  Food  and  Agriculture  bill  which  you  will  be  con- 
sidering over  the  next  few  weeks.  Rather  than  supplying  the  Committee  with  a 
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series  of  individual  statements  on  various  aspects  of  the  bill  and  on  individual  com- 
modity programs,  I  am  providing  the  Committee  with  a  comprehensive  statement 
dealing  with  those  provisions. 

These  recommendations  are  a  result  of  the  deliberations  and  policy  decisions 
made  by  the  delegate  body  of  the  83rd  annual  convention  of  the  National  Farmers 
Union  which  was  held  March  3-6,  1985,  in  Phoenix,  Arizona.  I  might  add  that  the 
delegates  to  that  convention  are  exclusively  individual  family  farmers  and  ranchers, 
so  these  recommendations  reflect  the  collective  thinking  of  men  and  women  who  are 
active  producers  of  food  and  fiber. 

This  Committee,  and  this  Congress,  is  faced  with  making  serious  policy  decisions 
as  to  the  future  direction  of  agriculture  and  food  policy  in  this  country.  Those  deci- 
sions will  have  a  definite  impact  on  the  structure  of  our  system.  Will  we  continue  or 
accelerate  the  movement  towards  two  classes  of  farmers,  the  super-big  and  the  very 
small,  or  will  we  enact  programs  and  initiate  policies  which  wOl  promote  and  pro- 
tect those  medium-sized  family  farms  which  have  been  the  traditional  source  of  our 
food  and  fiber  supplies? 

Simplifying  to  a  degree,  I  believe  the  policy  options  available  to  us  can  be  stated 
as  three:  first,  we  can  continue  a  twenty-year  history  of  putting  band-aids  on  the 
pr(^am,  patching  here  and  tinkering  there,  but  not  really  changing  the  present 
policy;  secondly,  we  can  move  into  a  period  of  absolute  minimum  government  coop- 
eration in  farm  programs,  in  effect,  return  to  a  "risk-oriented  agriculture;  or, 
three,  we  can  forge  a  new  partnership  between  those  who  produce  the  food  and  fiber 
for  this  country  and  those  who  consume  those  products.  A  partnership  in  which  gov- 
ernment plays  a  role  by  assuring  fair  prices  are  paid  to  farmers  and  fair  and  stable 
prices  are  paid  by  consumers,  both  domestic  and  foreign,  for  those  products. 

It  is  our  opinion  that  the  first  two  options  are  unacceptable  if  we  want  stability 
and  prosperity  in  agriculture. 

A  combination  of  continuing  over-production,  continuing  low  commodity  prices, 
continuing  high  interest  rates,  an  over-valued  dollar,  and  a  precipitous  decline  in 
farm  real  estate  values  are  all  contributing  to  the  demise  of  American  agriculture 
as  we  have  known  it. 

Even  though  this  Administration  has  spent  record  amounts  of  money  on  farm  pro- 
grams over  the  past  three  years,  bankruptcies  and  forced  liquidations  continue  at 
record  levels. 

The  time  has  come  for  Congress  and  the  Administration  to  implement  and 
manage  a  food  and  farm  program  for  this  country  that  is  based  on  equity  and  stabil- 
ity. 

The  National  Farmers  Union  believes  there  are  some  concepts  which  are  essential 
to  such  a  program: 

First,  it  must  be  a  comprehensive  long-term  food  and  farm  policy  which  recog- 
nizes at  the  outset  that  fair  prices  for  farm  products  is  the  key  to  keeping  farmers 
in  business  and  the  rural  economy  healthy. 

Second,  the  legislation  must  provide  for  effective  supply-management  programs 
which  will  balance  production  with  effective  demand,  provide  for  an  adequate  re- 
serve program  and  meet  food-aid  requirements  both  here  at  home  and  abroad. 

Third,  it  must  target  farm  program  benefits  to  that  sector  of  agriculture  which  we 
mean  to  maintain.  We  believe  the  day  of  open-ended  farm  programs  is  over. 

And,  finally,  it  must  address  in  a  comprehensive  and  long-term  manner  the  seri- 
ousness of  our  soil  and  water  conservation  problems.  The  Congress  must  not  look 
upon  federal  spending  in  the  conservation  area  as  expenditures  but  rather  as  an  in- 
vestment in  our  future  national  security. 

On  the  other  side,  the  legislation  must  also  address  the  legitimate  concerns  and 
needs  of  our  customers. 

The  legislation  must  provide  for  stability  in  prices  to  consumers.  It  must  provide 
for  reliability  of  supply.  I  am  not  talking  here  about  a  "cheap"  food  policy  but  a 
stable  food  policy. 

It  must  provide  for  adequate  supplies  of  food  for  those  in  our  society,  who, 
through  no  fault  of  their  own,  have  inadequate  resources  to  provide  for  an  adequate 
diet. 

And,  finally,  it  must  recognize  that  we  have  both  humanitarian  and  national  se- 
curity interests  in  seeing  that  our  food  supplies  are  used  to  alleviate  hunger  in  the 
world  and  to  help  developing  nations  improve  and  increase  their  domestic  agricul- 
tural production. 

To  highlight  their  concern  about  the  importance  and  immediacy  of  the  situation, 
the  delegates  to  the  Farmers  Union  convention  adopted  a  Special  Order  of  Business 
addressed  to  the  importance  of  an  adequate  food  and  farm  program  being  enacted 


Digitized  by 


Google 


390 


by  the  Congress.  For  your  information,  that  special  order  is  attached  as  Attachment 
A. 

In  order  to  more  fully  understand  the  basis  and  rationale  of  our  reconmienda- 
tions,  I  quote  the  preamble  to  the  Farmers  Union's  Policy  Statement: 

'The  family  farm  is  the  keystone  of  our  policy.  Family  agriculture  is  the  base  of 
viable  rural  communities  and  a  strong  society. 

''We  remain  wholly  dedicated  to  the  strengthening  of  the  family  farm  system  and 
farmer  cooperatives  and  resolutely  opposed  to  an  industrialized  type  of  corporate 
farming  or  to  domination  of  farm  ownership  and  operation  by  off-farm  or  alien  in- 
terests. 

"Our  American  system  of  farming  is  the  most  viable  system  of  food  and  fiber  pro- 
duction; it  is  in  the  best  long-term  interest  of  the  nation;  and  it  provides  the  most 
widespread  benefits  to  all  in  our  society.  Yet,  its  survival  and  continuance  are  not 
automatic  nor  assured  in  our  society. 

"Congress  has  often  reaffirmed  the  'historic  policy  of  the  United  States  to  foster 
and  encourage  the  family  farm  system  of  agriculture  in  this  country/  but  this  feder- 
al commitment  is  meaningful  only  if  policies  and  programs  are  implemented  and 
administered  to  effectively  achieve  the  results  intended  by  Congress. 

"The  recommendations  set  forth  in  this  policy  statement  are  designed  to  reaffirm 
the  family  farm  structure  as  the  primary  agricultural  system,  to  assure  rural  and 
urban  stability,  national  prosperity,  the  preservation  of  human  and  natural  re- 
sources, and  the  dignity  of  the  individual  and  family.*' 

It  is  our  strong  feeling  that  on  balance,  the  farm  programs  of  the  past  fifty  years 
have  been  helpful  to  farmers  and  to  our  society.  If  they  have  fallen  short  of  their 
Objectives  from  time  to  time,  the  fault  has  been  that  the  programs  have  been  weak, 
have  been  poorly  funded  or  have  been  badly  or  unreasonably  administered. 

The  shortcomings  of  the  programs  have  been  particularly  apparent  in  the  past 
decade  as  a  result  of  the  tumaway  from  supply  management  in  the  agricultural 
acts  of  1973, 1977,  and  1981. 

The  "marketoriented"  label  on  recent  programs  has  been  a  misnomer.  These  pro- 
grams have  been  "supply-oriented"  in  concept  and  less  concerned  with  fairness  and 
stability  of  prices  and  income.  As  a  result,  the  farm  economy  has  become  more  un- 
stable and  insecure  and  prices  have  fluctuated  more  widely  than  before.  We  have 
been  progressively  losing  export  markets  and  export  shares  and  are  residual  suppli- 
ers in  the  world  markets.  In  that  sense,  more  of  this  misguided  "market  orienta- 
tion" will  only  aggravate  problems. 

The  American  people  must  recognize  that  food  supplies  and  food  policy  are  too 
important  to  be  left  to  chance.  Farm  policy  must  not  only  seek  abundant  production 
but  must  provide  the  incentives  and  protection  which  will  enable  producers  to  sus- 
tain productive  capacity  over  the  long  term. 

Therefore,  along  with  supply  orientation,  our  farm  and  food  policy  must  be 
"demand-oriented.  It  is  an  historical  fact  that  the  most  devastating  declines  in 
farm  prices  and  income — those  which  occurred  in  1932-34,  1955,  1975,  and  1981- 
84 — have  been  caused  more  by  weak  demand  than  b^  oversupply. 

To  achieve  the  twin  goals  of  stability  and  profitability  in  agriculture,  we  urge  that 
the  Congress  work  towards  incorporating  the  following  eleven  principles  in  the  1985 
legislation: 

1.  The  legislation  should  be  long-term  law,  rather  than  another  four-year  farm 
bill. 

2.  The  wide  discretionary  authorities  provided  to  the  Secretary  of  Agriculture 
under  previous  farm  laws  should  be  drastically  limited. 

3.  Congress  should  establish  the  base  programs  for  commodities  and  the  discre- 
tionary authority  of  the  Secretary  should  extend  only  to  the  necessary  ranges  to 
allow  effective  adjustment  of  supply  management  programs  to  meet  domestic  and 
international  demand. 

4.  Minimum  price  support  protection  must  be  established  at  cost  of  production 
levels. 

5.  Reserve  programs  must  insure  an  adequate  supply  to  meet  domestic  needs  and 
export  commitments. 

6.  The  role  of  the  Commodity  Credit  Corporation  (CCC)  should  be  expanded  to  in- 
clude negotiation  of  long-term  agreements  with  importing  nations. 

7.  Deficiency  payments  should  be  made  to  producers  in  an  amount  representing 
the  difference  between  the  full  parity  price  and  the  average  market  price.  Payments 
should  be  made  on  a  de-escalating  scale,  so  as  to  direct  the  most  financial  aid  to 
familv  farmers. 

8.  Kealistic  limitations  on  payments  must  be  enacted  to  provide  effective  produc- 
tion and  preference  to  the  family  farmer  and  the  family-farm  system  of  agriculture. 
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9.  Cross  compliance  should  be  required  for  producers  to  be  eligible  for  benefits  of 
any  single  commodity  program  whenever  supplies  of  one  commodity  are  out  of  bal- 
ance with  other  commodity  supplies. 

10.  Mandatory  supply  management  programs  adopted  through  producer  referen- 
dums  should  systematically  replace  current  programs  which  permit  a  minority  of 
producers  to  frustrate  the  supply  adjustments  made  by  the  mcgority. 

11.  Non-farm  corporations  or  alien  owners  should  not  be  eligible  to  receive  farm 
program  benefits. 

In  order  to  achieve  these  go£ds  for  the  various  commodities,  I  call  to  your  atten- 
tion Attachment  B  of  this  statement  which  outlines  specific  program  recommenda- 
tions for  the  various  commodities. 

The  manner  in  which  farm  programs  are  administered  is  as  important  as  the  pro- 
grams themselves,  therefore,  we  recommend  the  following  policy  directives  concern- 
ing the  administration  of  farm  management  programs: 

PROGRAMS  TO  BALANCE  SUPPLY  WITH  DEMAND 

Production  or  marketing  quotas,  when  needed,  should  be  based  on  units  of  produc- 
tion rather  than  acres  to  strengthen  the  family  farm  structure  of  agriculture  and 
provide  adequate  minimum  quotas  for  individual  farms. 

Any  entity  engaged  in  farming  that  breaks  out  native  grassland  or  wooded  land 
should  not  receive  benefits  of  crop-base  history,  price  supports,  or  pay-base  acres  on 
crops  raised  on  such  land  until  after  a  5-year  proven  yield. 

Any  farms  participating  in  any  pa3mient  or  loan-producing  programs  should  be 
encouraged  to  participate  in  available  soil  conserving  practices  for  that  farm,  devel- 
oped and  implemented  by  local  Agricultural  Stabilization  and  Conservation  Service 
(ASCS),  Soil  Conservation  Service  (SCS),  and  Soil  and  Water  Conservation  districts. 

Set  Aside 

When  the  market  price  of  a  storable  commodity  is  at  or  below  90  percent  of 
paritv,  there  should  be  an  automatic  set  aside  of  not  less  than  10  percent  on  wheat 
and  feed  grains,  soybeans,  cotton,  and  rice. 

In  the  absence  of  a  cash  incentive  program,  unrestricted  grazing  and  haying  on 
all  set-aside  acres  should  be  allowed. 

Any  paid  diversion  program  should  provide  equal  treatment  for  wheat  and  feed- 
grains. 

We  oppose  a  bidding  S3rstem  to  put  land  into  a  reserve.  Normal  cropping  patterns 
and  farm  practices  must  be  allowed  to  continue  under  set-aside  regulations.  Base 
acres  for  crop  reduction  programs  should  be  determined  by  a  3-year  average  in 
order  to  reflect  normal  land  use  more  accurately.  In  no  case  should  base  acreages 
exceed  total  normal  tillable  acres  of  the  farm  unit. 

Those  failing  to  participate  in  production  regulating  programs,  but  later  seeking 
entry  into  these  programs,  should  have  their  base  acres  determined  on  the  basis  of 
their  planted  acres  when  they  last  participated  or  the  acres  equivalent  to  the  per- 
centage of  planted  acres  versus  idle  acres  that  are  average  for  that  county.  Summer 
fallow  and  fall  grazing  are  practices  which  should  be  allowed  as  a  set  aside.  We  fur- 
ther urge  that  farmers  should  be  able  to  seed  50  percent  of  cropland  acres  and  still 
be  eligible  to  qualify  for  the  program. 

ASCS  county  committees  should  be  granted  authority  to  adjust  the  normal  crop 
acreage  and  the  crop  acreage  history  on  an  individual  farm  basis,  keeping  in  mind 
program  objectives  and  equity  between  producers  within  the  county  and  state. 

The  Secretary  of  Agriculture,  as  a  condition  of  eligibility  for  loans  and  other  com- 
modity program  benefits  that  may  be  provided,  shall  require  that  a  producer  not 
exceed  tne  acreage  base  established  for  the  farm,  as  may  be  adjusted  periodically  to 
maintain  equity  and  fairness. 

Administration  announcements  on  crop  acreage  set  asides  should  be  made  early 
enough  in  the  season  to  allow  farmers  in  all  parts  of  the  country  equal  opportunity 
to  participate  in  the  program. 

In  addition  to  the  recommendations  on  domestic  supply/management  programs, 
the  delegates  addressed  several  other  areas  of  concern  to  them  and  ones  which  will 
be  the  subject  of  action  by  this  Committee.  Among  those  issues  I  would  like  to  brief- 
ly address  are  the  following:  export  policy;  P.L.  480  (Food  for  Peace);  domestic  food 
assistance  programs;  conservation;  and  federal  farm  credit  policy. 

EXPORT  AND  TRADE  POUCY 

American  farmers  today  live  and  sell  their  products  in  a  global  food  and  agricul- 
tural economy.  The  prices  they  receive  are  dependent  to  an  important  degree  upon 
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what  their  commodities  will  bring  in  world  trade.  Such  prices,  in  turn,  are  destined 
to  be  weak  unless  there  are  cooperative  efforts  among  nations  to  maintain  prices  for 
raw  commodities  at  fair  levels  and  provide  for  orderly  conduct  of  commerce. 

A.  Access  to  World  Markets 

Farmers  need  and  desire  to  be  assured  that  they  will  have  the  right  to  sell  their 
products  in  world  markets  if  they  are  to  maintain  their  productive  capacity  to  serve 
the  world  market.  Farmers  are  concerned  that  there  have  been  several  stoppages  of 
U.S.  farm  exports  by  government  during  the  past  18  years,  and  that  the  power  to 
restrict  exports  is  institutionalized  in  the  Export  Administration  Act. 

Congress,  in  extending  the  Export  Administration  Act,  should  bar  embargoes,  sus- 
pensions, or  other  interference  with  farm  exports,  except  in  the  event  of  a  declared 
war. 

We  appreciate  adoption  of  the  contract  sanctity  provisions  by  Congress,  but  feel 
that  this  does  nothing  to  increase  prices  in  the  event  of  a  trade  stoppage.  Therefore, 
we  urge  Congress  to  require  that  100  percent  of  parity  price  supports  be  automati- 
cally triggered  if  future  embargoes  are  imposed,  whatever  the  reason. 

We  recommend  amendment  to  the  Commodity  Credit  Corporation  (CCC)  charter 
to  provide  for  establishment  of  an  agricultural  commodities  marketing  board,  elect- 
ed by  agricultural  producers,  to  negotiate  and  transact  export  sales  of  agricultural 
commodities  produced  in  the  United  States. 

This  national  agency  should  be  the  exclusive  contracting  agency  for  the  sales  and 
pricing  of  all  agricultural  commodities  that  are  imported  or  exported,  and  should 
give  preference  to  farmers'  cooperatives  in  selecting  agents  of  the  board  for  han- 
dling export  sales. 

With  the  inclusion  in  the  1981  Farm  Bill  of  a  revolving  fund  for  export  credit 
within  the  CCC,  the  Congress  has  provided  USDA  with  potentially  useful  tools  for 
expanding  sales  with  existing  trading  partners  and  for  opening  new  markets.  Simi- 
larly, the  blended  credit  established  by  USDA  in  1982  has  some  value  in  meeting 
the  competition  of  other  exporters  who  subsidize  grain  export  credit. 

However,  these  export  subsidy  programs,  without  measures  to  raise  the  level  of 
grain  export  prices,  are  likely  to  be  self  defeating  for  the  reason  that  they  are,  in 
effect,  grain  price  reductions  and  are  apt  to  result  in  a  grain  price  war  harmful  to 
all  exporters. 

Access  to  export  markets  is  important  but,  if  there  are  to  be  future  gains  in 
export  earnings,  they  will  more  likely  have  to  come  from  higher  prices  on  grains. 

The  exportation  of  American-grown  food  and  fiber  at  prices  that  are  less  than  the 
cost  of  production  amounts  to  the  exportation  of  our  land,  water,  petroleum,  and 
other  natural  and  human  resources  for  less  than  their  true  value.  All  international 
trade  policies  must  be  formulated  with  this  vital  consideration  in  mind. 

B.  International  Trade  Agreements 

Negotiations  for  a  new  international  grains  agreement  should  be  resumed 
promptly.  Farmers  Union  recommends  that  a  new  grains  agreement  should  provide 
for: 

1.  All  trade  in  grains  to  be  conducted  within  a  range  of  minimum  and  maximum 
price  levels.  The  minimum  pricing  levels  must  provide  a  return  above  the  compre- 
hensive cost  of  production  to  producers. 

2.  World  reserves  of  grains  to  be  maintained  as  a  responsibility  of  both  exporting 
and  importing  countries. 

3.  An  improved  "Food  Aid  Convention"  to  be  supported  by  both  importing  and 
exporting  countries,  with  the  aim  of  providing  for  emergencies,  promoting  economic 
and  market  development,  and  generating  employment  for  the  world's  hungry. 

4.  Equitable  sharing  among  both  exporting  and  importing  countries  of  tibe  respon- 
sibility for  and  the  cost  of  reserve  stocks  and  food  aid,  and  adjusting  market  sup- 
plies in  order  to  maintain  prices  within  the  desired  range. 

We  recommend  that  international  commodity  agreements  be  considered  for  other 
agricultural  products  which  are  widely  traded  in  international  commerce  and  that 
the  central  purpose  be  to  assure  prices  that  are  remunerative  to  raw  materials  pro- 
ducers and  fair  to  consumers. 

If  for  any  reason  an  international  grains  agreement  cannot  be  reached,  we  ask 
that  grain  exporting  countries  form  an  agreement,  or  the  United  States  take  unilat- 
eral action,  to  provide  minimum  world  trade  pricing  levels  that  provide  a  return  to 
producers  to  cover  costs  of  production  and  a  reasonable  profit. 
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EMERGENCY  FOOD  PROGRAM 

We  support  efforts  to  supply  surplus  American  farm  commodities  to  underdevel- 
oped nations  who  are  not  now  able  to  afford  to  buy  the  food  they  need,  and  assist  in 
construction  of  adequate  storage  facilities,  to  feed  their  people. 

Recognizing  that  there  are  millions  of  hungry  people  in  the  United  States  who  are 
also  deserving  of  such  food  aid,  we  recommend  that  such  food  aid  and  required  fund- 
ing for  distribution  also  be  made  available  to  appropriate  domestic  charitable  orga- 
nizations. 

The  catastrophic  drought  in  some  twenty-four  African  nations  should  spur  the 
United  States  and  other  able  nations  to  use  whatever  means  are  available  through 
the  World  Food  Program  and  the  United  States  Food-for-Peace  program  to  cope 
with  the  starvation  threat  now  besetting  some  four  million  people. 

We  recommend  that  stored  commodities  under  COC  loan  or  purchased  by  the  CCC 
be  moved  through  the  Food  Bank  Program  when  the  storage  life  of  the  product  has 
been  reached. 

We  support  the  efforts  of  church  groups  and  others  in  attempting  to  provide  food 
for  hungry  people  of  starving  nations. 

Public  Law  480  (Food  for  Peace) 

P.L.  480,  the  Food-for-Peace  statute,  expires  at  the  end  of  1985,  and  we  therefore 
ask  the  Congress  to  make  it  a  permanent  legislation  as  a  part  of  the  1985  Agricul- 
tural Act. 

Food-for-Peace,  in  its  30  years  of  operation,  has  lived  up  to  its  goal  of  ''increasing 
the  consumption  of  U.S.  agricultural  commodities  in  foreign  countries  and  improv- 
ing foreign  relations  of  the  United  States.''  More  than  300  million  tons  of  surplus 
farm  commodities  valued  at  $33  billion,  have  been  sent  to  some  110  countries. 

P.L.  480  sales  and  donations  have  helped  relieve  famine  and  hunger  and  at  the 
scmie  time  have  helped  in  the  economic  progress  of  the  lesser-developed  nations. 
Many  countries,  which  were  once  recipients  of  P.L.  480  aid,  now  are  among  the  best 
cash  customers  for  farm  goods. 

The  1985  amendments  to  P.L.  480  should  expand  the  program,  revitalize  the 
market  development  aspects  and  provide  authority  for  multi-year  programming  of 
Title  I  and  Title  II  commodities. 

FOOD  AND  NUTRITION  PROGRAMS 

We  support  continuation  and  full  funding  of  federal  nutrition  programs  as  the 
only  way  in  which  to  maintain  the  food-buying  power  of  low-income  citizens  and  to 
insure  that  at  least  a  minimum  nutrition  level  is  provided  for  all  Americans. 

We  urge  Congress  to  continue  federal  responsibility  for  nutrition  programs,  reiter- 
ating the  right  of  all  of  our  people  to  at  least  a  minimum  diet,  regardless  of  where 
they  live.  The  USDA  should  continue  to  maintain  administrative  responsibility  for 
federal  nutrition  programs. 

Beginning  with  FY  1982  funding,  school  lunches  were  cut  by  $1.6  billion  (30  per- 
cent) and  2,700  schools  and  3  million  children  (1  million  low-income  children) 
dropped  out  of  the  school  lunch  program.  Similar  cuts  were  suffered  by  other  child 
feeding  programs.  We  urge  Congress  to  reverse  these  cuts  as  an  investment  in  our 
national  well-being. 

The  Special  Supplemental  Food  Program  for  Women,  Infants,  and  Children  (WIC) 
is  serving  only  2.3  of  the  6.5  million  eligible  people  who  are  at  nutritional  risk.  In 
face  of  increasing  infant  mortality,  we  urge  Congress  to  continue  its  support  of  WIC 
by  funding  it  at  its  full  authorized  level. 

The  need  for  food  stamp  assistance  increases  with  rising  unemployment  at  the 
rate  of  $1  billion  for  each  1-percent  in  registered  unemployed  citizens.  We  urge  Con- 
gress to  support  the  mandate  of  the  Food  Stamp  Act  of  1964:  "To  strengthen  the 
agricultural  economy;  to  help  achieve  a  fuller  and  more  effective  use  of  food 
abundance;  to  provide  for  improved  levels  of  nutrition  among  low-income  house- 
holds .  .  ." 

The  Special  Milk  Program  for  children  has  demonstrated  immeasurable  benefits 
in  helping  to  improve  the  nutritional  status  of  school  children  by  paying  a  share  of 
the  cost  for  increased  servings  of  fluid  milk.  Funding  has  been  severely  reduced  so 
that  it  now  serves  children  only  in  schools  that  do  not  have  any  other  child  nutri- 
tion programs. 

We  commend  the  Congress  for  expanding  this  program  in  1984  to  become  avail- 
able to  children  in  kindergarten  who  often  are  not  eligible  for  other  school  lunch  or 
breakfast  programs. 
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CONSERVATION 

Government  Programs 

Soil  and  water  conservation  programs  have  proven  highly  effective  for  pollution 
abatement  and  soil  conservation. 

These  programs  of  conservation  and  resource  inventory  must  be  funded  at  levels 
that  will  insure  the  continued  protection  of  our  nation's  soil  and  water  resources. 
Funding  cuts  that  jeopardize  the  continuation  of  USDA-SCS  cannot  be  tolerated. 

Such  financing  should  be  on  a  long-term  basis,  providing  federal  commitments  for 
at  least  five  years  ahead  and  providing  conservation  assistance  on  a  level  designed 
to  meet  the  needs  as  shown  in  the  federal  land  conservation  inventory  and  the  ap- 
praisals under  the  Reseurce  Conservation  Act  of  1977  and  other  federal  studies. 

The  needs  are  so  widespread  and  urgent  that  any  "targeted  conservation''  pro- 
gram would,  if  it  were  honest  and  motivated  by  something  more  than  budget  sav- 
ings, have  to  call  for  a  vast  expansion  of  federal  conservation  investment. 

We  request  that  federal  financing  to  meet  clean  water  and  air  standards  of  the 
Environmental  Protection  Agency  (EPA)  be  available  to  farmers  from  funds  appro- 
priated by  Congress  for  this  purpose,  and  that  such  funds  be  administered  throu^ 
the  farmer-elected  ASCS  committees. 

We  urge  continued  improvement  and  acceleration  of  the  small  watershed  pro- 
grams under  Public  Law  566. 

The  Great  Plains  Conservation  Program,  Agricultural  Conservation  Program 
(ACP),  Rural  Clean  Water  Program,  Water  Bank,  and  other  soil  and  water  pro- 
grams have  proven  their  value  in  achieving  land-use  adjustment  and  the  conserva- 
tion of  land  and  water.  Such  environmental  programs  should  be  strengthened  and 
expanded  and  include  ACP  cost-sharing  for  both  replanted  and  new  shelter  belts, 
and  noxious  weed  control. 

We  urge  that  ACP  be  funded  at  the  $500-million  level  as  originally  authorized  by 
the  Soil  Conservation  and  Domestic  Allotment  Act  of  1937,  and  we  strongly  urge 
that  the  conservation  cost-sharing  delivery  system  for  all  rural  federal  conservation 
cost-sharing  funds  be  through  the  farmer-elected  ASCS  committee  system. 

USDA  BUDGET  POUCY 

The  overall  15%  reduction  in  USDA  budget  outlays  for  fiscal  year  1986  includes 
damaging  cuts  in  CCC  price  support  operations  and  drastic  cuts  and  terminations  in 
some  other  activities. 

Important  savings  could  be  made  in  CCC  operations  by  returning  to  effective 
supply  management  measures,  but  the  Administration  refuses  to  embrace  such 
strat^. 

Among  the  most  deplorable  of  the  proposed  reductions  are  the  termination  of 
ACP,  disaster  loans,  aid  to  watersheds  and  RC&Ds,  and  the  virtual  end  to  rural 
housing  and  community  development  programs. 

It  has  been  recommended  that  REA  electrical  and  telephone  loans  be  reduced  1^ 
60%  and  that  cuts  of  more  than  20%  be  made  in  Food-for-Peace,  agricultural  credit, 
extension  and  soil  conservation. 

Beyond  those  devastating  reductions,  legislative  recommendations  will  be  made 
which  would  force  further  fund  reductions. 

We  urge  Congress  to  reject  the  White  House  budget  requests  for  agriculture  and 
proceed  with  the  approval  of  adequate  funding  for  needed  programs. 

Farm  loan  programs,  which  show  as  expenditures  in  the  current  year  although 
they  are  eventually  repaid  with  little  or  no  cost  to  the  government,  should  be  en- 
tered as  repayable  investments  rather  than  annual  operating  expenditures. 

CREDrr  PROGRAMS  FOR  THE  FAMILY  FARM 

While  the  real  solution  to  the  agricultural  debt  crisis  can  only  be  expected  from  a 
genuine  and  lasting  improvement  in  farm  prices  and  income,  imgor  emergency 
credit  actions  will  be  necess£u-y  if  hundreds  of  thousands  of  farm  operators  are  to 
continue  in  production. 

The  situation  is  truly  ominous,  as  evidenced  by  the  following  indicators: 

1.  Outstanding  farm  debt,  as  of  January  1, 1985,  was  $212.1  billion. 

2.  Interest  payments  made  by  farmers  on  this  debt  load  totaled  about  $23  billion 
in  1984,  up  by  $2  billion  from  a  year  earlier. 

3.  Almost  one-third  of  the  $212.1  billion  debt  is  owed  by  farm  operators  with  a 
debt-to-asset  ratio  of  over  70  percent;  that  is  $7  of  debt  for  each  $10  in  assets.  Pros- 
pects for  the  survival  of  these  farms  appear  doubtful. 
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4.  Perhaps  as  many  as  one-third  of  all  United  States  farmers  are  slipping  towards 
insolvency,  and  more  than  350,000  are  considered  to  be  in  a  highly  vulnerable  condi- 
tion. 

5.  Delinquencies  are  running  about  25  percent  on  Farmers  Home  Administration 
(FmHA)  loans,  at  about  9.5  percent  at  large  commercial  banks,  and  at  4.6  percent  at 
all  commercial  banks. 

6.  Actual  bankruptcies  in  mid-1984  were  running  at  a  2.6  percent  rate,  more  than 
three  times  the  level  in  1982. 

7.  About  one-fourth  of  the  commercial  bank  failures  in  the  United  States  in  1984 
were  banks  which  had  25  percent  of  their  outstanding  loans  in  farm  loans. 

8.  Interest  rates  charged  to  farmers  appear  to  be  continuing  in  the  neighborhood 
of  13  to  14  percent  and  above. 

9.  Plummeting  farmland  values  are  wiping  out  billions  of  dollars  of  family  farm 
and  ranch  equity  and  threaten  to  further  accelerate  the  trend  toward  failing  lend- 
ing institutions. 

A.  Farm  Credit  Policy 

Rural  America  is  on  a  collision  course  with  economic  chaos  unless  immediate 
action  is  taken  toward  massive  farm  debt  adjustment  and  restructuring.  Such  debt 
adjustment  and  restructuring  must  be  accomplished  by  the  implementation  of  the 
authorities  listed  for  the  proposed  Family  Farm  Recapitalization  Administration.  In 
addition,  every  family-sized  farm  unit  must  be  made  eligible  for  a  direct  or  guaran- 
teed loan  using  adjustments  in  the  following  order  to  permit  repayment  of  debts: 

1.  Reamortizing  or  rescheduling  existing  loans  to  the  longest  available  term. 

2.  Reduction  in  the  interest  rate  to  the  level  necessary  to  achieve  repayability 
(similar  to  rural  housing  interest  credit  terms). 

3.  Deferral  of  as  much  debt  at  no  interest  as  may  be  required  until  such  time  as 
net  farm  income  would  permit  reinstatement. 

4.  A  combination  of  reamortization,  rescheduling,  interest  rate  reduction,  and 
debt  deferral. 

Such  adjustments  must  undergo  a  ''graduation"  review  periodically  to  determine 
whether  they  need  to  be  continued.  The  loan  ceiling  on  direct  and  guaranteed  loans 
should  be  the  same.  FmHA  should  have  authority  to  purchase  individual  loans  of 
family  farmers  at  a  discounted  rate  from  the  farm  credit  sector,  thereby  converting 
them  to  direct  FmHA  loans  and  adjusting  them  as  necessary  for  repayment  of  the 
full  loan. 

FmHA  should  also  be  authorized  to  issue  bonds  to  cover  part  of  the  face  value  of 
mortgages  of  family-sized  farm  operators  held  by  private  and  cooperative  farm 
credit  institutions,  thereby  providing  necessary  collateral  to  secure  such  loans. 

Farms  and  land  presently  held  by  FmHA  as  a  result  of  foreclosure,  etc.,  should  be 
leased,  rather  than  sold  in  the  current  depressed  land  market.  Preference  for  lease 
should  be  given  the  last  operator  of  record  if  he  is  known  to  be  of  good  character, 
has  always  dealt  in  good  faith  with  FmHA  and  other  creditors,  and  can  demonstrate 
repayment  ability  under  a  rental  arrangement.  Next  preference  should  be  given  to 
banning  farmers  or  other  local  family-farm  operators. 

FmHA  should  also  be  authorized  to  purchase  (at  a  discounted  rate)  farmland 
which  has  been  forfeited  to  farm  credit  institutions  and  redistribute  such  land  in 
family-sized  farm  units  on  a  similar  lease  purchase  basis  in  the  same  priority  order 
as  above. 

Until  such  adjustment  programs  are  operational,  it  is  necessary  to  establish  a  na- 
tional moratorium  on  foreclosures  and  involuntary  liquidations  of  family-sized  farm 
units. 

B.  Farmers  Home  Administration 

The  FmHA,  since  its  authorization  in  1946,  when  it  replaced  the  Farm  Security 
Administration,  has  been  given  increasing  responsibilities  in  a  wide  range  of  activi- 
ties for  serving  rural  America.  Today,  the  farmer  loan  programs  of  FmHA  have 
become  a  minor  percentage  of  its  total  annual  loan  portfolio.  The  mjrriad  of  respon- 
sibilities of  FmHA  has  made  it  impossible  for  the  agency  to  give  adequate  priority 
to  farm  ownership  and  operating  loans.  The  Cxeneral  Accounting  Office  has  docu- 
mented the  inadequacies  of  FmHA's  responsibilities  in  farm  loan  supervision.  At 
the  same  time,  (Congressional  hearings  have  demonstrated  that  USDA  has  been 
unable  to  carry  out  a  coordinated  rural  development  program. 

Therefore,  we  call  for  the  reorganization  of  FmHA.  Its  responsibilities  in  rural  de- 
velopment, such  as  housing,  community  facilities,  business,  industrial,  etc.,  should 
be  consolidated  with  other  similar  agencies  into  a  Rural  Development  Administra- 
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tion.  Its  farm  loan  programs  should  be  brought  together,  with  additional  authorities, 
under  a  Family  Farm  Recapitalization  Administration. 
The  Family  Farm  Recapitalization  Administration  must: 

1.  Be  restricted  to  the  assistance  of  family-sized  farm  units,  as  the  lender  of  last 
resort. 

2.  Provide  supervised  loan  programs  for  the  recapitalization  of  family  farms. 

3.  Have  authority  to  provide  long-term  real  estate  loans,  with  adjusted  interest 
rates  and  flexible  repayment  schedules  in  accordance  with  the  producer's  annual 
net  farm  income  and  crop  production  to  assist  undercapitalized  and  beghining  farm- 
ers. 

4.  Have  authority  for  production  (operating)  loans  at  adjusted  interest  rates  and 
flexible  repaynient  schedules. 

5.  Be  authorized  to  develop  innovative  programs  of  flnance  and  assistance  for  land 
transfer  between  generations  and  the  establishment  of  new  farm  units,  including 
programs  such  as  the  Saskatchewan  Land  Bank. 

6.  Work  closely  with  state  programs  designed  for  beginning  and  undercapitalized 
family  farmers,  and  be  able  to  supplement  and  guarantee  such  state  programs. 

7.  Become  the  primary  agency  within  USDA  for  researching  and  developing  pro- 
grams and  policies  towards  the  goal  of  providing  security  for  the  family  farm  system 
of  agriculture. 

We  call  for  immediate  Congressional  hearings  for  the  reorganization  of  FmHA. 
We  recognize  that  Congressional  eflbrts  are  already  under  way  to  mandate  that 
FmHA  carry  out  the  Congressional  intent  of  its  existing  authority.  We  urge  that 
these  emergency  measures  be  approved  quickly  so  that  reorganization  of  FmHA  can 
be  the  next  step  in  returning  it  to  its  original  mandate  and  priorities. 

FmHA  supervisors  should  understand  the  program  and  follow  the  rules — includ- 
ing submitting  applications  to  the  county  board  for  approval. 

We  have  been  particularly  distressed  by  the  lack  of  concern  shown  by  the  Secre- 
tary of  Agriculture  towards  economically  distressed  agricultural  borrowers. 

C  Farm  Credit  System 

National  Farmers  Union  objects  strenuously  to  the  attack  upon  the  farmer-owned 
Farm  Credit  System  by  the  Treasury  Department  and  the  Office  of  Management 
and  Budget  (0MB). 

We  urge  that  the  Administration  also  ignore  similar  reconmiendations  being  ad- 
vanced by  the  President's  Private  Sector  Survey  on  Cost  Control,  recommendations 
which  would  reduce  the  System's  capacity  to  raise  funds  for  agriculture  by  as  much 
as  75  percent. 

The  520  Federal  Land  Bank  Associations  repaid  the  last  of  their  government  cap- 
ital in  1947,  and  the  Federal  Intermediate  Credit  Banks  and  their  related  433  Pro- 
duction Credit  Associations  retired  the  last  of  their  government  capital  in  1968,  the 
same  year  as  did  the  13  regional  Banks  for  (Cooperatives. 

The  three  sectors  of  the  Farm  Credit  System  obtain  their  loan  funds  by  sale  of 
securities  in  the  money  market.  Government  loan  funds  are  not  involved  in  Farm 
Credit  lending,  nor  are  the  securities  guaranteed  in  any  way  by  the  federal  govern- 
ment. 

Putting  restrictions  on  how  the  Farm  Credit  System  raises  its  capital  or  b]^  imped- 
ing its  access  to  the  nation's  money  markets  in  any  way  would  appreciably  increase 
the  cost  of  money  to  the  Svstem  and  its  borrowers. 

This  would  be  an  uncalled  for  and  destructive  attack  upon  the  System,  owned  by 
its  borrowers,  which  now  provides  farm  operators  $80  billion  a  year  in  borrowed 
funds. 

The  Farm  Credit  System  should  be  allowed  to  continue  to  strive  to  ease  the  credit 
squeeze  upon  farmers  as  far  as  possible.  (I!ertainly,  it  should  not  be  the  business  of 
government  to  hamper  it. 

Farm  Credit  System  lenders  should  make  every  effort  to  work  with  financially 
troubled  borrowers  to  help  them  remain  in  business.  Providing  credit  for  family 
farms  should  be  the  number  one  priority  of  the  Farm  Credit  Administration  (FCA). 
Long-range  goals  of  the  FCA  should  be  directed  toward  providing  agricultui^od  funds 
for  family  farms. 

RURAL  ELECTRIFICATION  AND  TELEPHONE 

The  establishment  of  federally  sponsored  rural  electriflcation  and  rural  telephone 
cooperative  systems  not  only  helped  American  agriculture  increase  its  productive 
capacity,  but  also  generated  demand  for  goods  and  services  that  spurred  production 
and  employment  across  the  nation. 
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The  ability  of  these  cooperatives  to  continue  supplying  reliable  and  affordable 
services  to  farms  and  other  sparsely  populated  areas  of  the  nation  hinges  on  their 
ability  to  acquire  adequate  capital. 

The  revolving  fund  and  loan  guarantee  programs  made  available  to  electric  coop- 
eratives by  the  Rural  Electrification  Administration  (REA)  and  the  low  interest 
loans  and  guarantee  programs  available  for  rural  telephone  service  have  proven  to 
be  effective  and  efficient  means  of  meeting  these  financing  needs. 

In  addition,  technical  st€uidards  and  other  assist€uice  provided  by  REA  over  the 
years  have  been  instrumental  in  the  success  the  program  has  achieved  over  its  fifty- 
year  history.  These  loan  programs  and  other  services  are  provided  by  REA  at  mini- 
mal cost  to  the  t£ucpayer,  and  result  in  benefits  which  increase  the  well-being  and 
prosperity  of  all  Americans,  rural  and  urban  alike. 

National  Farmers  Union  believes  that  the  role  of  government  in  assisting  con- 
sumer-owned, non-profit  rural  electric  and  telephone  systems  to  provide  reliable  and 
affordable  service  in  rural  areas  is  by  no  means  complete.  We  support  continuation 
of  a  strong  rural  electrification  and  telephone  program  administered  by  REA.  We 
ask  Congress  to  authorize  loan  and  loan  guarantees  to  be  made  available  through 
these  programs  at  levels  adequate  to  meet  the  capital  requirements  of  rural  electric 
and  telephone  systems. 

National  Farmers  Union  recommends  further  that  Congress  provide  adequate 
funding  for  the  administration  of  REA  in  its  traditional  form  as  an  independent 
agency  within  the  USDA,  and  take  whatever  steps  are  necessary  to  ensure  that  key 
staff  functions,  including  those  pertaining  to  the  establishment  of  engineering 
standards,  are  retained  within  REA.  We  oppose  suggestions  put  forth  by  the  Grace 
Commission  and  others  that  the  loan  programs  and  other  import€uit  services  provid- 
ed by  REA  be  terminated  or  in  some  way  "privatized." 

Mr.  Chairman,  I  realize  that  this  is  a  rather  lengthy  statement,  but  as  the  Com- 
mittee and  the  Congress  go  about  their  responsibility  of  enacting  food  and  farm  pro- 
grams for  the  remainder  of  this  century,  we  believe  it  essential  that  all  viewpoints 
be  adequately  and  fully  presented  to  the  Members. 

We  sincerely  believe  that  adoption  of  the  basic  principles  outlined  in  this  state- 
ment will  result  in  saving  the  family  farm  structure  of  agriculture,  saving  our  rural 
communities,  providing  a  stable  and  abundant  supply  of  food  and  fiber  at  reasona- 
ble costs  to  our  customers  both  here  at  home  and  abroad,  and  in  the  end,  strength- 
ening the  entire  American  economy. 

Thank  you. 

attachment  a 

Special  Order  of  Business 

Whereas:  Delegates  to  the  83rd  annual  National  Farmers  Union  convention  have 
spent  the  last  three  days  debating  policy  issues  and  listening  to  speakers  commend 
family  farmers  for  their  service  to  this  nation,  their  efficiency  and  productivity,  and 
heard  them  decry  the  economic  plight  of  family  farmers;  and 

Whereas:  As  we  leave  this  convention  unified  and  with  solidarity,  we  must  have  a 
short-term  survival  kit  including  immediate  credit  help  and  a  long-range  bill  for 
family  farmers;  and 

Whereas:  We  believe  the  current  Reagan  administration  farm  proposals  will  lead 
to  exorbitant  consumer  food  prices,  devastation  of  the  rural  community,  and  a  con- 
glomerate corporate  takeover  of  agriculture;  then 

Therefore:  We  challenge  this  administration,  its  appointees  and  advisors,  and  the 
U.S.  Congress  to  enact  an  immediate  program  to  preserve  the  family  farm. 

That  program  should  include  a  mandatory  supply  management  plan  for  all  com- 
modity producers; 

A  cost-effective  program  that  ultimately  will  not  take  its  price  from  the  federal 
budget  because  farm  commodities  will  be  protected  at  a  decent  price  to  farmers; 

To  put  America's  family  farmers  on  sound  footing  again,  deficiency  pa3rments  that 
are  made  to  producers  in  an  amount  representing  the  difference  between  the  full 
parity  price  and  the  average  market  price,  to  be  made  at  a  cost  restricted  on  a  de- 
escalating  scale  so  as  to  direct  the  most  financial  aid  to  family  farmers; 

Our  goal  is  a  program  that  assures  the  family  farmer  a  price  that  includes  the 
cost  of  production  plus  a  fair  return. 

We  call  for  an  immediate  one-year  moratorium  on  FmHA,  SBA,  Federal  Land 
Bank  and  PCA  agricultural  loan  foreclosures. 

Therefore  also:  We  stand  united  in  solidarity  at  the  end  of  this  convention,  ready 
to  fight  for  rural  America. 
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attachment  b 

Commodity  Stabilization  Programs 

1.  Wheat  and  feedgrains 

A  price  stabilization,  supply  management  system  should  include: 

a.  An  effective  floor  price  to  protect  producers. 

b.  The  farmer-held  grain  reserve  program  should  be  revised  and  improved  so  that 
it  functions  as  an  "ever-normal"  granary  for  both  farmers  and  consumers.  The  re- 
serve should  be  expanded  to  include  all  non-perishable  farm  commodities. 

To  be  effective  for  society,  the  reserve  must  be  large  enough  to  provide  a  realistic 
safety  factor. 

To  be  effective  for  farmers,  the  program  must  provide  sufficient  incentive  to  par- 
ticipate, and  the  loan  levels  and  release  and  call  levels  must  be  such  as  will  give  a 
positive  upward  thrust  to  farm  market  prices. 

A  supplemental  loan  level  should  be  established  for  all  commodities  destined  for 
the  reserve  of  at  least  10  percent  above  the  regular  loan  or  support  for  aU  eligible 
commodities,  and  a  release  level  should  be  set  at  not  less  than  120  percent  of  tlie 
supplemental  loan  level  with  a  call  level  of  not  less  than  140  percent  of  the  supple- 
mental loan  level. 

c.  Silage  com  should  be  considered  in  computing  feedgrain  program  benefits. 

d.  Oats  and  barley  should  be  included  in  any  feedgrains  prc^am. 

e.  We  support  a  minimum  price  law  based  upon  a  percentage  of  parity  by  use  of 
marketing  certiHcates. 

2.  Dairy  policy 

Farmers  Union  supports  the  concept  of  a  paid  diversion  program  for  dairy. 

Any  supply  management  program  should  guarantee  dairy  producers  a  fair  income 
in  return  for  per-farm  reductions  in  milk  production  and  not  reduce  the  dairy  price 
support  level  for  base  levels  of  production. 

We  urge  Congress  to  approve  a  dairy  supply  management  program  suitable  to  the 
needs  of  commercial  family-sized  producers,  with  accommodation  for  those  just 
starting  out,  yet  capable  of  curbing  production  in  regions  where  larger  dairy  oper- 
ations predominate.  Like  the  current  diversion  program,  the  new  program  may  be 
financed  in  part  by  dairy  farmers  themselves. 

We  urge  the  Congress  to  explore  the  possibility  of  instituting  target  pricing  for 
milk. 

We  support  continuance  of  the  National  Farmers  Union  Dairy  Task  Force. 

We  urge  acceleration  of  market  order  consolidation  to  achieve  uniformity  in  pric- 
ing and  to  maximize  net  return  to  producers. 

The  federal  government  and  milk  producing  states  should  be  encouraged  to  enact 
legislation  adopting  component  pricing  of  milk — including  the  use  of  protein. 

The  FDA  should  increase  the  federal  minimum  standards  for  fluid  whole  milk  to 
8.7%  milk  solids  non-fat;  10%  for  low  fat,  and  9%  for  skim  solids  non-fat;  and  fur- 
ther that  the  FDA,  in  the  best  interest  of  both  consumers  and  daii^nnen,  should  do 
everything  in  its  power  to  ensure  that  all  milk  marketed  as  fluid  milk  meet  or 
exceed  these  st€mdards. 

We  support  the  36-member  Dairy  Promotion  Board  and  the  coming  referendum 
for  mandatory  promotion  of  dairy  products. 

We  would  support  expanding  the  authoritv  of  the  Dairy  Promotion  Board  to 
manage  the  disposition  of  the  excess  dairy  products. 

The  leadership  of  dairy  promotion  prc^ams  should  be  directly  accountable  to  the 
producers  who  mnd  such  programs.  To  that  end,  we  believe  the  boards  of  all  nation- 
al, regional  and  state  dairy  promotion  programs  should  be  elected  by  dairy  produc- 
ers rather  than  appointed  by  public  officials.  Producer  referendums  on  dairy  promo- 
tion programs  should  prohibit  the  use  of  cooperative  bloc  voting,  require  the  use  of 
mail  baflots  and  take  other  measures  to  encourage  the  participation  of  all  eligible 
producers. 

As  casein  imports  cost  American  taxpayers  in  excess  of  $600  million  annually, 
major  reductions  in  the  current  import  levels  of  foreign  subsidized  casein  should  be 
instituted.  If  casein  is  to  be  used  for  food,  it  should  be  transported  as  a  food  and 
inspected  by  the  United  States  Department  of  Agriculture  (USDA).  Since  dairy  im- 
ports displace  millions  of  poimds  of  U.S.-produced  milk  annually,  we  urge  Congress 
to  add  this  annual  import  level  to  the  7.5-billion-poimd  trigger  level  in  the  dairy 
program  in  order  to  protect  the  support  price  to  United  States  farmers. 

IHiblic  programs  and  private  efforts  to  reduce  government-held  dairy  stocks 
should  be  implemented,  including  full  funding  of  the  school  milk  program. 
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Farmers  Union  supports  strengthening  the  federal  regulations  governing  foods 
which  incorporate  artificial  dairy  products. 

We  are  opposed  to  regulations  which  aUow  the  use  of  dairy  terms,  i.e.,  milk, 
cheese,  cream,  cheddar,  etc.,  in  labeling  imitation  and  substitute  dairy  products.  The 
use  of  dairy  terms  on  these  labels  is  deceptive  to  consumers  and  allows  manufactur- 
ers of  these  products  to  benefit  from  the  wholesome  reputation  of  natural  dairy 
products. 

A  dairy  indemnity  program,  similar  to  that  imder  the  1977  Farm  Act,  should  be 
reinstituted. 

Recognizing  that  brucellosis  continues  to  be  a  problem  for  livestock  producers. 
Congress  should  provide  adequate  funding  for  the  eradication  of  this  disease. 

American  dairy  farmers  are  currently  producing  more  milk  than  is  being  con- 
sumed domestically.  In  order  to  help  alleviate  our  current  surplus,  every  effort 
should  be  made  to  increase  consumption  among  those  Americans  who  currently 
cannot  afford  to  purchase  those  products. 

We  urge  the  IJSDA  to  establish  a  pilot  program  which  would  assist  low-  and  mod- 
erate-income families  to  purchase  dairy  products,  possibly  through  the  use  of  con- 
sumer discount  coupons. 

We  further  urge  the  United  States  Secretary  of  Agriculture  to  issue  ''bonus"  food 
stamps  designated  specifically  for  the  purchase  of  real  dairy  products. 

3.  Oilseed  crops 

Oilseed  crops,  such  as  soybeans,  cottonseed,  and  sunflowers,  are  taking  on  in- 
creased importajice  in  the  farm  economy  and  in  our  export  earnings.  To  protect  the 
interests  of  producers  of  these  conmiodities,  more  adeauate  support  levels  are 
needed  and  producers  should  have  the  option  of  using  supply  management  measures 
and  having  access  to  the  farmer-held  reserve. 

4.  Cotton 

We  oppose  basing  the  cotton  loan  on  a  fixed  domestic  spot  market  formula  or  the 
vagaries  of  a  particular  foreign  cotton  exchange.  The  cotton  loan  should  be  set  on 
the  same  basis  as  other  major  commodities.  Loan  price  premiums  and  discounts  for 
grade  and  staple  should  be  based  on  weighted  actual  market  sale  prices. 

All  cotton  should  be  classed  by  the  USDA  with  instrument  grading  being  paid  by 
USDA. 

We  oppose  any  provision  in  the  1985  Farm  Act  which  would  trigger  importation 
of  upland  cotton. 

We  urge  adoption  of  a  provision  making  it  unlawful  to  cut  or  otherwise  mutilate  a 
tied  and  bagged  bale,  unless  necessary  to  reidentify  the  bale. 

Permitting  reclassing  of  government-owned  cotton  by  processors  or  exporters  dis- 
criminates against  the  producer  and  strong  local  markets  at  harvesttime. 

We,  therefore,  urge  that  government  regulations  be  revised  to  assure  that  the 
flrst  classing  of  cotton  prevails.  The  grade  card  showing  weight,  grade,  and  quality 
should  be  permanently  affixed  to  the  compress  ticket  from  the  time  the  bale  is  sold 
by  the  producer  until  it  is  processed. 

5.  Tobacco  and  Peanut  Program 

a.  Tobacco:  We  call  for  strong  enforcement  of  the  existing  federal  law  relating  to 
grading  and  selling  of  tobacco.  We  should  take  interest  in  and  support,  when  feasi- 
ble, alternative  marketing  ^tems  and  concepts  which  increase  farmers'  marketing 
control  over  their  commodities. 

We  urge  that  the  poundage  aUotment  be  brought  into  balance  with  supply  and 
demand. 

Any  contract  should  protect  both  the  farmer  and  warehouses  equally  at  the  time 
of  delivery. 

b.  Pesmuts:  Since  1936,  the  peanut  program  has  operated  successfully  for  produc- 
ers, as  well  as  providing  stable  supplies  for  consumers  at  fair  prices.  A  continuation 
of  both  the  quota  support  price  system  and  supply  control  is  mandatory  for  the 
peanut  program's  continued  success.  We  recommend: 

(1)  The  1985  national  quota  price  support  level  be  set  at  $750/ton  with  no  price 
differentials  for  t3rpes  of  peanuts. 

(2)  The  minimum  quota  poundage  for  1985  should  be  established  at  1,600,000  tons. 
We  recommend  for  the  1985  farm  bill  that  the  minimum  quota  poundage  for  1986 
be  established  at  1,600,000  tons.  For  subsequent  years,  estimated  domestic  consump- 
tion plus  a  10  percent  carrvover  be  established  as  the  quota  poundage. 

(3)  The  support  rate  on  ^'additional"  peanuts  should  be  a  rate  estimated  to  result 
in  no  program  losses  to  (XC. 
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(4)  Maintain  area  grower  associations. 

(5)  Carryover  provisions  should  be  for  more  than  one  year.  The  contract  date  for 
contracting  additional  peanuts  should  be  before  planting  season  begins.  Provisions 
should  be  made  for  adjusting  the  farm  yield  base  poundage  for  changes  in  cultural 
practices.  Land  cost  should  be  included  as  a  cost  of  production. 

6.  Livestock 

We  call  on  the  officers  and  directors  of  National  Farmers  Union  to  proceed,  in 
cooperation  with  other  farmers'  organizations,  with  efforts  to  establish  a  farmer-con- 
trolled nationwide  computerized  electronic  marketing  system  for  livestock. 

We  support  legislation  which  will  permit  antitrust  action  to  be  taken  by  individ- 
uals or  groups  of  producers  affected  by  monopolistic  practices,  and  which  should 
provide  for  restitution  for  economic  iiyury  fully  in  accordance  with  anti-trust  laws. 

We  support  legislation  to  overturn  the  Supreme  Court's  Illinois  Brick  decision  in 
which  the  Court  ruled  that  only  direct  purchasers  may  recover  damages  directly 
from  a  manufacturer  who  has  engaged  in  price-fixing.  Consumers  purchasing  from 
retailers,  suppliers,  or  other  middlemen  would  be  denied  any  means  of  redress  even 
if  the  middleman  passes  on  the  overcharge  to  consumers. 

In  addition  to  removing  the  right  of  individual  consumers  to  sue,  the  Court  deci- 
sion also  threatens  the  right  of  state  attorneys  general,  who  were  recently  empow- 
ered to  sue  price-fixers  on  behalf  of  the  citizens  of  their  states  in  the  Parens  Patriae 
legislation  enacted  by  the  94th  Congress. 

The  ability  to  sue  for  damages  is  important,  both  as  a  matter  of  equity  to  compen- 
sate individual  consumers  and  suppliers  who  are  victims  of  price-fixing  damages 
and  as  an  effective  deterrent  to  antitrust  violations. 

Therefore,  we  support  legislation  to  amend  the  Clayton  Antitrust  Act  to  make 
clear  that  a  person  who  suffers  indirect  as  well  as  direct  harm  can  recover  damages 
for  price-fixing. 

We  support  adoption  of  legislation  along  the  lines  of  the  Fair  Meat  Trading  Act, 
which  proposes  to  license  commercial  meat  price  reporting  services,  provides  severe 
penalties  for  false  reporting  of  sales  or  prices,  creates  a  Meat  Industries  Standards 
Board,  and  directs  the  USDA  to  prepare  guidelines  for  a  computer-based  livestock 
marketing  system. 

To  protect  livestock  producers  from  unfair  competition  and  monopolistic  practices. 
Congress  should  amend  the  Packers  and  Stockyards  Act  to  strengthen  its  enforce- 
ment provisions,  with  effective  penalties  for  violations. 

We  urge  price  stabilization  programs,  modeled  after  the  wool  incentive  program 
for  all  livestock. 

The  large  proportion  of  all  fed  cattle  being  marketed  at  custom  feedlots  requires 
vigilance  by  the  USDA  over  those  marketplaces  in  order  to  prevent  conflicts  of  in- 
terest and  to  maintain  a  strong  competitive  market  system.  We  urge  USDA  to  rein- 
state its  prohibition  of  ownership  or  control  of  custom  feedlots  by  packers^  We  com- 
mend USDA  for  requiring  registration  and  bonding  of  custom  feedlot  operators  en- 
gaged in  market  agency  or  dealer  activities. 

We  urge  a  brucellosis  eradication  program  requiring  calfhood  vaccination,  with 
adequate  federal  funding. 

We  urge  Congress  to  control  the  importation  of  lamb  which  is  causing  serious 
damage  to  our  domestic  sheep  industry.  We  recommend  that  Congress  incorporate 
the  following  steps  to  protect  American  sheep  producers,  as  well  as  consumers: 

a.  Investigate  the  pricing  practices  of  foreign  countries  on  United  States  markets 
during  seasonable  peaks  of  domestic  lamb  marketing. 

b.  Require  conspicuous  labeling  showing  point  of  origin,  date  of  kill,  whether  it 
was  frozen,  and  the  date  or  dates  it  was  subsequently  refrozen. 

c.  A  countervailing  duty  to  offset  subsidies  paid  to  foreign  lamb  producers. 

d.  Require  100  percent  of  all  meat  imports  be  inspected  and  meet  the  same  sani- 
tary and  quality  st€uidards  as  American-produced  lamb  and  red  meats. 

7.  Sugar 

With  world  raw  sugar  markets  having  dropped  as  low  as  four  cents  a  pound  and 
with  negotiations  for  renewal  of  an  International  Sugar  Agreement  (ISA)  having 
collapsed  as  a  result  of  lack  of  leadership  by  the  United  States  and  the  European 
Community,  adoption  of  a  stronger  dom^ic  sugar  program  in  the  1985  Farm  Act 
becomes  imperative. 

Without  an  adequate  domestic  program,  the  United  States  sugar  beet  and  su^ar 
cane  industries  will  disappear,  eliminating  jobs  in  the  processing  sector  and  leaving 
consumers  at  the  mercy  of  an  unstable  world  market. 
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The  sugar  title  of  the  new  long-range  farm  act  should  provide  for  a  stabilization 
level  expressed  in  parity  and  in  line  with  projections  of  the  cost  of  production. 

Negotiations  for  a  new  ISA  should  be  opened  soon  with  the  aim  of  including  eco- 
nomic provisions  to  stabilize  prices  within  a  fair  range. 

8.  Rice 

We  urge  Congress  to  provide  for  a  rice  program  which  will  assure  a  reasonable 
balance  between  supply  and  demand  as  a  basis  for  improving  the  price  support 
level,  toward  the  objective  of  full  parity  at  the  earliest  date. 

In  the  absence  of  adequate  demand,  we  unalterably  support: 

a.  Limiting  production. 

b.  Export  subsidies  (as  our  competitors  do). 

c.  Expansion  of  P.L.  480-type  programs. 

^,  Dry  edible  beans 

Existing  law  should  be  amended  to  make  dry  edible  beans  eligible  for  price  sup- 
port loans. 

10.  National  Wool  Act 

Congress  should  permanently  extend  the  Wool  Act  with  incentive  levels  to  be 
based  on  100  percent  of  parity. 

11.  Mushrooms 

If  the  White  House  or  the  International  Trade  Commission  continue  to  refuse  to 
protect  the  domestic  mushroom  industry  from  unfair  foreign  competition,  we  urge 
the  Congress  to  pass  legislation  to  do  so,  including  authority  to  impose  variable  tar- 
iffs on  imported  mushrooms  used  for  canning.  Such  variable  tariffs  should  be  equal 
to  the  difference  between  the  price  of  imported  mushrooms  and  the  domestic  cost  of 
production  (including  labor  and  t£uces)  on  mushrooms  used  for  canning. 

Imported  mushrooms  should  be  required  to  meet  the  same  health,  sanitation,  pes- 
ticide, and  species  standards  and  requirements  imposed  upon  domestic  products.  Im- 
ported food  products  containing  mushrooms,  either  processed  or  unprocessed,  should 
be  subject  to  the  S€une  inspection  as  domestic  products,  should  be  labeled  as  import- 
ed, and  should  be  subject  to  tariffs. 

Fresh  mushrooms,  sold  at  retail,  should  be  inspected  by  the  USDA  for  quality  and 
wholesomeness  under  the  fruit  and  vegetable  act. 

All  buyers  of  mushrooms  should  be  bonded  to  cover  mushroom  purchases. 

12.  Honey 

We  urge  Congreaa  to  continue  the  present  honey  price  support  program  in  the 
1985  Farm  Act. 


Statement  of  John  R.  Block,  Secretary  of  Agriculture,  U.S.  Department  of 

Agriculture 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  a  pleasure  to  be  here  to  help 
initiate  the  legislative  process  that  will  ultimately  decide  the  future  of  our  agricul- 
tural sector.  Early  last  year,  I  began  the  preparation  of  our  agricultural  legislation 
by  holding  a  series  of  listening  sessions  throughout  the  country  to  seek  input  from 
farmers,  agribusiness,  and  consumers  on  the  future  direction  of  our  agricultural 
policy.  While  a  wide  variety  of  views  were  expressed,  there  was  one  common  and 
overriding  theme  in  these  sessions — the  current  agricultural  programs  are  simply 
not  working! 

Under  the  1981  Farm  Bill  the  Federal  Government  will  spend  over  $63  billion  on 
commodity  programs  that  have  directly  benefitted  only  about  half  of  U.S.  agricul- 
ture. Despite  these  expenditures,  U.S.  agriculture  and  its  related  businesses  have 
still  not  experienced  the  economic  recovery  that  other  sectors  of  the  economy  have 
witnessed.  In  fact,  in  just  the  five  months  ending  this  April,  the  Commodity  Credit 
Corporation  will  have  put  an  additional  $12  billion  in  cash  into  the  farm  sector.  And 
some  feel  even  more  direct  Government  assistance  is  necessary! 

More  of  the  same  is  not  the  answer  to  agriculture's  difficulties.  Over  50  years  ago, 
in  1933,  the  Agricultural  Adjustment  Act  laid  the  groundwork  for  current  farm  pro- 
grams. The  1933  Act  was  the  Government's  response  to  an  unprecedented  economic 
crisis  in  farming.  It  is  apparent  however,  that  the  New  Deal  programs  are  not  work- 
ing for  today's  agriculture.  The  sooner  we  respond  to  the  realities  of  today's  agricul- 
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ture  with  appropriate  agricultural  policy,  the  sooner  we  will  achieve  our  common 
objective  of  a  growing,  productive  and  profitable  agricultural  sector. 

We  now  have  the  opportimity  to  chart  a  new  course  for  agricultural  policy,  one 
that  recognizes  the  strengths  of  our  agricultural  sector  and  allows  our  farmers  to 
take  advantage  of  these  strengths.  The  Agricultural  Adjustment  Act  of  1985  (AAA) 
is  designed  to  achieve  this  redirection.  If  it  is  implemented,  U.S.  agriculture  will 
continue  to  be  one  of  the  most  efficient,  productive  and  competitive  industries  in 
this  country  and,  indeed,  in  the  world. 

One  of  the  most  important  ideas  to  keep  in  mind  as  we  design  a  new  agricultural 
policy  is  that  other  policies  have  become  equally  important — or  perhaps  even  more 
important— to  the  sector's  well-being.  Agriculture  has  become  integrated  into  the 
broader  economy,  and  its  health  is  very  sensitive  to  the  levels  of  world  economic 
activity,  interest  rates,  inflation  and  exchange  rates. 

Today,  a  one-percentage  point  change  on  the  general  inflation  rate  results  in 
about  a  $1.5  billion  change  in  annual  farm  production  expenses.  Farmers  now  pur- 
chase more  than  three-fourths  of  their  production  items  from  outside  sources,  com- 
pared with  about  one-fifth  in  1930.  Besides  production  costs,  inflation  also  pushes  up 
land  values— for  example,  the  inflationary  spiral  of  the  1970's  pushed  land  values 
up  at  annual  rates  of  nearly  15  percent.  Of  course,  once  inflation  had  faUen  relative 
to  interest  rates,  land  values  began  to  drop — in  some  cases  to  1977  levels  in  some 
Combelt  and  North  Central  states. 

As  American  farms  have  expanded  in  size,  farmers  have  increasingly  used  debt  to 
finance  purchases.  With  increasing  debt  and  higher  interest  rates,  interest  expenses 
now  account  for  nearly  20  percent  of  farmers'  total  cash  outlays,  compared  to  only 
10  percent  in  the  early  1970's.  A  one  percentage  point  change  in  interest  rates  on 
all  outstanding  farm  debt  may  translate  into  a  $2  billion  to  ^  billion  change  in  net 
farm  income. 

While  high  interest  rates  increase  farm  expenses,  the  increasing  value  of  the 
dollar  has  reduced  agricultural  exports.  We  have  seen  ample  evidence  of  the  effects. 
From  1980  to  1984  the  weighted  average  exchange  value  of  the  dollar  increased  by 
nearly  60  percent  and  the  value  of  our  agricultural  exports  declined  by  nearly  ^ 
percent. 

In  addition  to  the  strong  dollar,  the  lingering  effects  of  the  world-wide  economic 
recession  have  contributed  to  the  10  percent  decline  in  export  tonnage  experienced 
since  1979/80.  Developing  countries,  which  were  hit  particularly  hard  by  both  the 
recession  and  tremendous  debts  financed  at  high  interest  rates,  accoimt  for  over  a 
third  of  U.S.  agricultural  product  exports.  Total  U.S.  agricultural  exports  now  ac- 
count for  production  from  about  100  million  acres. 

In  sum,  progress  in  achieving  desired  economic  growth,  keeping  inflation  low,  and 
reducing  the  Federal  budget  deficit  could  very  well  have  a  greater  impact  on  the 
well-being  of  farmers  over  the  next  severed  years  than  farm  programs.  As  agricul- 
tural policy  is  developed  in  the  coming  months,  it  is  important  that  we  not  lose 
sight  of  these  linkages  or  forget  that  the  linkages  will  become  stronger  and  stronger 
as  the  agricultural  economy  continues  to  change  in  character  and  composition.  Do- 
mestic farm  programs  alone  cannot  ensure  a  healthy  agricultural  economy,  but  they 
can  do  irreparable  damage  if  they  are  not  based  on  the  realities  facing  agriculture. 

While  I  do  not  expect  unanimous  support  for  every  provision  of  the  A^cultural 
Adjustment  Act  of  1985,  the  basic  principles  and  objectives  that  underlie  the  devel- 
opment of  this  legislation  must  be  achieved  if  agricultural  legislation  is  to  reflect 
the  needs  of  todays  agriculture. 

Long-Term  agricultural  policy.  The  AAA  of  1985  focuses  on  creating  a  policy  envi- 
ronment that  ^1  be  relatively  stable  and  predictable,  so  that  farmers  and  acpribusi- 
ness  can  make  realistic  investment  and  production  decisions.  This  contrasts  with 
the  current  environment,  in  which  agricultural  policy  itself  is  a  source  of  uncertain- 
ty. We  now  respond  to  short-term  problems  without  providing  any  effective  long- 
term  solutions. 

Market  orientation:  Price  and  income  support  levels  in  the  AAA  will  be  tied  to  a 
moving  average  of  past  market  prices.  Farmers  will  then  have  an  opportunity  to 
respond  to  market  signals,  rather  than  producing  more  than  there  is  a  demand  for 
in  response  to  the  artificial  support  rates  set  by  Government  programs. 

Enhanced  U.S.  competitiveness:  In  recent  years,  the  ri^d  and  high  levels  of  UJS. 
price  and  income  supports  have  played  a  part  in  making  it  difficult  for  U.S.  agricul- 
tural commodities  to  compete  in  the  international  marketplace.  The  AAA  en  1^ 
will  allow  prices  to  move  to  world  levels  and  will  phase  out  acreac^e  reduction  pro- 
grams, thus  permiting  our  farmers  to  expand  their  markets.  In  addition,  the  trade 
title  contains  measures  that  will  lower  bcuriers  to  imports  and  reduce  unfair  compe- 
tition, so  that  our  farmers  will  have  greater  market  access. 
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Family  farm  emphasis:  The  AAA  is  designed  to  provide  full  income  protection  for 
family-sized  farms  and  lower  degrees  of  protection  for  larger  enterprises  through  a 
pa3rment  limitation  feature.  This  feature  is  designed  to  correct  the  shortcomings  of 
the  existing  programs  which  provide  the  largest  share  of  federal  benefits  to  the  larg- 
est producing  farm. 

Orderly  transition:  The  AAA  provides  for  a  five-year  transition  period  from  cur- 
rent programs  to  more  market-oriented  programs,  lliis  will  enable  farmers  to  assess 
their  operations  and  decide  how  best  to  manage  their  resources  in  the  new  environ- 
ment. The  current  programs  have  their  roots  in  the  1930's  and  they  cannot  be  elimi- 
nated overnight.  A  safety  net  must  be  put  in  place  and  a  transition  to  that  concept 
must  be  provided. 

Equity  and  consistency:  The  legislation  will,  after  the  five-year  transition,  provide 
the  same  relative  level  of  income  and  price  support  to  each  program  commodity.  It 
also  integrates  commodity  program  policy  with  other  agricultural  programs  and 
policies,  so  that  they  are  not  working  at  cross-purposes. 

Mr.  Chairman,  I  ask  the  members  of  the  Committees  to  keep  these  principles  in 
mind  as  I  summarize  the  migor  provisions  of  the  AAA  of  1985. 

BIAJOR  PROVISIONS  OF  THE  AAA  OF  1985 

The  domestic  farm  program  provisions  of  the  1985  AAA  are  designed  to  provide 
farmers  with  a  base  for  making  long-term  decisions.  This  is  accomplished  in  part  by 
proposing  that  the  AAA's  programs  become  permanent  law  and  by  repealing  the  40 
to  50  year-old  permanent  programs  that  were  authorized  as  part  of  the  1930's  legis- 
lation. More  importantly,  the  AAA  would  substantially  reduce  government  interfer- 
ence in  the  price  signals  farmers  receive  and  in  the  production  decisions  they  make 
so  that  they  are  better  able  to  adjust  to  actual  market  conditions.  The  AAA  provides 
for  a  transition  from  high  and  rigid  price  supports  to  flexible  and  marketKilearing 
price  supports  and  gradually  phases  out  acreage  reduction  programs,  quotas  and  al- 
lotments which  keep  low-cost  American  products  from  competing  with  those  of  less 
efficient  foreign  producers. 

Other  migor  provisions  of  the  AAA  address  exports  and  trade,  resource  conserva- 
tion and  agricultural  credit.  These  provisions  are  consistent  with  the  domestic  farm 
program  provisions  in  that  they  minimize  government  intervention,  direct  or  indi- 
rect, by  establishing  programs  that  emphasize  market  expansion  and  minimize  pro- 
duction incentives  not  consistent  with  market  realities. 

The  migor  provisions  of  the  Agricultural  Adjustment  Act  of  1985  include: 

Wheat,  feedgrains,  cotton  and  rice 

Loan  rates  are  based  on  75  percent  of  national  average  prices  received  by  produc- 
ers during  the  immediately  preceding  three  years,  with  no  minimums.  This  will  pro- 
vide a  safety  net,  but  in  most  years  will  not  interfere  with  the  functioning  of  the 
market. 

Target  prices  are  based  in  1986  on  100  percent  of  national  average  prices  received 
by  proiducers  during  the  immediately  preceding  three  years;  this  percentage  would 
decline  five-percent  each  year  until  it  reaches  75  percent  for  the  1991  and  succeed- 
ing crops. 

An  acreage  reduction  will  be  required  of  program  participants  at  the  following 
levels:  15  percent— 1986  crop  year;  10  percent— 1987;  5  percent— 1988  crop  year.  For 
the  1989  crop  year  and  thereafter,  the  authority  for  acreage  reduction  or  other 
supply  control  programs  would  be  eliminated. 

Soybeans 

The  soybean  program  would  continue  to  rely  solely  on  loans,  but  the  loan  rate 
would  be  determined  in  the  tome  manner  as  for  wheat,  feedgrains,  cotton  and  rice. 
No  target  price  or  acreage  reduction  program  would  be  available  for  soybeans. 

Dairy 

The  current  dairy  purchase  program  would  continue  to  operate  in  fiscal  years 
1986  and  1987  with  the  support  price  adjusted  downward  if  expected  government 
purchases  exceed  specified  levels. 

Beginning  in  fiscal  year  1988,  the  program  would  be  converted  to  a  direct  pay- 
ment program  with  the  target  price  calculated  as  a  declining  percentage  of  the 
market  price  for  all  milk  for  the  preceding  three  years,  in  the  same  manner  as  the 
other  commodities.  Pa3rments  would  be  ^culated  as  the  difference  between  the 
market  price  and  the  target  price. 
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A  task  force  would  be  appointed  to  review  the  need  for  Federal  milk  marketing 
orders,  and  to  assess  the  impacts  of  the  current  program  as  well  as  feasU>le  alterna- 
tives, with  the  purpose  of  recommending  desirable  changes. 

Peanuts 

The  current  quota  system  will  be  phased  out. 

Loan  rates  are  set  at  the  lower  of  75  percent  of  the  previous  three-year  moving 
average  market  price  or  $250  per  ton,  and  loans  would  be  available  to  all  producers. 

Direct  payments  will  be  made  only  to  producers  who  hold  quotas  for  the  1986- 
1990  crops.  Thereafter,  all  producers  will  be  eligible  for  payments.  The  payment  will 
be  the  difference  between  a  declining  percentage  of  the  market  prices  for  Uie  pre- 
ceding three  years  ard  market  prices. 

Sugar 

Beginning  with  crop  year  1986,  commodity  loans  are  available  at  the  rate  of  12 
cents  per  pound,  or  75  percent  of  the  three-year  moving  average  of  U.S.  market 
prices,  whichever  is  lower. 

A  direct  pa3rment  program  to  growers  will  be  established  for  1986  and  thereafter. 
The  pa3rment  rate  will  be  phased  down  during  the  five-year  transition  program.  So 
that  for  1991  and  subsequent  crops,  the  pa3rment  would  be  the  amount  by  which  the 
season  average  price  is  less  than  75  percent  of  the  three  year  average. 

Finally,  the  AAA  of  1985  will  maintain  a  direct  pa3rment  program  for  wool  and 
mohair  and  eliminate  the  honey  price  support  program  which  benefits  only  a  small 
number  of  producers  at  tremendous  cost  per  producer.  The  pa3rment  rate  for  wool 
and  mohair  will  be  based  on  a  declining  percentage  of  the  market  prices  for  the 
preceding  three  years. 

All  commodities  will  be  subject  to  limitations  on  price  support  loans  and  deficien- 
cy payments.  Nonrecourse  loans  will  be  limited  to  a  total  outstanding  principal  bal- 
ance of  $200,000  per  producer  for  all  commodities  at  any  time.  Loans  in  excess  of 
$200,000  would  be  recourse;  that  is,  they  must  be  repaid  with  interest.  Direct  pay- 
ments will  be  limited  to  $20,000  per  person  in  1986,  $15,000  per  person  in  1987,  and 
$10,000  per  person  in  1988  and  succeeding  years.  This  limit  applies  to  all  conmiod- 
ities  covered  by  the  legislation  and  will  direct  Government  assistance  to  family-sized 
farms. 

Agricultural  trade  and  export  expansion  programs 

A  major  component  of  the  AAA  of  1985  is  the  establishment  of  a  formal  and  ex- 
plicit agricultural  trade  policy  which  is  consistent  with  our  domestic  agricultural 
policy.  The  major  provisions  of  this  policy  are: 

A  commitment  is  made  on  the  part  of  the  U,S.  Government  to  promote  open 
access  in  world  markets  for  U.S.  agricultural  exports. 

We  will  seek  expanded  trade  by  negotiating  with  our  key  trading  pcurtners  to  im- 
plement programs  which  reduce  restrictive  trade  practices.  The  U.S.  Trade  Repre- 
sentative is  to  report  to  Congress  on  the  extent  and  impact  of  trade  barriers  on  agri- 
cultural exports.  In  the  event  that  negotiations  to  remove  or  reduce  barriers,  includ- 
ing export  subsidies,  are  not  progressing  satisfactorily,  the  Secretary  of  A|priculture 
and  the  U.S.  Trade  Representative  are  to  submit  a  report  by  July  1,  1986,  recom- 
mending what  actions  will  be  taken  to  offset  the  effects  of  such  barriers. 

Export  expansion  programs  are  continued,  with  the  GSM-102  Export  Credit  Guar- 
antee program  set  at  a  level  consistent  with  the  credit  needs  of  coimtries  which  are 
importing  U.S.  agricultural  products  and  meet  credit  requirements.  The  P.L.  480 
foreign  aid  programs  are  reauthorized. 

Other  provisions  of  AAA  of  1985 

Agricultural  credit:  Provides  that  from  fiscal  year  1986  onward  all  FmHA  farm 
loans  will  be  in  the  form  of  guaranteed  loans.  The  only  exception  is  that  through 
fiscal  year  1990  loans  for  annual  farm  operating  purposes  can  still  be  made  to  bor- 
rowers who  have  outstanding  annual  farm  operating  loans  made  under  subtitle  B  of 
the  Consolidated  Farm  and  Rural  Development  Act.  Finally,  the  FmHA  emer^n^ 
lending  program  is  eliminated,  except  that  in  those  counties  where  multi-penl  all- 
risk  crop  insurance  is  not  offered,  guaranteed  locms  could  still  be  made. 

Resource  conservation:  This  title  contains  strong  '^sodbuster"  provisions.  Under 
these  provisions,  any  operator  who  begins  tilling  erodible  soils  that  had  not  been  in 
production  for  the  past  10  years  would  be  ineligible  to  obtain  any  federal  farm  pro- 
gram benefits. 

Agricultural  research,  extension  and  teaching:  A  m^or  change  proposed  is  a 
greater  emphasis  in  research  and  extension  on  increasing  the  efficiency  and  profit- 
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ability  of  the  farm  enterpriise  rather  than  focusing  simply  on  output.  We  do  not  pro- 
pose to  accomplish  this  change  through  new  programs  or  specific  amendments  to 
existing  agricultural  research  extension  or  teaching  programs  but  rather  through 
shifting  the  emphasis  in  current  programs  in  response  to  proposed  new  congression- 
al findings. 

I  know  that  there  are  some  who  will  not  agree  with  all  of  the  Administration's 
proposals— some  who  think  that  they  have  a  better  answer.  But  to  be  very  candid, 
there  are  really  only  three  options  available  to  the  Congress:  an  extension  of  cur- 
rent programs;  mandatory  controls;  or  a  flexible  market-oriented  approach,  such  as 
the  AAA  of  1985.  Let's  look  at  how  each  of  these  alternatives  meets  the  c^jectives 
we  have  set  forth.  And  most  important,  let's  be  honest  with  farmers,  agribusiness 
and  consumers  about  the  short  and  long-run  impacts  of  each  of  these  options.  Mr. 
Chairman,  we  can't  afford  to  keep  mortgaging  agriculture's  future  for  a  temporary 
quick  fix.  It  is  time  to  face  the  realities,  set  the  proper  course  and  make  the  transi- 
tion as  smoothly  as  possible. 

EXTENSION  OF  CURRENT  PROGRAMS 

Current  programs  are  the  result  of  50  years  of  short-term  fixes  without  regard  to 
equity  or  consistency.  This  has  led  to  having  quotas  and  allotments  for  some  crops, 
such  as  peanuts;  tai^et  prices  and  acreage  reduction  programs  for  wheat,  fe^- 
grains,  cotton  and  rice;  direct  purchases  for  dairy;  and  pa3rments  for  wool  and 
mohair.  It  would  be  hard  to  design  a  more  complex,  inconsistent  and  costly  set  of 
programs  if  one  set  out  deliberately  to  do  so. 

During  the  past  year,  as  we  held  listening  sessions  aroimd  the  coimtry,  one  thing 
came  through  crystal-clear  about  the  current  set  of  programs  and  policies:  people  do 
not  believe  they  are  working.  Why  is  this  so?  One  problem  is  hiigh  support  rates, 
which  set  rigid  price  floors  and  prevent  farmers  from  responding  to  market  price 
signals.  The  result  is  excessive  production  and  stock  accumulation,  and  lost  domes- 
tic and  world  markets.  Excessive  production,  large  and  excessive  stocks,  and  declin- 
ing prices  for  grains  and  cotton  were  the  reasons  that  PIK  had  to  be  implemented 
in  1983,  and  the  reasons  that  a  dairy  diversion  program  was  implemented  last  year. 
For  most  of  our  export  crops,  we  have  witnessed  a  decline  or  stagnation  in  the  U.S. 
share  of  world  trade  while  competing  exporters  have  rapidly  expanded.  For  exam- 
ple, the  U.S.  share  of  world  wheat  trade  fell  from  44  to  35  percent  from  1981  to  1983 
while  our  nuyor  competitors  increased  their  share  from  52  to  60  percent.  And  in  the 
last  three  years  the  volume  of  U.S.  rice  exports  declined  by  a  third,  while  our  migor 
competitor,  Thailand,  increased  its  exports  by  over  a  third.  Furthermore,  if  grain 
companies  can  demonstrate  the  feasibility  of  the  profltable  importation  of  wheat 
and  com  from  South  America,  we  must  face  the  implied  realities. 

Target  prices  under  current  programs  stimulate  larger  production  by  interfering 
with  farmers'  adjustments  to  the  market.  But  they  also  pose  the  threat  of  tremen- 
dous budget  exposure,  forcing  the  implementation  of  large  acreage  reduction  pro- 
grams in  the  eflbrt  to  raise  prices  and  reduce  the  potential  exposure.  Of  course,  as 
we  reduce  production  and  artiflcially  raise  prices,  we  lose  markets,  which  are  quick- 
ly taken  over  by  competing  exporters. 

The  acreage  reduction  programs  do  not  effectively  reduce  production  over  the 
long  term,  and  may  even  encourage  more  production  over  time  as  farmers  try  to 
expand  acreage  bases  in  order  to  receive  beneflts  from  future  government  programs. 
In  order  to  be  effective  in  the  short-run,  acreage  reduction  programs  must  attract  as 
many  participants  as  possible.  But  larger  producers  are  subject  to  a  pa3rment  limita- 
tion that  makes  participation  unattractive.  And  participating  producers  do  their 
best  to  increase  yields  on  acres  remaining  in  cultivation. 

Even  to  the  casual  observer  of  the  problems  associated  with  the  current  programs, 
it  should  be  clear  that  they  are  not  working.  Consider  that  since  1981  these  pro- 
grams have  been  modifled  legislatively  more  than  twice  a  year,  on  average. 

Furthermore,  the  costs  of  our  farms  programs  are  growing  rapidly.  If  extended, 
they  are  expected  to  cost  more  than  $15  billion  annually  over  the  FY  1987-91 
period.  This  is  nearly  double  the  annual  average  outlays  for  FY  1980-84,  and  nearly 
five  times  the  average  during  the  1970's. 

The  pressure  from  ineffective  acreage  programs,  rapidly  building  inventories,  de- 
clining farm  prices  in  real  terms,  and  loss  of  world  markets  would  force  changes  in 
current  legislation  after  only  a  few  years.  Excessive  budget  outlays  that  would  not 
improve  the  farmers'  long-term  financial  condition  would  likely  give  way  to  manda- 
tory production  controls.  By  then,  the  U.S.  would  have  also  given  away  any  estab- 
lished growth  in  export  markets. 


Digitized  by 


Google 


406 


For  these  reasons,  I  do  not  believe  that  an  extension  of  the  current  programs  is  a 
feasible  alternative. 

BIANDATORY  CONTROLS  VS.  AAA 

Once  an  extension  of  current  programs  is  discarded,  then  there  are  only  two  alter- 
natives: mandatory  controls  or  a  market-oriented  program. 

It  is  true  that  mandatory  controls  might  achieve  higher  prices  for  commodities  in 
the  short  term,  a  goal  that  is  sought  by  many  farmers,  and  a  goal  that  would  help 
minimize  farm  program  expenditures.  Li  fact,  we  expect  that  prices  under  a  sjfstem 
of  mandatory  controls  would  average  20  percent  higher  for  com  and  45  percent 
higher  for  wheat  over  the  period  1986-90  than  would  prices  under  the  AAA,  ^  both 
options  were  to  achieve  the  same  budget  outlay  levels.  These  artificiaUy  enhanced 
prices  would  have  significant  negative  impacts  on  the  livestock  and  poultry  indus- 
tries and  on  export  sales. 

But  what  level  of  control  is  necessary  to  achieve  these  prices  and  hold  budget  outp 
lays  to  the  AAA  levels?  We  estimate  that  wheat  acreage  would  have  to  be  reduced 
by  38%  from  about  80  million  acres  to  50  million  acres  annuaUy;  com  acreage  by 
21%  from  about  82  million  acres  to  65  million  acres;  cotton  acreage  by  38%  from  13 
million  acres  to  8  million  acres;  and  rice  acreage  by  52%  from  2.5  million  acres  to 
1.2  million  acres  compared  to  the  acreage  projected  under  the  AAA.  Each  year  these 
controls  would  have  to  be  tightened  further  as  new  production  technology  is  adopt- 
ed, thereby  increasing  the  yields  from  each  acre  remaining  in  production.  Thne 
acreage  adjustment  programs  would  need  to  be  supplemented  with  farm  marketing 
quotas  to  further  limit  budget  exposure.  This  would  deprive  the  consumer  of  the 
benefits  of  the  cost  reducing  technology. 

The  gross  revenue  that  a  farmer  receives  is  price  multiplied  by  the  volume  he 
produces.  As  anyone  can  tell  you,  in  a  drought  year,  $4.00  com  doesn't  mean  much 
if  you  only  have  one  quarter  of  vour  crop  to  sell.  With  mandatory  controls,  the  re- 
duced production  that  is  required  would  more  than  offset  the  effects  of  higher  prices 
after  the  first  year,  leaving  farmers  with  a  lower  gross  income  than  Uiey  would 
have  under  the  AAA.  For  example,  by  1991,  gross  returns  from  a  500-acre  Kansas 
wheat  farm  would  be  about  $17,000  less  under  the  mandatory  program  than  for 
AAA. 

And  that's  not  the  end  of  the  story.  Not  only  would  gross  income  be  lower,  costs 
would  be  higher  with  mandatory  controls.  Why  is  this  so?  Under  the  AAA,  land 
prices  and  rents  should  reflect  the  value  of  the  land  in  production,  and  farmers  can 
adjust  operations  to  make  maximum  effective  use  of  their  capital  equipment.  But 
with  mandatory  controls,  land  prices  and  rents  would  quickly  rise  to  reflect  the 
value  of  the  production  "rights'  associated  with  that  land.  The  real  winners  here 
are  landowners  who  are  not  necessarily  producers.  And  with  enforced  limitations  on 
production,  the  costs  of  capital  equipment  would  have  to  be  spread  over  fewer  units 
of  production,  raising  costs  further.  The  result  is  lower  gross  income,  higher  costs 
and  lower  net  income. 

If  the  United  States  chooses  mandatory  controls,  then  we  will  have  made  the 
choice  to  abandon  export  markets,  which  absorbs  around  one-third  of  crop  output 
and  one-fourth  of  total  agricultural  output,  to  produce  primarily  for  domestic  con- 
sumption. The  potential  for  growth  in  the  domestic  market  is  limited.  Our  with- 
drawal from  export  markets  will  provide  the  initiative  for  other  coimtries  to  in- 
crease production.  Thus,  the  government  risks  becoming  the  market  at  enormous 
cost  to  the  tfiutpayer.  Specifically,  by  1990,  U.S.  exports  of  wheat  would  be  over  900 
million  bushels  less  per  year  under  mandatory  controls  than  with  AAA,  a  reduction 
of  about  45  percent.  For  rice,  the  reduction  would  be  even  more  significant:  60  per- 
cent, a  decrease  from  80  million  hundredweight  to  about  30  million  hundredwei^t 
per  year.  Corn  exoorts  would  decrease  from  an  estimated  2.8  billion  bushels  per 
year  to  1.8  billion  bushels  per  year  by  1990  and,  as  a  final  example,  cotton  exports 
would  be  only  about  6  million  bales  in  1990  under  mandatory  controls  as  compared 
to  almost  7  million  bales  under  the  AAA.  Not  only  would  exports  be  reduced  by  the 
higher  prices  under  mandatory  controls,  but  by  the  extremely  unfavorable  trade  at- 
mosphere that  would  be  created  by  the  need  to  raise  new  trade  barriers  to  prevent 
importation  of  cheaper  foreign  supplies  into  domestic  markets.  The  contrast  to  the 
AAA,  with  competitive  prices  and  a  commitment  to  reducing  trade  barriers,  could 
not  be  clearer.  Under  mandatory  controls  our  export  markets  would  decline  and  our 
market  share  would  drop  sharply.  Under  the  AAA,  we  would  gain  a  larger  share  of 
a  growing  world  market.  By  1990  the  U.S.  would  increase  its  market  share  for 
wheat  from  the  current  36  percent  to  45  percent.  The  U.S.  share  of  the  coarse  grain 
market  would  rise  from  60  percent  to  nearly  70  percent. 
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Finally,  I  have  reminded  many  different  audiences  this  past  year  that,  agricul- 
ture, broadly  defined  to  include  all  components  of  the  focxi  and  fiber  system  ac- 
counts for  about  20  percent  of  our  gross  national  product,  and  employs  about  20  per- 
cent of  the  workforce.  Our  e3q)orts  of  agricultural  products  have  contributed  $20  bil- 
lion to  a  trade  surplus  which  offsets  a  part  of  the  U.S.  trade  deficit.  It  has  been 
estimated  that  every  $1  billion  in  agricultural  trade  creates  an  additional  $1  billion 
in  U.S.  economic  activity — and  35,000  jobs. 

Thus  we  could  conclude  that  if  we  choose  mandatory  controls,  we  will  reduce  gen- 
eral economic  activity  in  the  broadly  defined  agricultural  related  sectors  by  $5-10 
billion  and  employment  by  200,000-250,000  jobs  compared  to  the  AAA  through  its 
effects  on  the  eiq)ort  sector  alone.  This  would  include  significant  reductions  in  eco- 
nomic activity  and  emplo3rment  in  the  input  industries  such  as  fertilizers,  chemicals, 
and  equipment,  as  well  as  processing  and  transportation  under  mandatory  controls. 
We  would  be  choosing  to  idle  over  40  percent  of  our  current  cropland  capacity  com- 
pared to  AAA.  I  do  not  believe  that  this  is  a  wise  choice  for  farmers  and  agribusi- 
ness, nor  for  the  rest  of  the  U.S.  economy. 

Let  me  conclude  by  reminding  you  that  the  path  we  follow  in  1985  is  likely  to  set 
the  course  for  agricultural  policy  well  into  the  next  century.  When  President  Roose- 
velt proposed  the  AAA  to  Congress  in  1933,  he  said: 

"I  tell  you  frankly  that  it  is  a  new  and  untried  path,  but  ...  an  unprecedented 
condition  calls  for  the  trial  of  new  means  to  rescue  agriculture." 

Only  a  year  later,  in  1934,  Secretary  of  Agriculture  Henry  Wallace  said: 

'The  present  program  for  readjusting  productive  acreage  to  market  requirements 
is  admittedly  but  a  temporary  method  of  dealing  with  an  emergency.  It  could  not  be 
relied  upon  as  a  permanent  means  of  keeping  farm  production  in  line  with  market 
requirements." 

if  we  fail  to  remember  the  lessons  of  the  past,  we  are  doomed  to  repeat  its  fail- 
ures. We  all  share  a  common  desire  to  preserve  and  promote  this  nation's  most  im- 
portant and  productive  industry.  Winston  Churchill  once  said,  ''you  can  always 
count  on  the  Americans  to  do  the  right  thing  after  they've  tried  everything  else." 
The  Administration  believes  that  the  Agriculture  Adjustment  Act  of  1985  sets  agri- 
culture on  a  course  which  will  ensure  a  longer  term  prosperity  not  only  for  agricul- 
ture but  for  the  entire  U.S.  economy.  The  AAA  of  1933  may  have  been  appropriate 
for  that  time  but  it  is  not  appropriate  for  today  or  the  future. 

Thank  you,  Mr.  Chairman.  I  would  be  happy  to  answer  any  questions  you  or  other 
members  of  the  Conunittee  may  have. 
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MARCH  21  HEARING— LIVESTOCK  AND  POULTRY  ISSUES 

Statement  of  Hon.  Edward  Zorinsky,  a  U.S.  Senator  From  Nebraska 

Mr.  Chairman,  I  want  to  welcome  today's  representatives  of  the  livestock  and 
poultry  industries.  I  am  certain  that  the  testimony  we  hear  today  will  help  us  in 
our  deliberations  on  the  farm  bill.  While  the  committee  may  not  be  recommending 
any  legislative  changes  directed  toward  the  cattle,  hog,  or  poultry  industry,  Ccm- 
gress  nevertheless  affects  these  industries  when  it  makes  chaiiges  in  the  wheat  and 
feed  grain  programs.  For  this  reason,  I  believe  the  comments  made  today  will  be 
most  usefid  in  our  farm  bill  discussions. 

Accomplishments  that  I  would  like  to  see  attained  for  the  livestock  and  poultry 
industries  include: 

(1)  Opening  up  foreign  markets,  such  as  Japan,  for  our  meat  and  poultry  products; 

(2)  Countering  the  subsidies  of  foreign  nations  that  have  taken  away  markets  for 
U.S.  poultry  products  in  the  Middle  East  and  prevented  meat  products  from  gaining 
any  share  of  other  markets; 

(3)  Coimtering  the  flood  of  imports  that  displace  domestic  sales  of  meat  and  poul- 
try; and 

(4)  Lowering  interest  rates. 

Producers  of  meat  and  poultry  have  an  important  interest  in  the  development  of 
the  1985  farm  bill.  In  Nebraska,  many  farms  are  diversified  operations  {nxxludng 
both  commodities  and  livestock.  For  operators  of  feedlots  and  other  farm  enterprises 
purchasing  grain  products  as  feed,  the  legislation  is  important  because  they  need  a 
steady  suppfy  of  grain  at  predictable  prices. 

I  know  of  no  responsible  group  that  advocates  leeislation  that  would  result  in  our 
farmers'  receiving  cheap  prices  for  their  erain.  Cheap  prices  for  grain  eventuaUy 
would  translate  in  disastrously  low  prices  for  beef,  pork,  and  poult^^.  No  one  wants 
that  to  happen. 

Mr.  Chairman,  one  pressing  problem  today  is  the  laifte  and  mwinf^  volume  of 
hogs  and  pork  products  entering  the  United  States  from  Canada.  These  miports  con- 
tinue to  create  additional  hardship  for  financially-troubled  pork  producers  in  Ne- 
braska and  other  states. 

Nebraska  producers  have  pointed  out  that  there  is  a  30-day  (quarantine  period  on 
live  hogs  entering  into  Canada.  This  quarantine  effectively  elimmates  United  States 
eiq)ort  sales  opportunities  in  Canada.  Hogs  and  feeder  pigs  entering  the  United 
States  from  Canada  have  no  such  restrictions. 

In  addition,  the  Canadian  Government  operates  an  income  stabilization  program 
that  results  in  a  payment  to  pork  producers  above  market  returns.  VS.  pm  pro- 
ducers, who  do  not  benefit  from  any  similar  assistance  program,  view  the  Canadian 
program  as  a  subsidy  that  promotes  pork  production  and  results  in  shipments  of 
excess  production  to  the  United  States. 

I  beheve  the  President  should  negotiate  with  the  Canadian  Government  on  eanng 
the  adverse  effects  on  U.S.  pork  producers  caused  by  the  recent  surge  in  Canadian 
imports,  and  to  use  aU  available  authorities  to  protect  the  economic  viability  of  the 
U.S.  pork  production  industiy. 

I  look  forward  to  the  testimony  of  today's  witnesses. 


Statement  of  Hon.  Mitch  McConnell,  a  U.S.  Senator  From  Ksntuckt 

I  am  pleased  that  we  are  including  livestock  and  poultry  issues  in  our  diacuasioni 
of  the  1985  Farm  Bill.  Even  though  these  segments  of  the  agriculture  industiy  do 
not  receive  direct  federal  benefits,  the  decisions  we  make  on  commodity  issues,  con- 
servation issues  and  credit  issues  will  have  a  real  impact  on  livestock  and  pouHiy 
farmers. 

There  is  a  lot  to  be  said  for  the  wav  livestock  and  poultrv  peopjle  do  businsa. 
These  groups  are,  aimably,  currently  the  most  profltable  in  the  agricultural  indus- 
try. We  could  do  well  to  listen  closely  to  the  testmdony  offered  today  to  see  just  idqr 
tKat  is  so. 

Thank  you  Mr.  Chairman. 


Statement  of  Hon.  Patrick  J.  Leahy,  a  U.S.  Senator  From  Vermont 

Mr.  Chairman,  it  is  important  for  the  committee  to  hear  the  views  of  liYsstock 
and  poultry  producers  on  the  kind  of  farm  programs  that  can  restore  profitability  to 
their  industries. 
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During  the  long  hours  of  discussion  that  led  to  the  Dairy  Adjustment  Act  of  1983, 
those  of  us  involved  in  fashioning  the  bill  made  every  effort  to  see  that  livestock 
producers  were  not  disadvantaged  by  the  bill.  In  particular,  we  took  great  precau- 
tions to  see  that  the  rate  of  cow  culling  under  the  Dairy  Diversion  Profi^-am  would 
not  lead  to  precipitous  declines  in  beef  prices.  Our  new  colleague  on  the  committee, 
Senator  Harkin,  was  a  leader  in  this  effort  while  a  Member  of  the  House  of  Repre- 
sentatives. 

I  am  hopeful  that  the  livestock  and  poultry  industries  will  again  be  willing  to 
work  with  those  of  us  vitally  interested  in  enacting  a  workable  dairy  program  for 
fiscal  year  1986  and  future  years.  The  committee  i^  need  the  advise  of  many  ex- 
perts to  establish  a  responsible  farm  bill. 

By  all  estimates,  large  numbers  of  farms  may  go  bankrupt  this  year— perhaps  as 
many  as  7  to  13  percent  of  aU  farms.  Not  aU  oi  these  farms  are  grain  or  cotton 
farms — some  of  these  farms  are  also  involved  in  livestock  or  poultry  or  dairy  pro- 
duction. We  must  work  to  enact  legislation  that  prevents  the  spread  of  the  current 
crisis  in  agriculture  to  farms  and  areas  of  the  coimtry  that  have  not  yet  experienced 
the  crisis. 

I  welcome  the  opportunity  to  have  the  benefit  of  today's  testimony. 


Statement  of  Jo  Ann  SiyOTH,  President,  National  Cattlemen's  Association 

INTRODUCTION 

Mr.  Chairman,  I  want  to  thank  you  for  this  opportunity  to  appear  before  the  Com- 
mittee on  behalf  of  the  National  Cattlemen's  Association.  I  am  Jo  Ann  Smith,  and  I 
currently  serve  as  the  President  of  the  National  Cattlemen's  Association.  The  mem- 
bers of  the  NCA  have  a  strong  interest  in  the  Farm  Bill  that  you  will  be  considering 
over  the  next  few  months,  an  interest  that  has  really  only  been  awakened  over  the 
past  few  years. 

Prior  to  1982,  cattlemen  were  content  to  stay  at  arms-length  with  this  whole  proc- 
ess, preferring  instead  to  allow  the  general  farm  organizations  and  the  "program 
commodity"  organizations  to  develop  "their"  Farm  Bill.  However,  the  payment-in- 
kind  program  and  the  dairy  diversion  program  demonstrated  to  us  that  we  cannot 
afford  to  stand  by.  Our  industry  is  dramatically  affected  by  the  provisions  of  your 
Farm  Bill. 

IMPORTANCE  OF  LIVESTOCK  TO  THE  AGRICULTURAL  ECONOMY 

Mr.  Chairman,  I  want  to  thank  you  for  recognizing  the  importance  of  the  live- 
stock sector  in  scheduUng  this  hearing  for  livestock  and  poultry  input  to  the  Com- 
mittee. We  are  the  largest  single  commodity  in  agriculture  in  terms  of  gross  farm 
income;  cattle  accoimt  for  about  20  percent  of  all  income  for  agriculture.  Further, 
beef  cattle,  dairy,  pork,  poultry,  sheep  and  other  livestock  accoimt  for  about  half  of 
all  agricultural  sales. 

Livestock,  poultry  and  dairy  producers  are  the  biggest  customers  for  feedgrains 
produced  in  the  United  States.  We  buy  and  feed  over  half  of  U.S.  feedgrain  produc- 
tion, and  in  most  years  we  purchase  twice  as  much  com,  sorghum,  barley  and  oats 
as  is  exported.  As  the  largest  customers  for  U.S.  feedgrain  producers,  we  expect  that 
our  input  into  the  development  of  the  feedgrain  programs  will  be  given  due  consid- 
eration. 

We  have  also  foimd,  over  the  past  two  years,  that  we  can  feed  wheat  to  a  greater 
extent  than  we  expected.  But  we  can  only  do  so  when  market  price  differentials  are 
right,  as  occurred  when  the  drought  reduced  feedgrain  supplies,  and  feedgrain 
prices  increased  relative  to  wheat  prices.  We  are  willing  to  utilize  wheat  again,  but 
wheat  prices  must  not  be  artificially  kept  out  of  line  with  feedgrain  prices. 

NCA  ROLE  IN  DEVELOPMENT  OF  THE  1985  FARM  BILL 

Because  we  are  relatively  new  to  the  Farm  Bill  process,  some  have  questioned  our 
legitimacy  in  being  involved.  Let  me  say  now  that  we  do  not  intend  to  write  a  wheat 
or  dairy  or  corn  program  of  our  own.  We  will  leave  that  to  the  respective  commodi- 
ty groups  and  to  the  general  farm  organizations— and  it  looks  like  you  will  get  a 
program  from  each  of  these  groups. 

Chir  only  objective  is  to  assure  that  any  program  that  is  developed  recognizes  the 
import€uice  of  the  cattle  industry  to  the  general  agricultural  economy  and  does  not 
adversely  affect  us.  We  do  have  some  general  philosophical  preferences  which  I  will 
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share  with  you  later,  but  basically,  we  just  want  to  deter  programs  which  create 
problems  for  us. 

GONGRESS  MUST  DECIDE  ON  OBJECTIVES  OF  THE  FABM  BILL 

Now  let  me  turn  to  some  of  our  more  specific  concerns.  Foremost  of  these  con- 
cems  is  the  question  of  farm  policy  objectives.  American  agriculture  has  been  oper- 
ating for  over  fifty  years  under  a  set  of  programs  that  had  the  same  basic  idea,  but 
agriculture  has  changed  dramatically  over  that  same  period  of  time.  While  the  basic 
objectives  have  remained  in  place,  we  have  also  seen  a  number  of  subobjectives 
tacked  onto  the  farm  programs,  and  the  Farm  Bill  has  been  used  as  a  vehicle  to 
achieve  various  social  or  political  or  economic  goals. 

It  is  incumbent  upon  the  Congress  to  define  the  goals  of  the  1985  Farm  Bill  before 
a  new  farm  bill  is  enacted: 

Is  the  purpose  of  a  Farm  Bill  to  assure  income  stability  for  agricultural  produoen 
through  income  transfers  like  the  deficiency  payments?  If  it  is,  then  why  are  more 
than  one  million  beef  cattle  producers  in  this  country  not  included  in  this  program? 

Is  the  purpose  of  the  Farm  Bill  to  assure  commodity  price  stability?  If  it  is,  thai 
why  do  the  stabilization  programs  only  cover  a  few  commodities,  and  why  are  three 
of  the  largest  segments  (beef,  pork  and  poultry)  not  included?  In  fact,  some  of  the 
stabilization  programs  for  the  "program  commodities"  may  actuaUy  de-stabilize  our 
prices! 

Is  the  purpose  of  the  Farm  Bill  to  provide  an  abundant  supply  of  food  to  U.S.  con- 
sumers at  cheap  prices?  If  so,  how  much  will  the  government  spend  in  supporting 
agriculture  to  assure  that  supply  of  food? 

Is  the  purpose  of  the  Farm  Bill  to  utilize  agricultural  products  as  strategic  bar- 
gaining chips?  If  so,  will  the  government  also  assume  responsibUity  for  easing  the 
cost  of  such  strategic  actions  to  agricultural  producers? 

Congress  must  determine  the  goals,  taking  into  account  the  views  of  all  groups 
with  a  stake  in  the  food  and  agricultural  sector.  Only  Congress  can  rise  above  the 
individual  interests  of  the  commodity  groups,  general  farm  organizations  and  other 
groups,  to  develop  and  implement  a  policy  of  change  for  American  agriculture.  We 
hope  that  the  members  of  the  Senate  and  House  are  prepared  to  live  up  to  this  tre- 
mendous responsibility,  and  will  sieze  this  opportunity  to  set  a  new  course  for  agri- 
culture. 

S.  616  IS  A  GOOD  START 

Mr.  Chairman,  you  have  outlined  one  set  of  goals  in  introducing  your  own  Farm 
Bill.  In  your  statement  introducing  S.  616,  you  draw  a  vivid  distinction  between 
"public  utility"  agriculture  and  a  market-oriented  agriculture.  We  agree  with  your 
assessment  that  a  "public  utility"  agricultural  policy  cannot  possibly  work — ^we  are 
not  in  a  closed  economy,  and  we  must  recognize  agriculture  as  a  part  of  a  mudi 
larger  international  economy.  A  "public  utility"  policy  for  agriculture  would  stifle 
and  even  kill  the  entrepreneurial  spirit  that  has  made  American  agriculture  the 
most  productive  in  the  world. 

We  further  agree  with  you  that  change  must  begin  now.  There  will  be  no  "ri^^t" 
time  to  start  moving  toward  a  market-oriented  agriculture,  and  the  longer  we  del^ 
the  move,  the  more  we  prolong  the  problems  we  currently  face.  The  precarious  n- 
nancial  condition  of  many  agricultural  producers  should  influence  how  rapidly  we 
make  the  transition,  but  should  not  deter  us  from  moving  in  the  direction  we  must 
go — toward  allowing  the  market  to  determine  not  only  prices,  but  production  ded- 


NCA  OBJECTIVES  FOR  A  FARM  BILL 

At  our  recent  convention  in  Phoenix,  Arizona,  the  NCA  membership  adopted  a 
resolution  on  agricultural  policy  that  is  as  strongly  supportive  of  a  market  oriented 
agriculture  as  any  farm  or  commodity  organization.  Let  me  share  the  objectives  of 
t£at  statement  with  you: 

"  •  •  •  NCA's  priorities  are  to: 

(1)  Achieve  a  reduction  in  Federal  spending  and  the  deficit, 

(2)  Minimize  direct  federal  involvement  in  agriculture  and  begin  a  phase-out  of 
commodity  programs, 

(3)  Preserve  the  right  of  individual  choice  in  the  management  of  land«  water  and 
other  resources,  and, 

(4)  Provide  an  opportunity  to  compete  in  foreign  markets. 
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Relative  to  our  first  priority,  our  members  say  "The  government  could  do  more 
for  agriculture  by  reducing  federal  spending  than  through  any  conunodity  or  farm 
program".  In  order  for  agriculture  to  get  back  on  track,  the  federal  government 
must  get  its  house  in  order;  we  do  not  need  the  government  to  compound  our  prob- 
lems by  continued  deficit  spending. 

Our  members  believe,  with  good  reason,  that  ''Government  farm  programs  influ- 
ence, change  and  distort  the  price  and  supply  of  beef  cattle''.  We  want  those  adverse 
effects  eliminated,  and  the  most  efficient  way  to  do  so  is  to  phase  out  the  programs 
and  allow  the  market  to  determine  the  price  and  supply  of  agricultui^  commod- 
ities. We  feel  more  confident  in  our  ability  to  anticipate  market  conditions  than  to 
second-guess  what  might  come  from  the  pen  of  a  bureaucrat  or  the  collective  pen  of 
Congress. 

A  very  deeply  held  principle  for  cattle  producers  is  that  the  right  of  choice  in  the 
use  of  resources  must  be  pre-eminent.  Tlie  market  will  exercise  sufficient  control 
over  the  use  of  these  resources.  The  last  thing  we  need  are  government  programs 
that  encourage  an  inappropriate  use  of  private  resources. 

Finally,  we  must  continue  to  develop  an  export  market  for  all  agricultural  prod- 
ucts, including  such  value-added  products  as  beef.  The  trade  policy  of  the  United 
States  must  be  integrated  with  domestic  policy,  and  must  also  be  strong  enough  to 
overcome  the  challenges  of  barriers  to  exports  of  our  products. 

UNACCEPTABLE  ALTERNATIVES 

We  are  aware  of  some  program  alternatives  that  may  be  offered  which  we  know 
we  cannot  support.  Three  in  particular  seem  to  be  getting  a  lot  of  attention  at 
present: 

(1)  Two-tiered  pricing  systems:  This  proposal  essentially  offers  grcdn  producers  two 
prices  for  their  crops.  Up  to  some  level  of  production,  producers  would  receive  a 
(higher)  domestic  price.  The  balance  of  their  production  would  be  sold  into  the 
"world"  market  at  prevailing  (but  presumably  lower)  world  market  prices. 

At  first  glance,  this  program  wounds  reasonable.  In  fact,  we  could  even  support  it 
with  one  slight  change — we  must  have  the  opportunity  to  purchase  our  grain  for 
feed  in  either  the  world  or  the  domestic  market,  wherever  the  price  is  lower!  Obvi- 
ously, this  would  defeat  the  intent  of  the  program,  but  the  point  is  that  the  domestic 
livestock  sector  is  still  the  largest  customer  for  feedgrains.  We  cannot  understand 
why  the  grain  sector  would  insist  on  treating  its  largest  customer  this  way. 

(2)  **Marketing  loan  "  arrangements:  Some  have  advocated  doing  away  with  target 
prices,  and  instead  setting  loan  rates  at  higher  levels  but  allowing  producers  to 
repay  loans  at  prevailing  market  prices  without  penalty.  For  example,  set  the  com 
loan  rate  at  $3.50  per  bushel;  if  corn  prices  are  at  $2.50,  the  com  producer  would 
sell  com  and  repay  the  loan  at  that  rate,  keeping  the  $1.00  difference  in  price. 

The  problem  with  this  idea  is  two-fold:  First,  if  the  program  is  to  work,  there 
must  be  payment  limitations  (to  avoid  huge  program  costs)  or  a  supply  management 
program  must  be  implemented  (or  both).  Under  a  payment  limitation,  however,  the 
large  producers  who  account  for  the  greatest  share  of  the  crop  would  not  participate 
and  prices  would  likely  fall  (increasing  program  costs).  Under  a  supply  management 
program,  however,  the  livestock  sector  is  the  loser,  since  production  and  feedgrain 
supply  would  respond  to  the  government  programs  and  not  to  market  demand  and 
prices. 

Second,  this  program  is  the  same  old  wolf  in  a  slightly  different  sheepskin— the 
marketing  loan  really  is  the  present  target  price/deficiency  payment  program. 
While  there  will  be  no  loan  to  set  a  bottom  on  price,  the  payment  limitations  and/or 
supply  controls  implemented  to  control  budget  costs  will  serve  the  same  purpose. 
This  is  just  the  kind  of  program  that  got  us  into  the  mess  we  are  in  now,  and  we  do 
not  need  more  of  the  same. 

Third,  Dairy  diversion  Programs:  We  opposed  this  subsidy  to  slaughter  when  it 
first  passed  CJongress  and  we  continue  to  oppose  it  in  any  form.  The  diversion  pro- 
gram is  one  of  the  most  blatant  examples  of  how  a  program  for  one  commodity  can 
adversely  affect  other  commodities.  Paying  dairy  farmers  to  reduce  production  effec- 
tively amounts  to  a  subsidy  to  slaughter  dairy  cows,  in  competition  with  beef,  and 
other  meat  and  poultry  producers. 

A  particular  concern  is  the  idea  of  a  standard  diversion  program,  allowing  the 
Secretary  to  institute  a  limited  term  dairy  diversion  under  certain  circumstsuices. 
This  "on-again,  off-again"  approach  is  absolutely  unacceptable.  We  have  enough 
trouble  planning  for  our  business  as  it  is,  without  compounding  the  problem  with 
the  uncertainty  and  threat  of  an  optional  or  stand-by  diversion. 
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SPECIFIC  RESPON8B  TO  THE  ADMINISTRATION  FARM  BILL  PROPOSAL  AND  TO  8.  616 

Mr.  Chairman,  we  applaud  you  for  introducing  S.  616.  It  appears,  at  first  analysis, 
to  address  many  of  our  concerns.  You  provide  for  a  loan  rate  and  target  price  mech- 
anism that  reflect  market  conditions;  the  export  section  more  meat  thuan  the  Admin- 
istration has  offered;  the  credit  measures  move  us  toward  a  positive  borrower^ 
lender-government  interaction,  and  the  transition  period  is  reasonable  and  main- 
tains a  safety  net  while  American  farmers  respond  to  the  change. 

We  have  asked  the  Secretary  of  Agriculture  for  an  "economic  impact  analysis"  of 
the  effect  the  Administration  Farm  Bill  will  have  on  agriculture  and  spedficallv  on 
the  cattle  industry.  We  intend  to  ask  for  the  same  kind  of  cmalysis  of  your  Inll  mm 
the  USDA. 

Finally,  our  Agricultural  Policy  Committee  is  reviewing  the  proposals  that  are  on 
the  table  thus  far.  We  intend  to  have  a  written  statement  of  our  positicm  on  S.  616 
to  you  by  April  10,  for  your  review.  As  I  noted,  we  see  many  very  positive  features 
in  your  biU,  but  we  must  proceed  carefully  with  an  in-depth  cmalysis  before  comimt- 
ting  ourselves. 

CONCLUSION 

Mr.  Chairman,  we  ui^  you  and  the  members  of  this  Committee  to  proceed  care- 
fuUy,  but  as  expeditiously  as  possible  to  achieve  a  new  direction  for  American  agri- 
culture. The  time  for  beginning  this  change  for  agriculture  is  now,  and  we  applaud 
the  leader^p  that  you  have  shown  in  heading  us  in  that  direction.  Thank  jrou  for 
this  opportunity  to  present  our  views. 


Statement  of  James  Wright  Jackson,  National  Pork  Producers  Council 

Mr.  Chairman  and  Members  of  the  Committee:  We  appreciate  this  opportunity  to 
share  with  the  Committee  our  positions  on  issues  for  the  1985  Farm  Bill. 

The  National  Pork  Producers  Council  (NPPC)  is  the  largest  commodity  organia- 
tion  in  the  nation  with  an  identified  membership,  representing  315,000  farm  femi- 
lies. 

One  of  the  major  external  factors  affecting  pork  production  profitability  is  the 
policies  of  the  federal  government  as  it  impacts  upon  a  producer's  cost  of  doing  busi- 
ness and  a  producer's  ability  to  effectivehr  market  products.  It  is  only  natural  then 
that  one  of  the  key  objectives  for  1985,  given  high  priority  and  articulated  by 
NPPCs  Government  Relations  Policy  Development  Group  is  to  "develop  guidelines 
and  actively  participate  in  farm  policy  debate." 

We  want  to  focus  this  Committee's  attention  upon  the  economic  hardships  beiog 
currently  suffered  by  the  family  farm  system  and  upon  the  importance  of  maintain- 
ing that  system  for  a  strong  and  vibrant  democracy. 

Our  policy  recommendations  focus  on  the  needs  of  the  315,000  producers  who  con- 
tinue to  maintain  ho^  operations  in  the  face  of  increased  interest  rates,  unfair  suJisi- 
dized  foreign  competition,  governmental  advise  on  consumer  eating  habits,  and  reg- 
ulation of  rood  safety  that  is  often  harmful  to  product  marketing. 

We  want  our  producers,  who  are  increasingly  involved  in  a  technologically-ad- 
vanced and  Capitol  intensive  process,  to  obtain  adequate  return  for  their  substantial 
investment  of  time,  energy,  and  dollars.  That  is  the  only  way,  there  will  continue  to 
be  enough  pork  producers  who  can  assure  America  what  it  expects  of  its  farmers: 
an  di)undant  and  safe  supply  of  reasonably  priced  food. 

The  Senate  will  be  deliberating  and  deciding  the  specifics  of  food  and  agriculture 
policy  for  tiie  country.  This  will  occur  in  the  process  of  enacting  a  new  Farm  Bill, 
which  has  traditionaUy  been  the  centerpiece  of  such  policy. 

The  NPPC  has  a  (urect  economic  stake  in  such  policy  development.  We  have 
always  believed  and  continue  to  believe  that,  despite  50  years  of  farm  biUs  that  have 
injected  the  federal  eovemment  into  the  farm  marketplace  as  its  chief  regulator, 
farmers,  and  especially  pork  producers,  are  likely  to  be  more  costpeffective,  more 
productive,  more  competitive  and  ultimately,  more  profitable  when  they  are  left 
alone  without  artificial  price  fioors  or  artificial  production  controls  affecting  their 
input  and  inhibiting  their  activities. 

Unfortunately,  in  recent  years,  we  have  witnessed  numerous  efforts  by  other  tarn 
organizations,  often  succesdul,  to  devise  and  take  advantage  of  governmental  pro- 
grams structured  in  such  a  way  that  they  favor  some  segments  of  agriculture  at  the 
expense  of  the  economic  interests  of  pork  producers. 

NPPC  does  not  enter  the  food  and  agriculture  polipy  arena  with  the  intent  of  pro- 
moting new  or  revised  commodity  programs  that  would  place  the  government  di- 
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rectly  on  the  side  of  enhancing  the  income  of  pork  producers.  We  have  not  done  this 
for  fifty  years.  We  do  not  propose  to  begin  to  do  so  today. 

Many  individual  hog  farmers  may  wish  to  participate  in  advocating  spedfic  com- 
modity programs  in  connection  with  their  production  of  other  crops,  such  as  com  or 
soybeans  (or,  occasionally,  tobacco,  peanuts,  or  cotton)  that  may  account  for  a  signif- 
icant portion  of  their  gross  farm  income.  But  the  NPPC,  despite  the  fact  that  many 
of  our  members  produce  more  than  one  commodity  (usually  commodities  that  are 
heavily  influenced  by  targeted  programs),  is  not  an  advocate  for  increased  govern- 
ment intervention  or  regulation.  We  are  more  concerned  about  minimizing  the  ad- 
verse impact  of  the  government  on  our  industry  and  about  fostering  the  unfettered, 
interplay  of  supply  and  demand  as  the  factors  that  determine  profit  and  loss. 

What  we  seek  is  fair  play  and  equal  treatment.  We  do  not  want  the  government 
to  unreasonablv  raise  our  costs  of  doing  business,  whether  it  be  in  the  form  of  inter- 
est rates  at  a  level  exaggerated  by  virtue  of  the  government's  fiscal  policies,  or  in 
the  form  of  charges  for  feed  or  energy  that  are  unnecessarily  inflated  by  federal 
limitations  upon  production  or  taxation.  We  do  not  want  the  government  to  wel- 
come competitive  pork  production  from  foreign  countries  whose  exports  to  us  are 
subsidized  by  foreign  governments  without  adequately  enforcing  the  fair  trade  laws 
now  in  effect  or  to  place  us  at  a  competitive  disadvantage  by  encouraging  the  un- 
natural and  excessive  marketing  of  domestic  red  meat  that  will  depress  the  prices 
we  might  otherwise  secure. 

NPPC  does  not  want  the  government  to  favor  producers  of  any  one  commodity  if 
the  result  will  harm  producers  of  other  commodities.  The  federal  government,  above 
all,  should  do  no  harm  to  any  sector  of  productive  agriculture,  or,  if  that  is  not  feasi- 
ble, should  minimize  the  negative  impact  of  its  programs  on  any  one  sector. 

The  government  that  governs  best  on  behalf  of  pork  producers  and  their  profit- 
ability is  one  that  governs  least— and,  above  all,  spends  less.  Our  current  monetaiy- 
fiscal  policy  characterized  by  immense  deficits  and  attendant  high  interest  rates,  di- 
rectly hurts  pork  producers.  We  pay  more  than  we  should  in  interest  rates  to  fi- 
nance our  land,  facilities,  and  operations.  That  aggravates  our  cash  flow  problems, 
pressures  many  producers  to  liquidate  part  of  their  herds,  and  reduces  our  prospects 
for  obtaining  revenues  in  excess  of  our  expenses.  The  same  high  interest  rates  help 
boost  the  value  of  the  dollar  and  undermine  our  competitive  ability  to  export  wheat, 
com,  and  soybeans,  resulting  in  disappointing  commodity  prices  and  creating  a  cli- 
mate favorable  to  limitations  upon  productions.  The  dollar  s  value  also  functions  to 
attract  producers  from  foreign  countries  to  invade  our  domestic  markets.  We  en- 
dorse efforts  to  reduce  those  deficits  substantially  by  reducing  government  spending. 

While  NPPC  supports  the  most  free  market  possible,  we  recognize  it  is  unrealis- 
tics  to  assume  existing  commodity  programs  will  vanish  overnight.  NPPC  proposes 
these  programs  be  phased  out  over  a  reasonable  period  of  time.  We  realize  groups 
that  favor  modifying  rather  than  eliminating  the  existing  mix  of  loans,  target 
prices,  and  acreage  <&version  programs  have  exhibited  consioerable  clout.  Thev  wish 
to  maintain  these  programs  essentially  intact,  while  modifying  certain  details. 
While  we  are  skeptical  about  the  beneficial  impact  of  the  prevailing  policies  on  pro- 
ducers, we  want  to  support  those  transition  changes  that  will  gradually  move 
present  programs  in  the  direction  closest  to  the  competitive  marketiflace. 

Agriculture  must  have  sufficient  time  to  a4just  and  adapt  to  the  new  competitive 
world  economy  in  which  it  finds  itself.  Thus,  tuning  becomes  the  most  critical  factor 
for  our  fellow  producers,  many  of  whom  have  become  financially  dependent  on  some 
of  the  present  federal  programs. 

There  is  another  vital  element  that  must  be  addressed  simultaneously.  Our  gov- 
ernment must  also  face  up  to  the  reality  of  the  world  marketplace,  and  begin  insist- 
ing that  its  trading  partners  recognize  that  free  trade  is  not  just  a  one-way  proposi- 
tion with  red,  white  and  blue  markings  on  it. 

It  is  with  the  premise  that  the  federal  government  will  become  more  aggressive  in 
equalizing  trade  policies  with  other  nations,  that  NPPC  makes  its  farm  policy  rec- 
ommendations. 

Loan  Rates— NPPC  supports  the  setting  of  loan  rates  at  levels  that  will  operate 
(1)  to  stabilize  commodity  prices  and  either  avert  entirely  or  dampen  the  cyclical 
price  swings  that  deter  investment  and  undermine  producer  coimdence  and  (2) 
allow  prices  for  commodities  to  be  set  by  the  workings  of  supply  and  demand  rather 
than  with  reference  to  the  loan  rates,  thereby  avoiding  the  establishment  of  artifi- 
cially high  prices,  the  attendant  loss  of  export  markets  to  foreign  competitors,  and 
the  stimulation  of  excessive  production,  and  (8)  are  both  flexible  and  enduring  over 
the  long-run,  rather  than  merely  an  ad  hoc  reaction  to  temporary  conditions  that 
must  be  revamped  every  year.  T6  this  end,  we  would  endorse  decreasing  the  current 
level  of  loan  subsidization  and  replacing  it  with  a  program  of  loan  rates  that  fluctu- 
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ate  and  are  acljusted  in  accordance  with  but  fall  distinctly  below  the  average  of 
recent  years'  markets,  without  any  artificial  floor  that  might  cause  the  loan  rate  to 
approach  or  exceed  the  market  price. 

NPPC  opposes  any  effort  to  create  a  two-tiered  system  that  would  allow  commod- 
ities intended  for  export  to  be  priced  at  market-clearing  levels,  while  providing  sup- 
port for  commodities  for  domestic  consumption  at  a  different  and  higher  level.  That 
is  precisely  the  kind  of  program  that  would  enhance  the  interest  of  some  producer 
groups  at  the  expense  not  only  of  other  producers,  but  also  of  American  consumerB. 

Target  Prices — We  would  hope  that  eventually  there  would  no  longer  be  any  need 
to  retain  programs  to  prop  up  producer  income.  If,  however,  that  n^d  continues  to 
receive  sufficient  political  support,  the  price  supports  established  should  float  up  or 
down  with  the  loan  rates  rather  than,  as  in  the  recent  past,  being  fixed  (on  the  bctfds 
of  poor  price  forecasting)  at  some  artiflcial  figure  unrelated  to  market  prices.  Defi- 
ciency payments  made  in  connection  with  diversion  or  set-aside  programs  should 
not  reward  double-cropping  the  same  acres  (including  using  set-asicte  acreage  to 
graze  livestock). 

Production  Contois — NPPC  does  not  encourage  the  imposition  of  any  promotion 
controls  that  would  significantly  increase  governmental  outlays  for  agricultural  pro- 
grams. In  particular,  there  should  be  no  new  programs  exchanging  payments  for 
non-production  of  commodities  that  might  result  in  increasing  the  supply  of  com- 
modities that  compete  with  pork. 

Reserve — We  support  the  termination  of  the  existing  farmer-owned  grain  reserves 
for  com  on  a  gradual  phased  basis,  designed  to  time  its  release  into  the  market  in 
such  a  way  as  to  limit  adverse  price  impact. 

NPPC  supports  the  concept  of  a  farmer-owned  reserve  for  wheat  that  would  oper- 
ate to  pnmde  for  emergency  overseas  food  needs  rather  than  to  bolster  maricet 
prices. 

We  oppose  the  creation  of  any  government-owned  commodity  reserves. 

Dairy—The  dairy  industry  is  an  important  agriculture  sector  in  every  state.  Biilk 
is  produced  on  3()0,000  farms,  about  two-thirds  of  those  commercial  dairy  farms. 
Dairy  products  worth  $18.8  billion  were  sold  in  FY  1983,  14  percent  of  cash  fonn 
sales. 

Federal  dairy  policy  establishes  milk  price  support  levels  which  are  achieved 
through  purchases  of  cheese,  butter,  and  nonfat  dry  milk;  through  a  nation-wide 
system  of  market  orders;  and,  through  quotas  on  imported  cheese.  It  is  one  of  the 
most  complex  in  the  agricultural  sector.  But,  the  industry  continues  to  face  preasiire 
for  econcHnic  a4justment.  The  domestic  market  grows  only  slowly  while  productivity 
advances  rapidly.  Since  1970,  milk  output  per  cow  has  increased  30  percent  in  con- 
trast to  only  a  13  percent  growth  in  commercial  use.  Legislatively  established  price 
support  levels  have  led  to  a  verv  large  Commodity  Credit  Corporation  iCCO  pur- 
chases of  butter,  cheese,  and  nonfat  milk  and  high  government  costs. 

For  many  years,  the  milk  price  support  level  was  tied  directly  to  parity.  The  1977 
Farm  Act  raised  the  minimum  support  level  from  75  to  80  percent  of  parity,  and  it 
was  held  at  that  level  until  1981.  Tlie  1981  Act  reduced  the  minimum  support  to  75 
percent  of  parity  and  gave  the  Agriculture  Secretary  flexibility  for  lower  support 
when  production  was  in  surplus,  but  included  a  schedule  of  annual  minimums. 

However,  surpluses  and  program  costs  have  remained  high.  As  a  result,  daily  pro- 
visions of  the  1981  Act  have  been  superseded  twice.  The  FY  1982  Budget  Act  al- 
lowed the  Secretary  to  forego  the  price  support  increases  required  in  the  1981  Act 
and  permitted  a  deduction  of  up  to  $1  per  hundredweight  (cwt)  on  all  commercial 
sales.  In  November  1983,  a  15  month  voluntary  program  paid  producers  to  cut  pro- 
duction, reduced  price  supports  for  all  producers  by  $1  per  cwt,  and  continued  a 
$0.50  per  cwt.  deduction  on  commercial  sales. 

The  program  in  combination  with  lower  price  supports  and  sharplv  hii^ier  fM 
costs  m  1SKB4  (a  result  of  Payment-m-Kind  (PK)  and  drought  in  1983)  has  led  to 
heavy  culling,  fewer  cows,  less  milk  per  cow,  and  declining  surpluses.  At  the  same 
time,  commercial  use  has  been  rising  more  rapidly  than  it  has  for  several  years,  and 
net  CCC  purchases  have  been  lower. 

While  CCC  purchases  have  frequently  been  large,  exceeding  four  billion  pounds 
per  year  in  19  of  the  34  years  the  program  has  been  in  operation,  the  extent  of 
mtervention  in  the  dairy  market  in  recent  years  is  unprecedented.  In  1953/54,  COC 
bought  11.3  billion  pounds  (at  a  cost  of  $500  million),  the  greatest  amount  until 
1981.  Since  then,  purchases  have  averaged  12.3  billion  pounds  and  the  government 
inventory  has  grown.  The  CCC,  since  1950  has  spent  a  total  of  $17.5  billion  on  dairy 
supports  and  donations.  Costs  over  the  last  Ave  years  have  accounted  for  4B  parotnt 
of  the  34  year  total. 
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The  federal  dairy  program  affects  American  consumers  and  livestock  producers  in 
several  ways.  Dairy  price  supports  have  held  prices  above  market  clearing  levels 
and  have  reduced  consumption.  The  import  quotas  and  restrictions  on  international 
trade  have  emphasized  this  impact.  The  market  order  regulations  have  stabilized 
the  regional  price  structure  for  fluid  milk  and  limited  regional  product  flows,  as 
well  as  restricted  the  use  of  some  products.  While  precise  estimates  are  impossible, 
conservative  estimates  place  the  total  annual  cost  to  the  American  consumer  of  the 
milk  program  at  $2  bUlion. 

NPPC  believes  that  the  free  market  can  achieve  economies  of  producticm  better 
than  federal  programs.  We  do  not  wcmt  to  be  placed  at  a  competitive  disadvantage 
by  dairy  producers  whose  ver^  real  problems  depress  the  prices  pork  producers 
might  otherwise  receive  for  their  product. 

Pork  producers  encourage  self-help  programs  which  lead  to  systematic  reductions 
of  dairy  herds,  provided  that  pork  producers  are  not  placed  at  a  competitive  disad- 
vantage by  encouraging  the  unnatural  and  excessive  marketing  of  domestic  red 
meat.  Depressing  red  meat  prices  below  what  pork  producers  might  otherwise 
obtain  or  requiring  taxpayers  to  subsidize  dairy  programs  should  not  be  the  legislat- 
ed policy  of  our  federal  government. 

The  Dairy  and  Tobacco  Adjustment  Act  of  1983  should  be  preserved  through  Sep- 
tember 30,  1985.  Under  the  terms  of  this  law,  on  April  1,  1985— the  day  alter  the 
paid  diversion  program  ends— the  dairy  price  svLpjport  level  may  be  cut  another  50 
cents  per  hundred  weight  if  estimated  annual  COC  purchases  exceed  six  billion 
pounds  milk  equivalent.  In  light  of  present  estimates  of  quantities  purchased  b^  the 
COC  through  legislated  mcmdiettory  purchases  of  milk  equivalent,  uiese  cuts  will  be 
instituted. 

The  federal  government  can  only  encourage  a  reduction  in  dairy  herds  by  allow- 
ing milk  prices  to  transmit  the  appropriate  signals  to  dairy  producers.  Current  pro- 
jections suggest  dairy  price  supports  should  be  reduced  to  real  market  levels.  Cmly 
then  will  milk  producers  be  able  to  realistically  determine  the  required  production. 

The  transition  for  dairy  farmers  from  heavy  dependence  on  government  rmila- 
tions  and  price  supports,  to  more  market  oriented  programs  wQl  mean  significant 
economic  changes.  However,  such  acljustments  will  reduce  both  U.S.  Treasury  and 
consumer  costs,  and  in  the  long  run  will  beneflt  dairy  farmers. 

The  1985  Farm  BUI  should  modify  the  dairy  program  to  enable  market  prices  to 
reflect  supply  and  demand  conditions. 

The  price  support  provisions  in  the  1985  Bill  should  provide  a  transition  to  a 
longer  term  program  that  generally  avoids  market  intervention  and  stock  accumu- 
lation. Any  income  support  efforts  should  be  based  on  producer  needs. 

Price  support  levels  should  not  be  specifled  in  law,  nor  should  base  levels  be  in- 
dexed. Price  support  minimums  should  be  decreased  gradually  from  current  levels 
and  eventually  phased  out.  Programs  that  pay  farmers  to  reduce  production  are  not 
needed. 

Export  Initiatives— Although  the  market  forces  of  supply  and  demand  would,  if 
left  to  their  own  devices,  function  well  in  the  domestic  context,  that  is  not  necessari- 
ly the  case  in  the  export  market,  where  competition  on  an  equal  basis  with  foreign 
producers  may  require  that  the  federal  government  intervene  to  ofGset  unfair  for- 
eign marketing  practices,  rules,  or  subsidies  and  to  develop  foreign  markets  in  a 
fashion  not  accomplishable  by  individual  producers  who  lack  governmental  author- 
ity and  cannot  readily  act  in  concert. 

WhUe  the  overseas  market  for  pork  appears  to  be  limited  at  present  to  an  amount 
that  fluctuates  between  2  and  3  percent  of  our  annual  production  (approximately 
$250-$300  million),  NPPC  is  convinced  that  the  government  could  do  more  to  en- 
hance the  overseas  sales  of  pork  products  and  of  all  migor  commodities.  According- 
ly, we  endorse  exploration  and  implementation  by  the  federal  government  of  a  wide 
range  of  export  promotion  initiatives  that  would  increase  the  demand  for  American 
agriculture  without  entailing  excessive  budget  costs.  This  may  be  accomplished 
through  furnishing  concessional  loans  or  supporting  Public  Law  480,  sales  and  dona- 
tions to  needy  countries,  or  extending  export  credits  or  any  other  budget-sparing 
device.  Subsidies  should  be  resorted  to  by  the  United  States  only  under  conditions 
suggesting  that  they  are  necessary  to  combat  subsidies  already  extended  by  compet- 
ing countries  that  have  displaced  us  from  our  traditional  markets. 

NPPC  opposes  any  resort  to  trade  embargoes  or  any  threat  to  utilize  them  applied 
to  any  goods  or  services  produced  in  the  United  States  and  intended  for  sale  over- 
seas that  operates  to  undermine  the  confidence  of  overseas  consumers  in  our  reli- 
abilitv  as  a  supplier.  We  especially  oppose  any  embargo,  threatened  or  actual,  that 
would  focus  solely  upon  one  or  more  agricultural  products. 
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Resource  Conservation — NPPC  recognizes  that  future  agricultural  productivity  in 
this  country  depends  upon  the  continued  availability  of  an  adequate  supply  of 
ground  water  and  fertile  cropland.  It  is  in  the  long-term  interest  of  agriculture  not 
to  exhaust  these  resources  for  short-term  profit.  We  support  any  so-<»uled  "sodbust- 
er"  legislation  that  would  deny  all  federal  program  benefits  for  commodities  pro- 
duced on  certified  highly  erodible  or  marginal  land. 

NPPC  opposes  any  creation  of  a  conservation  reserve  through  buying-up  and  re- 
tiring fragile  or  marginal  lands  that  have  been  used  for  production  bemuse  we  be- 
lieve that  such  use  of  federal  funds  would  reward  improper  agricultural  practices. 
The  excessive  costs  associated  with  farming  such  land  should,  absent  any  fowm- 
ment  payment,  ultimately  render  such  land  unattractive  for  continued  explmtatioD. 
In  particular,  we  would  strongly  object  to  any  paid  conservation  program  that  en- 
courages the  use  of  idled  land  for  the  purpose  of  raising  livestock. 

Research  and  Education — NPPC  is  convinced  that  the  federal  government  is  aUe 
to  undertake  research  and  consumer  education  programs  that  are  beyond  the  means 
of  individual  commodity  producers,  including  pork  producers,  but  that  enhance  the 
well-beinjpf  of  the  American  consumer  by  assuring  the  provision  of  an  abundant,  safe 
supply  of  reasonably-priced  food.  We  endorse  the  continuation  and  expansion  of  re- 
search that  would  lower  costs  and  enhance  consumption  through  (1)  promotiing  the 
acceptability  to  the  consumer  of  pork  and  pork  products  as  a  healthy  compcment  of 
a  normal  diet,  (2)  extending  the  shelf  life  of  pork  and  pork  products,  (3)  improving 
the  efficiency  by  which  feed  is  transformed  into  edible  lean  pork  through  the  incen- 
tive of  pricing  systems  based  on  lean  meat  or  through  technologicsd  change,  and  (4) 
improvincr  the  collection  and  distribution  of  market  information  and  supply  forecast- 
ing in  order  to  overcome,  or  at  least  moderate,  disastrously  inefficient  q^es  of  pro- 
duction. 

Diet/Health — NPPC  urges  the  Senate  to  review  the  current  process  of  developing 
public  policy  relating  to  nutrition  messages  to  consumers. 

We  feel  it  is  imperative  that  Congress  establish  a  mechanism  for  the  coordination 
of  messages  that  government  sends  to  the  consuming  public  about  the  nutritional 
contribution  of  animal-based  products  and  insure  that  any  such  advice  is  derived 
from  sound  scientific  research.  Government  messages  to  consumers  must  not  pit  one 
government  agency  against  another. 

The  government  has  to  recognize  the  serious  economic  impact  of  anv  unfounded 
negative  statements  about  the  consumption  of  meat  or  livestock  products  that  it 
makes  or  endorses  and  take  special  care  before  becoming  involved  in  adversely  af- 
fecting consumer  demand. 

The  federal  government  engages  in  substantial  purchases  of  conunodities  under 
specific  programs  intended  to  furnish  foodstuffs  to  needy  families  regardless  of  thdr 
composition,  the  elderlv,  school  children,  charitable  institutions,  day  care  programs 
and  sununer  camps.  AU  told,  conunodity  purchases  for  these  purposes  in  fiacal  year 
1983  amounted  to  nearly  $1.4  billion.  As  long  as  these  programs  continue  to  be 
funded,  they  should  be  administered  in  such  a  fashion  that  they  do  not  discruninate 
among  competitive  red  meat  products. 

In  fiscal  year  1983,  $10  worth  of  beef  was  purchased  for  these  donations  for  eveiy 
$1  worth  of  pork,  and  $7.50  worth  of  chicken  and  turkey  for  every  $1  worth  of  poik. 
The  lasting  effect  of  these  discriminatory  purchases  and  subsequent  donations  is  to 
suggest,  pcu-ticularlv  to  school  children  in  their  formative  years  (where  in  the  school 
food  program,  the  beef-to-pork  and  poultry-to-pork  ratios  were  30  to  1  and  20  to  1, 
respectively),  that  it  is  better  to  eat  beef,  chicken  and  turkey  than  to  consume  pork. 
Lifelong  consumption  habits  that  undermine  the  sales  of  pork  and  pork  producte  are 
likely  to  result  from  this  pattern  of  governmental  favoritism.  The  ^[ovenmnMnt 
shomd  exhibit  scrupulous  neutrality  among  competing  products  in  handling  its  com- 
moditypurchases  and  donations. 

Mr.  chairman,  I  thank  you  for  this  opportunity  to  be  heard.  If  there  are  any  ques- 
tions, I  will  be  glad  to  try  to  answer  them. 


Statebient  of  Ralph  J.  Rohner,  the  Columbus  School  of  Law,  the  Cathouc 
Uniyersffy  of  America,  on  Behalf  of  the  American  Meat  Institute 

Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  Ralph  J.  Rohner,  and  I 
am  a  Professor  of  Law  at  the  Catholic  University  of  America  in  Washington,  D.C, 
where  I  have  taught  courses  in  the  commercial  law  area  for  twenty  years.  I  appear 
today  on  behalf  of  the  American  Meat  Institute,  the  national  trade  aasociatiMi  rep- 
resenting packers  and  processors  of  meat  and  meat  products.  I  take  this  oppc^tunity 
to  bring  to  this  Comnuttee's  attention  a  problem  in  state  law  that  seriouaty  thnai- 
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ens  the  economic  viability  of  many  in  the  agricultural  community.  Accompanying 
me  is  Gary  Jay  Kushner,  AMI's  Vice  President  and  General  Counsel. 

We  are  here  today  to  register  AMI's  support  for  the  Stenholm/Gunderson  "clear 
title''  bill  introduced  in  the  House  of  Representatives  on  Biarch  19,  which  would 
amend  the  Farm  Bill  to  remedy  a  situation  that  is  simply  fundamentally  unfair  to 
the  purchasers  of  agricultural  products.  A  broad-based  coalition  of  other  organiza- 
tions also  representing  buyers  of  farm  products  supports  that  bill  as  well.  Under  the 
uniform  commercial  law  in  all  states  save  California,  purchasers  who  in  good  faiUi 
pay  sellers  for  farm  products  remcdn  legally  subject  to  the  liens  of  lenders  covering 
those  farm  products.  If  a  seller/debtor  defaults  on  the  loan,  or  fails  to  account  for 
the  sale  proceeds,  the  buyer  can  be  forced  to  pay  twice  for  the  goods,  once  at  the 
time  of  sale  and  agcdn — often  months  or  years  later— when  the  bank  or  other  lender 
sues  the  purchaser  for  conversion  of  its  collateral.  This  result  obtains  because  of  an 
antiquated  limitation  on  the  good  faith  purchaser  rule  in  section  9-307  of  the  Uni- 
form Commercial  Code.  Buyers  of  commercial  inventory  generally  take  free  and 
clear  of  earlier  security  interests,  but  buyers  of  agricultural  inventory— "farm  prod- 
ucts"—do  not 

We  have  earlier  submitted  to  both  the  Senate  and  the  House  an  extensive  cmaly- 
sis  of  this  state  law  rule,  and  we  would  be  happy  to  supply  further  copies  of  that 
analysis  to  this  Committee  and  its  staff. 

Hearings  were  held  on  this  problem  in  the  House  in  1983  and  1984,  and  in  the 
Senate  in  1984.  The  record  of  those  hearings  is  replete  with  first-hand  testimony  of 
the  hardship  and  inequity  caused  by  the  UCC  provision.  The  aggregate  amount  of 
claims  filed  by  lenders  against  innocent  purchasers  of  crops  and  livestock  easily 
runs  into  millions  of  dollars  just  based  on  the  statements  of  prior  Congressional  wit- 
nesses. The  typical  case  is  one  where  a  rancher  or  farmer  sells  his  crop  or  herd  to  a 
buyer  who  is  unaware  that  there  are  outstanding  liens  on  the  goods.  The  producer 
fails  to  account  for  the  sale  proceeds  to  the  lender  holding  the  security  interest,  and 
when  the  producer  then  defaults  on  the  loan  the  lender  files  a  claim  against  the 
buyer  on  the  theory  that  the  purchaser  has  unlawfullv  "converted"  the  lender's  col- 
lateral. Such  claims  force  the  buyer  to  pay  agcdn  for  the  same  goods. 

The  source  of  this  problem— the  so-ccdled  farm  products  exception"  of  the  UCC — 
is,  we  submit,  an  ui^ustifiable  rule  of  law  that  ought  to  be  abrogated  by  federal  stat- 
ute, as  the  Stenholm/Gunderson  bill  would  do. 

Our  earlier  statements  describe  the  anomalous  nature  of  the  farm  products  excep- 
tion, its  uncertain  history,  its  disfavored  treatment  by  some  courts,  and  its  harsh 
and  unpredictable  burden  on  farm  products  buyers.  To  summarize: 

The  special  farm  products  rule  runs  against  the  grain  of  general  commercial  law 
which  seeks  to  encourage  the  free  flow  of  commerce  by  protecting  good  faith  pur- 
chasers from  the  risk  of  prior  liens.  Generally,  the  law  allows  buyers  who  purchase 
goods  in  the  normal  course  of  business  to  acquire  full  ownership.  For  example,  when 
a  customer  pays  a  retailer  for  a  refrigerator,  the  bank  that  is  financing  the  retail- 
er's inventory  cannot  thereafter  pursue  a  claim  against  the  customer.  The  same 
rule  would  apply  when  the  retailer  purchases  its  stock  of  appliances  from  the  manu- 
facturer: as  a  buyer  in  the  ordinary  course  of  business,  the  retailer  would  be  protect- 
ed from  claims  by  the  manufacturer's  bank.  By  contrast,  under  the  special  rule  for 
farm  products,  the  continuation  of  the  lenders  security  interest  frustrates  the  free 
movement  of  goods  in  commerce,  and  has  never  had  clear  policy  justiflcation. 

Farm  products  purchasers  are,  as  a  practical  matter,  utterly  unable  to  verify  reli- 
ably the  existence  of  security  interests  at  the  time  of  purchase.  The  UCC  tiling 
system  which  theoretioedly  discloses  such  liens,  is  generally  based  on  filings  in  the 
producer's  home  county,  a  location  that  is  effectively  often  inaccessible  in  the  short 
time  frames  in  which  farm  products  sales  are  conducted,  particularly  when  those 
sales  are  conducted  on  an  interstate  basis. 

The  effect  of  the  rule  gives  the  farm  products  lender  a  set  of  involuntary  guaran- 
tors on  every  loan  it  writes.  A  borrower's  failure  to  account  for  the  proceeds  of  sale 
becomes  the  risk  not  of  the  professional  lender,  but  of  the  various  innocent  third 
parties  downstream  in  the  distribution  chain.  The  persistence  of  the  rule  bodes  ill 
for  the  financial  health  of  farm  products  purchasers,  especially  small  operators  who 
simply  cannot  afford  to  pay  twice  for  their  agricultural  commodities. 

The  Stenholm/Gunderson  bill  recognizes  the  basic  unfairness  of  the  present  farm 
products  exception.  The  case  against  the  rule  is  so  strong  and  self-evident— in  law 
school  we  would  say  prima  facie — that  Congress'  failure  to  act  on  it  must  be  based 
on  compelling  grounds.  We  suggest,  therefore,  that  the  burden  is  on  the  agricultural 
lending  industry  to  demonstrate  a  justiflcation  for  continuing  the  rule.  They  have 
fedled  to  make  any  case  in  prior  Congressional  testimony. 
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The  lenders  aiigue  that  commerce  in  farm  products  is  somehow  so  unique — com- 
pared to  other  forms  of  commercial  inventory^that  the  farm  products  exception  is 
necessary  for  one  but  not  the  other.  We  deny  any  such  uniqueness  to  farm  products 
financing.  Decisions  to  lend  in  all  cases  are  based  on  prudent  assessments  of  the 
borrowePs  capacity  and  character.  The  burdens  assumed  by  commercial  imrentory 
lenders  always  include  monitoring  their  debtors'  activities,  and  one  of  the  inherent 
risks  is  the  possible  loss  of  collateral  to  third  party  buyers  in  the  ordinary  course  of 
business;  yet  inventory  financing  fiourishes.  We  have  heard  nothiiig  that  supports 
any  claim  by  farm  products  lenders  that  their  market  uniquely  entitles  them  to  pro- 
tections not  available  to  other  commercial  financers. 

The  lenders  suggest  that  the  buyers  of  agricultural  products  enjoy  "inherent  ad- 
vantages" to  protect  against  the  risk  of  seller  default.  On  the  contrary,  in  the  hurly- 
burly  of  cash  sales,  buyers  are  virtually  powerless  to  determine,  on  their  own  initia- 
tive, the  existence  of  outstanding  liens  and  the  identities  of  the  lienholders.  T^ey 
buy  blind.  The  lenders,  on  the  other  hand,  are  risk-taking  professionals  who  ou^t 
to  be  able  to  monitor  their  debtors'  activities  sufficiently  well  to  prevent  dissipation 
of  proceeds.  It  may  well  be  that  the  farm  products  rule  has  contributed  to  shoddy 
lending  practices. 

Then  the  lenders  raise  the  bogeyman  objection  that  repeal  of  the  £arm  products 
exception  would  substantially  increase  their  financial  losses  and  thus  significantly 
raise  the  cost  of  credit.  We  disagree.  Whatever  impact  a  change  in  the  law  miidit 
have,  its  effects  on  the  cost  and  availability  of  farm  credit  are  likely  to  be  negligible 
if  even  measureable.  The  stete  of  California  repealed  the  farm  products  exception  in 
1976;  if  there  is  any  evidence  that  our  largest  agricultural  stete,  or  the  lendm  or 
producers  within  it,  are  suffering  on  that  account,  we  are  unaware  of  it.  The  likelv 
reality  is  that,  with  the  farm  products  exception  gone,  lenders  will  ti^^ten  their  ad- 
ministrative supervision  of  producers  to  minimize  the  risk  of  unaccounted  for  pro- 
ceeds. It  could  be  that  changing  the  law  in  this  regard  will  reduce  lender  losses  l:^ 
encouraging  more  prudent  practices  across  the  board. 

Finally,  the  lenders  aigue  that  a  number  of  stetes  are  experimenting  with  tech- 
niques to  ameliorate  the  effects  of  the  farm  products  exception,  and  that  federal 
preemption  is  therefore  inappropriate.  The  argument  collapses  on  itself.  Yes,  some 
stetes  have  enacted  legislation,  but  the  content  and  form  of  those  special  rules  vuy 
in  each  enacting  jurisdiction.  The  overlay  of  these  recent  enactments  on  the  UOC 
itself  creates  a  new  dimension  of  complexity  for  lenders,  producers  and  buyers.  It  is 
counterproductive  in  interstete  sales  settings,  where  the  applicability  and  details  of 
a  given  stete's  law  may  be  in  doubt. 

More  fimdfiunentally,  what  the  stete  legislative  activity  has  produced  is  substan- 
tial non-uniformity  among  the  stetes  on  the  respective  rights  and  obligations  of 
lenders  and  buyers  of  agricultural  products.  Allowing  the  stetes  to  continue  this  id- 
iosyncratic tinkering  with  the  UCC  can  only  lead  to  greater  uncertainty  as  to  the 
controlling  law.  It  is  a  disingenuous  argument  to  suggest  that  a  problem  that  arises 
from  a  provision  of  the  Uniform  Commercial  Code  should  be  left  to  non-uniform  res- 
olution by  the  stetes. 

What  these  circumstances  reallv  indicate,  we  submit,  is  the  need  for  a  unifcmn 
national  rule  that  fairly  respects  the  needs  of  buyers  of  agricultural  products.  A  uni- 
form national  rule  is  not  likely  to  emerge  from  the  stetes  or  from  the  UCC  sponscns. 
Congress  has  not  only  the  prerogative  but  the  responsibility  to  supply  the  needed 
stability  and  consistency.  This  is  especially  true  in  the  case  of  the  agricultural  mar- 
kete  for  which  Congress  has  already  assumed  a  substantial  supervisory  role,  and  kar 
the  Federal  farm  credit  programs  whero  stete  rules  would  be  preempted  by  Federal 
policies. 

Ultimately,  the  sole  question  presented  by  the  Stenholm/Gunderson  bill  is  wheth- 
er Congress  should  act  to  correct  an  inequiteble  and  capricious  stete  law  rule  that 
has  inflicted  millions  of  dollars  of  losses  on  purchasers  ot  farm  products.  We  certain- 
ly believe  Congress  should  so  act,  along  the  lines  of  this  bill. 

The  pending  bUl  offers  a  temperate,  workable  solution.  Buyers  of  farm  products  in 
the  oroinary  course  of  business  would  be  protected  from  prior  liens,  but  a  buyer 
would  not  qualify  for  this  protection  if  the  buyer  had  been  specifically  notified  d[ 
the  outstand^uig  lien  and  had  then  failed  to  issue  a  joint-payee  check  or  otherwise 
comply  with  the  lender's  conditions  for  release  of  its  lien.  Both  the  lender  and  the 
buyer  would  assume  responsibilities  for  assuring  that  the  sale  proceeds  were  not  dis- 
sipated. This  is  an  approach  all  parties  should  be  able  to  live  with,  without  hardship 
on  either  side. 

Mr.  Chairman,  we  encourage  favorable  action  by  this  Committee  and  the  Con- 
gress to  eliminate  or  modify  the  farm  products  exception.  Thank  you  for  constdering 
the  views  of  the  American  Meat  Institute.  I  will  be  happy  to  answer  any  questions. 
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Statement  of  Keith  Propst,  President  of  Colorado  Farm  Bureau  and  Member, 
Board  of  Directors,  American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  farm  orga- 
nization with  a  membership  exceeding  three  million  member  families  in  48  states 
and  Puerto  Rico.  I  am  a  cattle,  grain  and  sugarbeet  producer  from  Merino,  Colora- 
do, and  serve  as  President  of  the  Colorado  Farm  Bureau  and  as  a  member  of  the 
Board  of  Directors  of  the  American  Farm  Bureau  Federation.  Farm  Bureau  appreci- 
ates the  opportunity  to  appear  before  the  Senate  Agriculture  Committee  regarding 
our  position  on  the  impact  of  farm  programs  on  producers  of  livestock  and  poultry. 

The  1985  Farm  Bill  is  a  priority  issue  for  Farm  Bureau.  We  represent  producers 
of  commodities  that  come  under  authority  of  farm  programs  and  producers  of  com- 
modities that  do  not  operate  under  farm  programs.  The  fruit,  vegetable,  poultry  and 
livestock  industries  are  not  supported  through  loan  rates,  target  prices  and  other 
direct  government  support  mechanisms  but  are  vitally  important  to  U.S.  agricul- 
ture. GKrer  half  of  agriculture  operates  without  direct  government  support  but  is  af- 
fected by  farm  programs.  All  too  often  the  impact  of  policies  designed  to  assist  one 
.sector  of  agriculture  has  caused  negative  ramiftcations  for  the  livestock  and  poultry 
industries. 

We  believe  that  in  the  long  run,  a  market  oriented  agriculture  is  the  best  way  to 
solve  the  differences  between  commodities.  A  market  oriented  agriculture  means 
that  supply  and  demand,  rather  than  government  action  should  ultimately  deter- 
mine production  price.  However,  our  delegates  realize  that  after  50  years  of  farm 
programs  revisions  must  not  occur  too  abruptly. 

Farm  Bureau  policy  adopted  by  the  voting  delegates  of  our  66th  Annual  Meeting 
in  Januaiy  states: 

(1)  Maximize  long-term  opportunities  for  profit  in  agriculture; 

(2)  Reduce  existing  incentives  for  overproduction  at  home  and  abroad; 

(3)  Ensure  price  competitiveness  for  U.S.  farm  products  in  world  markets; 

(4)  Provide  opportunities  to  reduce  stocks  through  production  adjustments  and/or 
expanded  demand; 

(5)  Assure  consumers  of  adequate  supplies  of  efficiently  produced  products  they 
wish  to  consume; 

(6)  Cause  a  supply  reduction  program  to  be  implemented  when  carryover  exceeds 
workable  levels; 

(7)  Provide  target  prices  as  an  income  supplement  for  farmers  to  help  them  make 
the  adjustment  to  a  market-responsive  agriculture; 

(8)  Provide  loan  levels  for  all  mcgor  export  commodities  to  facilitate  orderly  mar- 
keting and  price  competitiveness.  These  levels  should  be  related  to  a  3-5  year  aver- 
age domestic  price.  Loan  levels  should  not  provide  incentives  for  production  that  ex- 
ceeds demand  in  domestic  and  world  markets.  These  levels  should  be  a4justed  annu- 
ally by  no  more  than  10  percent;  and 

(9)  Recognize  that  all  commodities  are  interrelated  and  any  change  in  supply, 
demand  or  price  of  one  affects  the  others. 

The  interrelationship  of  commodities  is  of  critical  importance  to  those  of  our 
farmer  and  rancher  members  that  produce  commodities  that  are  not  covered  by 
farm  programs.  The  livestock  and  poultry  industries  are  dependent  upon  the  grain 
industry  for  feed  and  are  affected  by  competition  from  the  dairy  industry  as  dairy 
animals  are  sold  in  livestock  markets  when  herds  are  reduced.  Changes  in  grain  and 
dairy  programs,  therefore,  play  a  very  significant  role  in  the  determination  of  cost 
of  production,  livestock  prices  and  profitability.  Livestock  producers  are  not  request- 
ing increased  government  intervention  in  our  market.  Instead  we  are  attempting  to 
reduce  the  impact  of  government  intervention  in  livestock  markets  that  has  oc- 
curred as  result  of  farm  program  policies. 

To  illustrate  this  point  I  would  like  to  give  the  Committee  members  some  exam- 
ples of  how  grain  and  dairy  programs  can  effect  the  cattle  industry.  I  come  from  a 
substantial  cattle  feeding  area  along  the  South  Platte  River  in  Colorado. 

As  a  result  of  the  Grain  PIK  Program  in  the  summer  of  1983,  cattle  feeders  could 
hardly  find  corn  at  any  price  because  the  government  was  bujring  up  all  free  stocks 
to  fulfill  PIK  contracts  made  to  grain  farmers.  This  resulted  in  substantial  losses  to 
cattle  feeders  who  in  turn  paid  less  for  calves. 

We  were  just  getting  adjusted  to  that,  when  in  the  fall  of  1983,  Congress  an- 
nounced that  they  would  consider  a  dairy  diversion  program  in  response  to  mount- 
ing surpluses.  The  day  they  announced  consideration,  a  month  before  actual  pas- 
sage, futures  markets  fell  and  cash  prices  fell  $5-$10/cwt  at  Brush,  Colorado,  for 
feeder  calves.  This  is  the  largest  market  in  Colorado  and  handles  5,000  to  7,000  head 
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of  cattle  per  week.  This  action  cost  ranchers  millions  before  the  bill  was  passed  and 
the  slaughter  of  dairy  cows  has  had  a  depressing  effect  on  the  market  ever  since. 

I  would  like  to  briefly  address  several  specific  policy  concerns  that  are  of  particu- 
lar importance  to  livestock  and  poultry  producers.  The  entirety  of  Farm  Bureau's 
l^islative  proposal  is  more  comprehensive  than  I  will  outline  for  you  today,  but  I 
will  focus  on  those  policy  concerns  of  this  hearing. 

Loan  Rates:  We  support  loan  rates  that  are  tied  to  a  3-5  year  average  of  market 
prices  for  wheat,  feed  grains  and  soybeans.  We  would  set  the  loan  rate  at  75  percent 
of  a  Ave  year  average  of  domestic  prices  excluding  the  high  and  low  valued  years. 
To  avoid  wide  fluctuations  in  loan  rates,  however,  we  propose  that  the  rate  be  ad- 
justed by  no  more  than  10  percent  in  any  year  including  the  first  year  of  the  pro- 
gram. 

Livestock  producers  will  benefit  from  the  use  of  this  flexible  method  of  setting  the 
loan  rate.  Commodity  loans  would  be  based  upon  market  signals  and  would  not  be  a 
mechanism  to  set  the  market  price.  Adjustments  in  feed  prices  would  occur  if  dicta^ 
ed  by  market  conditions,  and  grain  producers  could  utilize  the  loan  as  an  orderly 
marketing  tool. 

Target  Prices:  Farm  Bureau  supports  continued  use  of  deficiency  payments  as  an 
income  supplement  to  producers  of  the  crops  that  currently  employ  deficiency  p^- 
ments  in  their  program.  We  recommend  freezing  target  prices  for  1986  at  the  1985 
levels.  The  long-term  goal  would  be  to  set  the  target  price  at  110  percent  of  the  five 
vear  average  used  to  determine  the  loan  rate.  Adjustments  to  target  price  levels, 
however,  would  be  limited  to  5  percent  in  any  year. 

Acreage  Reduction  Programs:  We  support  acreage  reduction  programs  that  are 
triggered  when  carryover  supplies  exceed  workable  levels.  For  wheat  and  feed 
grains,  we  recommend  that  the  Secretary  be  required  to  call  for  an  acreage  reduc- 
tion program  when  carryover  is  projected  to  exceed  4  percent  of  annual  world  utili- 
zation. We  expect  that  through  increased  efforts  to  expand  foreign  markets  under 
the  trade  title  of  our  proposal  and  greater  competitiveness  in  world  markets 
through  flexible  price  and  income  support  programs,  that  acreage  reduction  pro- 
grams will  be  used  only  to  correct  temporary  imbalances;  not  as  an  annual  pro- 
gram. 

But  even  with  these  programs,  we  must  be  careful  how  they  are  implemented  or 
they  will  have  a  detrimental  effect  on  the  livestock  industry.  If  set-aside  acres  are 
grazed  by  livestock,  it  means  more  pounds  of  hay  that  must  be  consumed. 

Farmer-Held  Grain  Reserve:  We  favor  elimination  of  the  farmer-held  grsAn  re- 
serve. Grain  farmers  have  learned  that  they  cannot  store  their  way  to  prosperity, 
and  the  reserve  has  exerted  detrimental  influences  on  livestock  markets,  llie  re- 
serve has  been  used  as  a  tool  to  temporarily  prop  up  market  prices  in  an  attempt  to 
reduce  federal  expenditures  for  deficiency  payments.  The  buildup  of  supplies  in  Uie 
reserve  has  long-term  negative  consequences  for  both  the  grain  and  livestock  indus- 
tries. Without  the  reserve,  we  would  never  have  accumulated  the  excessive  stocks 
that  gave  need  for  a  PIK  program. 

Dairy  Program:  We  suggest  continuation  of  the  dairy  purchase  program  but  be- 
lieve that  the  support  rate  should  be  tied  to  two  measures  of  market  conditions. 
First,  we  believe  that  the  support  price  should  be  determined  by  using  an  average  of 
the  previous  three  year's  all-milk  price.  This  level  will  be  adjusted  effective  October 
1  of  the  marketing  year. 

Second,  we  believe  that  the  basic  support  price  should  be  adjusted  if  government 
purchases  are  not  in  accordance  with  desired  levels.  The  Farm  Bureau  proposal  will 
include  specific  acijustments  in  terms  of  a  percentage  of  the  support  price  that 
would  be  required  when  purchases  are  at  any  given  level.  If  dairy  purchasies  remain 
at  excessively  high  levels,  the  Secretary  would  have  authority  to  adjust  the  pur- 
chase price  downward  on  a  semi-annual  basis. 

I  have  previously  described  some  of  the  negative  effects  of  the  dairy  diversion  pro- 
gram on  the  livestock  industry.  This  is  the  most  glaring  example  of  programs  de- 
signed to  help  one  segment  of  the  industry  at  the  expense  of  another.  From  the 
standpoint  of  equity,  we  oppose  policies  that  operate  in  this  manner. 

Conservation:  We  believe  in  conservation  of  these  lands  and  believe  that  a  l(»ig 
term  land  diversion  program  may  be  helpful  to  get  these  highly  erodible  lands  ba» 
into  grass  and  timber.  We  would  help  in  the  initial  reseeding,  but  if  they  are  grazed 
during  the  life  of  the  contract,  the  producer  would  not  be  paid  the  annual  rental 
fee. 

We  believe  that  government  farm  programs  have  provided  an  incentive  to  plow 
up  fragile  lands.  For  instance,  in  Colorado  alone  over  650,000  acres  have  been 
plowed  in  the  last  five  years.  Our  policy  states,  ''We  oppose  economic  incentives  to 
artificially  stimulate  producers  to  bring  fragile  lands  under  cultivation.  Any  produc- 
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er  that  brings  such  lands  under  cultivation  should  be  ineligible  for  any  federal  in- 
centive program  for  any  crop  in  his  entire  farming  operation." 

Clear  Title  for  Agricultural  Commodities:  For  a  number  of  years,  the  livestock  in- 
dustry has  been  plagued  by  an  unfair  situation  which  causes  farmers  and  other 
buyers  of  farm  products  to  pay  for  a  commodity  twice — once  to  the  seller  for  the 
product  and  again  to  the  seller  s  bank  if  proceeds  of  the  sale  are  not  used  to  repay  a 
secured  loan.  Farm  Bureau  is  concerned  about  this  problem  because  it  poses  an 
undue  financial  hardship  on  markets  to  which  producers  sell  their  commodities.  We 
are  interested  in  any  problem  which  reduces  the  economic  viability  of  agricultural 
markets.  As  the  problem  continues  to  grow,  it  is  adversely  affecting  individual  farm- 
ers as  well  as  the  markets  to  whom  farmers  sell  their  products.  Farmers  buy  prod- 
ucts such  as  feeder  cattle  and  pigs,  breeding  stock,  grain  and  hay  from  other  produc- 
ers and  are  required  to  make  double  payments. 

In  the  last  Congress,  Senator  Huddleston  sponsored  a  bill,  S.  2190,  correcting  this 
problem.  We  believe  that  the  resolution  of  clear  title  for  agricultural  commodities 
should  be  included  in  the  1985  Farm  Bill. 

We  believe  that  the  best  farm  program  of  all,  in  fact  the  only  one  that  will  help 
the  part  of  agriculture  operating  without  direct  government  support,  is  the  reduc- 
tion of  the  federal  deficit  so  that  interest  rates  will  come  down  and  our  products 
will  move  in  world  markets. 

Therefore,  we  support  a  freeze  on  all  government  programs,  including  agricultur- 
al programs,  at  or  below  1985  levels. 

Our  policies  are  developed  and  adopted  by  our  membership  which  includes  pro- 
ducers of  all  commodities.  We  continue  to  support  farm  programs  but  believe  that 
they  must  be  tied  to  market  signals  and  must  not  prop  up  one  segment  of  the  indus- 
try if  the  effect  will  be  injurious  to  another  segment.  On  behalf  of  our  livestock  pro- 
ducers, I  believe  that  our  farm  bill  proposals  accomplishes  both  objectives. 

I  look  forward  to  working  with  the  Committee  and  will  be  happy  to  respond  to 
any  questions. 

[The  following  information  was  supplied  by  Mr.  Propst:] 
An  Economic  Analysis  of  the  Farm  Bureau  Farm  Bill 
(By  Economic  Research  Division,  American  Farm  Bureau  Federation,  April  2,  1985) 

INTRODUCTION 

To  develop  a  better  understanding  of  the  economic  impact  of  the  Farm  Bureau 
farm  bill,  an  economic  policy  scenario  was  developed  that  gives  some  understanding 
of  the  production,  consumption,  price  and  stock  responses  that  are  likely  to  occur. 
This  is  not  a  forecast  of  the  year-to-year  price  and  supply/demand  variables,  but  an 
attempt  to  analyze  the  policy  implications  of  Farm  Bureau's  farm  program  propos£d. 
Several  assumptions  were  made  about  events,  like  drouth  conditions  in  the  United 
States  and  increased  USSR  purchases,  that  cannot  be  forecasted,  but  have  a  major 
impact  on  any  policy  actions  that  are  taken.  The  purpose  of  this  analysis  is  to  see 
how  Farm  Bureau  farm  program  policy  responds  to  likely  market  activity  over  the 
coming  four  years  and  how  the  market  responds  to  the  policy  actions.  This  analysis 
covers  com,  wheat,  soybeans,  cotton,  rice  and  dairy. 

ECONOMIC  AND  POUCY  ASSUMPTIONS 

Several  general  economic  assumptions  were  made  about  the  coming  four  years. 
First,  the  U.S.  economy  will  average  4  percent  growth  per  year  with  the  normal 
variations  around  this.  This  will  keep  domestic  demand  for  agricultural  products 
solid,  but  will  not  produce  sharp  increases  in  demand. 

Second,  world  economic  growth  will  be  3  to  4  percent  per  year  with  some  middle 
income  developing  countries'  economic  growth  rates  of  6  percent  per  year  or  higher. 
By  the  late  1980's  this  will  provide  enough  income  in  the  world  to  move  the  export 
situation  back  to  where  it  was  in  1980,  prior  to  the  world  recession  of  1981-1983. 
Note  that  this  is  basically  making  up  for  losses  of  the  last  five  years  and  is  not 
major  new  growth  in  export  demand. 

Third,  the  dollar  will  decline  20  percent  in  value  relative  to  other  currencies  from 
its  peak  in  early  1985,  but  will  stay  much  stronger  than  the  very  low  levels  experi- 
enced in  1978,  1979  and  1980. 

Fourth,  competitive  commodity  loans  for  feed  grains,  wheat,  soybeans  and  rice 
will  allow  the  U.S.  to  regain  some  lost  market  shares  and,  thus,  by  1988/1989  will 
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temper  the  production  expansion  efforts  that  our  maior  competitors  have  pursued 
since  the  late  1970's.  Cotton's  competitive  position  will  likely  deteriorate  beoiuse  of 
expected  declining  real  prices  for  oil  and  the  resulted  expansion  of  synthetic  fiber 
competition. 

Fifth,  an  assumption  was  made  that  U.S.  yields  per  acre  will  continue  to  increase 
along  past  trends.  One  year  out  of  the  next  four  will  likely  have  a  moderate  drouth 
that  will  cause  a  10  percent  cut  in  average  yields.  This  is  consistent  with  the  past  10 
years  where  yields  vary  from  year  to  year,  but  about  one  year  out  of  four  yields  fall 
substantially  below  the  trend  of  the  other  years.  For  analysis  purposes,  1987  was 
considered  to  be  the  drouth  year. 

Sixth,  the  Soviets  were  assumed  to  continue  purchases  of  about  30  million  metric 
tons  (MMT)  of  grain  in  an  average  year  with  10  MMT  coming  from  the  UJS.  In  one 
year  out  of  four  the  Soviets  will  purchase  40  to  50  MMT  and  a  substantial  portion  of 
this  will  come  from  the  U.S.  For  the  purpose  of  this  analysis,  1988  was  considered  to 
be  the  year  of  large  Soviet  purchases. 

Seventh,  the  conservation  reserve  program  was  established  with  an  objective  of 
taking  15  million  acres  of  highly  erosive  land  out  of  production  at  the  lowest  possi- 
ble cost. 

This  policy  scenario  was  based  on  the  assumption  that  the  programs  will  be  oper- 
ated consistent  with  general  Farm  Bureau  farm  program  policy  goals.  This  includes 
export  expansion  through  the  use  of  price  competitive  commodity  loans,  increased 
PL480  commitment,  expansion  of  the  CCC  export  credit  guarantee  program,  con- 
tinuation of  the  blended  credit  program,  continued  efforts  in  market  development 
and  product  promotion  and  development  of  the  export  bonus  program  to  compete  in 
selected  existing  and  new  markets.  The  farmer-held  reserve  is  ended  and  replaced 
by  the  extended  loan  program.  Acreage  reduction  programs  are  used  when  carry- 
over stocks  are  expected  to  exceed  workable  levels.  The  target  price  is  used  as  an 
income  protection  program.  Stock  programs  and  acreage  reduction  programs  are 
run  so  as  to  minimize  any  adverse  impact  on  the  livestock  and  poultry  industries. 

ANALYSIS 

Com 

In  this  analysis,  estimated  com  prices  had  a  range  of  $2.49  per  bushel  to  $3.02  per 
bushel.  This  is  not  the  range  of  all  possible  prices,  but  is  the  range  of  estimated 
prices  that  occurred  with  our  assumptions.  The  low  price  came  in  1986/1987  and  the 
high  price  came  in  the  drouth  year  of  1987/1988.  After  the  drouth  year,  prices  aver- 
aged $2.69  and  $2.75  per  bushel  in  1988/1989  and  1989/1990,  respectively.  A  10  per- 
cent acreage  reduction  program  (ARP)  was  necessary  all  four  years.  Two  million 
acres  of  com  land  became  part  of  the  conservation  reserve  program.  Livestock  feed- 
ing of  com  was  fairly  even  over  the  four  years  with  a  300  million  bushel  reduction 
during  the  drouth  year.  Commercial  exports  grew  over  the  four  years  with  a  slight 
reduction  in  the  drouth  year  as  higher  prices  ration  supplies. 

Government-controlled  stocks,  farmer-held  reserve  and  CCC  owned,  stay  at  hi^ 
levels  in  1986/1987,  but  move  onto  the  market  in  1987/1988.  The  extended  loan  is 
used  in  1985/1986  and  1986/1987.  The  four-year  cost  of  deficiency  payments  was  es- 
timated at  $4.2  billion.  The  farmer-held  reserve  for  com  cost  a  total  of  $265  million 
for  1986/1987  and  1987/1988. 

Wheat 

Wheat  prices  stayed  in  a  narrow  range  of  $3.09  to  $3.25  per  bushel.  The  $3.09  oc- 
curred in  1986  and  the  $3.25  in  the  drouth  year  of  1987/1988.  After  that,  prices 
averaged  $3.14  and  $3.09  per  bushel  in  1988/1989  and  1989/1990,  respectively.  Eight 
million  acres  entered  the  conservation  reserve  program.  A  15  percent  ARP  was  nec- 
essary in  1986/1987  and  1987/1988,  and  a  10  percent  ARP  was  necessary  for  1988/ 
1989  and  1989/1990.  Feed  use  increased  in  1987/1988  in  response  to  the  higher  com 
prices.  The  USSR  purchased  50  million  bushels  more  wheat  than  normal  for  the 
same  reason.  Commercial  wheat  exports  increased  all  four  years. 

TTie  combination  of  ARFs,  drouth,  large  Soviet  purchases  and  increased  PL  480 
shipments  allowed  for  an  orderly  liquidation  of  the  farmer-held  reserve  wheat 
stocks.  CCC-owned  wheat  stocks  declined  over  the  four  years,  but  remained  at  250 
million  bushels  at  the  end  of  1989/1990.  The  extended  reserve  was  used  in  1986/ 
1987,  1988/1989  and  1989/1990.  The  four-year  cost  for  deficiency  payments  for  wheat 
was  estimated  at  $7.2  billion.  Farmer-held  reserve  costs  total  $479  million. 
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Soybeans 

Estimated  soybean  prices  ranged  from  $5.63  to  $6.83  per  bushel  for  the  four  years 
of  the  analysis.  No  acreage  reduction  programs  were  used  for  soybeans.  Two  million 
acres  of  soybean  land  entered  the  conservation  reserve  program. 

Domestic  crush  and  soybean  exports  were  reduc^  because  of  smaller  supplies  and 
higher  prices  resulting  from  the  drouth  in  1987/1988,  but  crush  and  exports  re- 
turned to  normal  the  following  year.  Soybean  exports  increased  in  all  years  except 
the  drouth  year  of  1987/1988.  No  soybeans  were  forfeited  to  CCC,  OCC-held  stocks 
remcdned  at  zero,  and  the  cost  of  the  soybean  program  was  zero. 

Ckitton 

Estimated  cotton  prices  remained  in  a  fairly  narrow  range  of  56  cents  to  58  cents 
per  pound.  The  drouth  of  1987/1988  was  not  enough  to  offset  the  negative  impact  of 
large  stocks  and  weak  export  demand.  A  20  percent  ARP  was  provided  for  1986/ 
1987,  1987/1988  and  1988/1989  and  a  25  percent  ARP  in  1989/1990.  One  million 
acres  entered  the  conservation  reserve  program.  Domestic  demand  for  cotton  was 
flat  for  the  four  years,  while  exports  increased  by  100,000  bales  per  year.  Other 
cotton  exporters  and  synthetic  flbers  kept  U.S.  cotton  on  the  defensive  throughout 
the  four  years. 

CCC-held  stocks  remained  close  to  a  million  bales  each  year  except  for  the  1987/ 
1988  drouth  year.  Total  carryover  stocks  never  achieved  the  Farm  Bureau's  desired 

foal  of  3.5  million  bales.  The  four-year  cost  of  deficiency  payments  was  estimated  at 
2.7  billion. 

Rice 

Estimated  rice  prices  ranged  from  $7.61  per  cwt.  to  $6.48  per  cwt.  The  highest 
price  came  in  1986/1987,  because  the  market  price  was  largely  determined  by  the 
commodity  loan  price.  By  1988/1989  the  market  price  of  rice  bottomed  out  and 
prices  rose  modestly  in  1989/1990  to  $7.09  per  cwt.  Since  rice  is  irrigated,  the  drouth 
had  no  impact  on  the  rice  scenario.  No  rice  land  entered  the  conservation  reserve 
pn^am.  A  20  percent  ARP  was  provided  in  1986/1987  and  1987/1988,  a  15  percent 
AIUP  in  1988/1989  and  a  10  percent  ARP  in  1989/1990.  PL  480  exports  were  doubled 
to  20  million  cwt.  from  the  current  average  of  10  million  cwt.  CommercisJ  exports 
increased,  but  did  not  exceed  the  levels  of  1980/1981. 

Ending  year  stocks  slowly  worked  down  over  the  four  years  in  response  to  higher 
exports  and  the  ARP  programs.  By  the  end  of  the  1988/1989  marketing  year,  CCC- 
owned  stocks  were  at  zero.  The  four-year  cost  of  deficiency  payments  was  $2.34  bil- 
lion. 

Dairy 

Milk  prices  were  under  pressure  during  the  four  years  and  the  all-milk  price  bot- 
toms out  at  about  $11.50  per  hundredweight  in  1987/1988.  The  price  support  aver- 
aged $11.50  per  hundredweight  for  1985/l586,  $11.00  for  1986/1987,  $10.60  for  1987/ 
1988  and  $10.53  for  1988/1989. 

Production  peaked  in  1986/1987  at  142.0  billion  pounds  and  declined  slightly  over 
the  next  two  years,  as  declines  in  cow  numbers  were  almost  offset  by  increases  in 
output  per  cow.  Commercial  use  increased  hy  2.1  billion  pounds  per  year.  This  was  a 
combination  of  a  trend  increase  of  1.1  bilhon  pounds  and  a  one  billion. pound  in- 
crease resulting  from  lower  milk  prices  and  increased  promotion. 

CCC  purchases  were  estimated  at  10.8  billion  pounds  in  1985/1986,  10.9  billion  in 
1986/1987,  8.8  bilUon  in  1987/1988  and  6.1  billion  in  1988/1989.  The  four-year  cost  of 
CCC  purchases  was  estimated  at  $4.69  billion. 

Impact  on  Livestock  and  Poultry 

The  impact  on  livestock  and  poultry  was  minimal.  Even  with  a  drouth,  increases 
in  feed  costs  were  moderate  because  of  feedgrains  coming  out  of  the  reserve  and  the 
commodity  loan  for  wheat  that  allowed  substantial  amounts  of  wheat  to  be  fed. 
Competitive  feedgrcdn  and  wheat  commodity  loans  also  encourage  the  Soviets  to 
purchase  wheat  for  livestock  feed  rather  than  put  excessive  pressure  on  com  prices. 
The  commodity  loan  for  soybeans  has  no  impact  on  soybean  meal  prices.  Livestock 
numbers  expand  during  the  first  year  of  the  program  and  remain  stable  during  the 
last  three  years  of  the  analysis. 

Conservation  Reserve  Program 

The  conservation  reserve  program  took  15  million  acres  of  highl^^  erodible  soil  out 
of  production,  with  8  million  acres  of  wheat,  2  million  com,  2  million  soybeans,  1 
million  cotton  and  2  million  of  other  crops.  Average  seeding  allowance  was  $70  per 
acre  and  yearly  maintenance  payment  was  $40  per  acre.  One-fourth  of  the  acreage 
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was  used  for  pasture  in  the  third  and  fourth  years  and  no  maintenance  payment 
was  made.  The  four-year  cost  of  the  program  was  estimated  at  $2.5  billion. 

Total  Program  Cost 

The  total  four-year  cost  of  the  program  for  deficiency  payments,  farmer-held  re- 
serve, conservation  reserve  and  dairy  was  estimated  at: 

[In  billions  of  dollars] 

Com 4.2 

Wheat 7.2 

Soybeans 0.0 

Cotton 2.7 

Rice 2.3 

Dairy 4.7 

Farmer-held  reserve 0.9 

Conservation  reserve 2.5 

Total 24.5 


Cost  for  other  crops  and  livestock  not  covered  in  this  analysis  was  estimated  at 
$2.0  billion.  Thus,  total  cost  of  the  four-year  program  was  estimated  at  about  $26.5 
billion  plus  any  forfeitures  on  CCC  commodity  loans.  No  adjustment  was  made  for 
lower  deficiency  payments  resulting  from  the  $50,000  per  ^ear  limit  because  of  diffi- 
culty in  making  estimates.  Past  studies  indicate  that  deficiency  payments  may  be  10 
percent  less  because  of  the  payment  limit. 

No  estimates  of  the  cost  of  the  export  portion  of  the  bill  were  made,  because  it  is 
not  part  of  the  price  support  and  related  activities  portion  of  the  USDA  budget. 

CUMULATIVE  POUCY  IMPACT 

This  economic  policv  scenario  indicates  that  under  normal  circumstances  the 
Farm  Bureau  farm  bill  moves  the  crops  and  dairy  industry  toward  a  balance  of 
supply  and  demand.  Export  opportunities  are  enhanced  and  carryover  stocks  are  re- 
duced. The  dairy  industry  also  moves  close  to  balance  by  1988/1989.  Acreage  reduc- 
tion programs  were  needed  during  most  years,  but  the  size  of  the  reduction  pro- 
grams are  low  and/or  decline  over  the  four  years,  except  for  cotton.  The  U.S.  share 
of  the  world  market  improves  over  the  four  years.  By  the  end  of  the  four  years,  U.S. 
a^culture  is  in  a  much  better  position  to  capitalize  on  market  opportunities  of  the 

The  cost  of  the  program  is  substantial,  but  much  of  the  cost  comes  in  the  first  two 
years  as  agriculture  overcomes  the  policy  mistcdces  of  the  past  eight  years. 

APPENDIX 

Details  of  Analysis 

farm  bureau  farm  bill  poucy  scenario  1986-89  supply  and  demand  factors 

Q)/7l 

Base  acreage  for  1985  at  83.0  million  acres.  2.0  million  acres  is  tcdcen  out  by  a 
conservation  reserve  program.  Effective  base  is  81.0  million  acres. 

One  million  acres  of  corn  is  planted  each  year  that  is  outside  the  ASCS  base. 

Conservation  reserve  results  in  an  increase  in  average  yield  per  acre  of  1.0  bush- 
els. 

Trend  yield  increase  of  1.75  bushels  per  year  from  a  base  of  109.25  bushels  per 
acre  in  1985/1986. 

Yield  increase  of  0.5  bushels  per  acre  when  an  ARP  is  in  effect. 

Drouth  in  1987  reduces  yield  by  10  percent  from  expected  yield. 

Assume  a  10  percent  ARP  in  1986/1987  through  1989/1990  with  50  percent  par- 
ticipation. 

Normal  feed  use  is  considered  to  be  4.4  billion  bushels. 

Feed  use  is  4.5  billion  bushels  in  1986/1987  because  of  expanding  pork  and  poultry 
feedinff. 

Feed  use  is  4.1  billion  bushels  in  1987/1988  because  higher  com  prices  resulting 
from  the  drouth  causes  a  slight  drop  in  total  livestock  and  poultry  and  shift  to  more 
wheat  feeding. 
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Food  use  is  expected  to  increase  by  20  million  bushels  per  year  from  a  base  of  870 
million  bushels  in  1985/1986. 

Gasohol  use  will  increase  by  30  million  bushels  per  year  from  a  base  of  210  mil- 
lion bushels  in  1985/1986. 

USSR  and  PRC  purchase  250  million  bushels  of  corn  in  a  "normal"  year.  USSR 
will  get  200  plus  million  bushels. 

In  1987  USSR  reduces  com  purchases  by  50  million  bushels  because  of  relative 
price  of  U.S.  com  and  wheat. 

In  1988  USSR  purchases  additional  150  million  bushels  of  com  because  of  short 
crop  in  USSR. 

PRC  purchases  do  not  change  over  the  4  years. 

PL  480  and  other  aid  are  estimated  at  40  million  bushels  per  year  except  for 
1987/1988  when  only  20  million  bushels  move  because  of  the  smaller  U.S.  crop. 

Commercial  com  exports  will  expand  5  percent  per  year.  Exports  will  not  stay  on 
this  path  in  1987/1988  due  to  the  drouth-reduced  U.S.  com  crop,  but  the  path  is 
resumed  in  1988/1989. 

Com  held  in  the  farmer-held  reserve  is  eliminated  by  the  end  of  1987/1988. 

Some  com  enters  the  extended  reserve  in  1985/1986  and  1986/1987. 

CCC-owned  stocks  are  slowly  drawn  down  over  the  four  years. 

Price  support  loan  for  1986/1987  is  reduced  by  10  percent  from  the  1985  level  to 
$2.30  per  bushel. 

Price  support  loan  for  1987/1988  is  reduced  by  10  percent  from  the  1986  level  to 
$2.07  per  bushel. 

Price  support  for  1988/1989  and  1989/1990  is  set  at  75  percent  of  the  last  5-year 
average  market  price  with  the  highest  and  lowest  priced  years  excluded. 

Target  price  for  1986/1987  is  frozen  at  the  1985/1986  level  of  $3.03  per  bushel. 

Target  prices  for  1987/1988,  1988/1989,  and  1989/1990  are  set  at  110  percent  of 
the  5-year  moving  average  market  price,  excluding  the  highest  and  lowest  price 
years. 

BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

(Coral 


Variable/year 


1984-85       1985-86       1986-87       1987-88       1988-89       1989-90 


Yield: 


MILLION  ACRES 

Base  acreage 81.4          81.4  81.0 

Planted 79.8          81.0  78.0 

Harvested 71.8          71.3  68.6 

BUSHELS  PER  ACRE 

Trend  yield 110.5 

OR  factor 1 

ARPfactor 0.5 

Weather  factor 0 

Est  yield 106.6        108.7  112.0 


81.0 

81.0 

81.0 

78.0 

78.0 

78.0 

68.6 

68.6 

68.6 

112.3 

114.0 

115.8 

1 

1 

1 

0.5 

0.5 

0.5 

-11.5 

0 

0 

102.3 

115.5 

117.3 

MILLION  BUSHELS 

Supply: 

Beginning  stocks 723        1,127  1,385  1,401  1,100  1,028 

Production 7,651         7,748  7,688  7,018  7,928  8,048 

Imports 2 1 1 1 1 1 

Total  supply 8,376        8,876  9,073  8,421  9,029  9,077 

Domestic  demand: 

Feed 4,200        4,400  4,500  4,200  4,400  4,400 

Food 848           870  890  910  930  950 

Gasohol 180           210  240  270  300  330 

Seed 22            21  22  21  21  21 

Total  domestic 5,250        5,501  5,652  5,401  5.651  5,701 
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BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARKMMinued 

[Com] 


VMiUe/year 


1984-85       1985-86       1986-87       1987-88       1988-99       190-90 


U.S.S.R.  and  PRC 450 

PL480  and  AID 15 

CMnmercial 1,535 

Total  export 

Total  demand 

Ending  stocks 

Fatmer  held  reserves 

Extcnhd  loan 

OOC  owned 

"Free"  stocks ^ 


300 

250 

200 

400 

250 

40 

40 

20 

40 

40 

1.650 

1,730 

1,700 

1910 

2.00S 

2,000 

1,990 

2,020 

1,920 

2350 

2.295 

7,250 

7,491 
1.385 

7,672 
1,401 

7,321 
1,100 

8.001 
1,028 

7.996 

1,127 

1.081 

485 

460 
400 
265 
260 

300 
375 
265 
461 

0 

0 

165 

935 

0 

0 

100 

928 

0 

0 
265 

0 
25 

377 

1.056 

imm  PER  BUSHEL 


Ptkos: 


Farm  price.. 
Loan  rate.... 


Target.. 


$2.65 
$2.55 
$3.03 


$2.59 
$2.55 
$3.03 


$2.49 
$2.30 
$3.03 


$3.02 
$2.07 
$2.90 


$2.69  $2.75 
$2.06  $1.98 
$3.03        $2.91 


SouRC:  Economic  Raoardi  Division.  American  Farm  Bureau  Federation,  Apr.  2. 1985. 


BASEUNE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Gom  program  costs] 


VariaUe/year 


1986-87 


1987-88 


1988-89 


1989-90 


Base  acreage  (mUlkms) 81.00 

Percent  compliance » 50.00 

Percent  tase  paid  on  * 90.00 

BaseyieU 110.50 

Target  (per  Ixi.) 3.03 

Loan  (per  Iw.) 2.30 

Market  (per  bu.) 2.49 

Def  pay  Rate/lw  » 0.54 

Def  pay  (tNlFions) *     $2.18 

*  Percent  of  base  acres  enrolled  in  the  Acreage  Reduction  Program. 

*  Base  acres  enrolled  minus  acres  idtod. 

'  Target  price  minus  marliet  price  or  loan  price,  whichever  is  h^her. 

Source:  Economic  Research  Division.  American  Farm  Bureau  Federation.  Apr.  2. 1985. 


81.00 

81.00 

81.00 

50.00 

50.00 

50.00 

90.00 

90.00 

90.00 

112.25 

114.00 

115.75 

2.90 

3.03 

2.91 

2.07 

2.06 

1.98 

3.02 

2.69 

2.75 

0.00 

0.34 

0.16 

$0.00 

$1.39 

$0.65 

FARM  BUREAU  FARM  BILL  POUCY  SCENARIO— 1986-89  SUPPLY  AND  DEMAND  FACTORS 

Wfieat 

Base  acreage  in  1985  at  94.5  million  acres. 

8.0  million  acres  taken  out  by  conservation  reserve  program. 

Effective  base  of  86.5  million  acres. 

Assume  no  wheat  acreage  outside  the  base. 

Conservation  reserve  results  in  an  increase  in  average  yield  per  harvested  acre  of 
1.0  bushel. 

Trend  yield  increase  of  0.4  bushels  per  year  from  a  base  of  36.4  bushels  per  acre 
in  1985/1986. 

Drouth  in  1987  reduces  yield  by  10  percent  from  expected  yield. 

Assume  15  percent  ARP  in  1986/1987  and  1987/1988  with  70  percent  participation 
and  a  10  percent  ARP  in  1988/1989  and  1989/1990  with  70  percent  participation. 

Yields  increase  0.5  bushels  per  acre  with  ARP. 

Wheat  feed  use  in  normal  year  is  250  million  bushels. 
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Feed  use  is  400  million  bushels  in  1987/1988  with  smaller  com  crop  because  of 
drouth. 

Food  use  goes  up  10  million  bushels  per  year,  seed  use  flat  at  100  million  bushels. 

USSR  and  PRC  buy  300  million  bushels  in  a  normal  year  (170  USSR,  130  PRC). 

With  smaller  U.S.  com  crop  in  1987  because  of  mild  drouth,  Soviets  increase 
wheat  purchases  for  use  as  feed  by  50  million  bushels  above  base. 

Drouth  in  USSR  in  1988  cause  them  to  purchase  100  million  bushels  above  base 
for  a  total  of  400  million  bushels  USSR  and  PRC  purchases. 

PRC  purchases  remain  flat  at  130  million  bushels  per  year. 

PL  480  and  other  aid  is  increased  to  200  mUlion  bushels  for  1986/1987  and  1987/ 
1988  and  then  declines  to  175  million  bushels  for  1988/1989  and  150  million  bushels 
in  1989/1990. 

Commercial  exports  increase  5  percent  per  year  from  1,050  bushels  in  1985/1986. 

Farmer-held  reserve  wheat  stocks  decline  as  this  program  is  terminated. 

Some  use  of  extended  loan  in  1986/1987,  1988/1989  and  1989/1990. 

CCCowned  stocks  at  end-of-year  decline  from  450  million  bushels  in  1986/1987  to 
250  million  bushels  by  1989/1990. 

Price  support  loan  for  1986  is  reduced  10  percent  from  the  1985  level  of  $3.30  per 
bushel. 

Price  support  loan  for  1987  is  reduced  10  percent  from  the  1986  level  of  $2.97  per 
bushel. 

Moving  average  market  price  with  the  high  and  low  years  excluded. 

Target  price  for  1986  frozen  at  the  1985  level  of  $4.38  per  bushel. 

Target  prices  for  1987,  1988,  and  1989  reduced  by  5  percent  from  the  previous 
year's  level.  Target  prices  are  1987— $4.16;  1988— $3.95;  1989— $3.76. 

BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Wlnst] 


VariaMe/year 


1984-85       1985-86       1986-87       1987-88       1988-89       1989-90 


MtLUON  ACRES 

Acreage: 

Base  acreage 93.7         93.7  86.5 

Planted 79.5          75.0  77.1 

Harvested 66.9          67.5  69.4 

BUSHELS  PER  ACRE 

Yield: 

Trend  yieW 36.8 

OR  factor 1 

ARP  factor 0.5 

Weattier  factor 0 

Estimated  yield 38.8         36.9  38.3 


Supply: 

Beginning  stocKs 

Production 

Imports 

Total  supply 

Domestic  demand: 

Feed 

Food 

Seed,  etc 

Total  domestic 

Export  demand: 

U.S.S.R.  and  PRC 

P.L  480  &  AID 

Commercial 

Total  export 

Total  demand 2,560 


86.5 
77.1 
69.4 


37.2 

1 

0.5 

•3.9 

34.8 


86.5 
80.4 
72.3 


37.6 

1 

0.5 

0 

39.1 


86.5 
80.4 
72.3 


38 

1 

0.5 

0 

39.5 


MILLION  BUSH 
1,399 

EIS 

1,444 

2,490 

2 

1.359 

2,657 

2 

1.398 

2,414 

2 

925 

2,829 

2 

926 

2,598 

2.858 

7 

2 

4.004 

3,936 

4,018 

3,815 

3.756 

3,785 

375 
645 

300 
655 
97 

250 
670 
100 

250 
680 
100 

400 
690 
100 

2500 
700 

90 

100 

1.110 

1,052 

1,020 

1,180 

1.040 

1.050 

325 

150 

975 

1,450 

300 

175 

1.050 

1.525 

300 

200 

1,100 

1,600 

350 

200 

1,160 

1,710 

400 

175 

1,215 

1,790 

300 

150 

1.275 

1.725 

2.577        2,620        2.890        2.830 


2.775 
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BASEUNE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARICMMInued 

[What] 


vanaOK/yBv 


1984-85       198S-86       1986-87       1987-88       1988-89        1989-90 


Ending  Stocks 

Fanner  held  reserves 

Extended  loan 

CCCoiwied 

"Free"  stocks 

DOLLARS  PER  BUSHEL 

Prices: 

Farm  price $3.40  $3.32 

Loan  rate $3.30  $3.30 

Target $4.38  4.38 

Source:  Economic  Research  Division,  American  Fann  Bureau  Federation.  Apr.  2.  1985. 


1.444 

1.359 

1.398 

925 

926 

1.010 

650 

530 

360 

200 

0 

0 

0 

30 

0 

160 

290 

415 

450 

450 

370 

300 

250 

379 

379 

558 

355 

466 

470 

$3.09 

$3.25 

$3.14 

$3.09 

$2.97 

$2.67 

$2.49 

$2.43 

$4.16 

$3.95 

$3.76 

BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Wheat  Program  Costs] 


Variable/year 


1986-87 


1987-88 


1988-89 


1989-90 


Base  acreage  (million) 86.50 

Percent  compliance » 70.00 

Percent  base  paid  on  * 85.00 

BaseyieU 36.80 

Target  (per  bu) 4.38 

Loan  (per  bu) 2.97 

Market  (per  bu) 3.09 

Def  pay  rate/bu » 1.29 

Def  pay  (billions) $2.45 

'  Percent  of  base  acres  enrolled  in  the  Acreage  Reduction  Program. 

*  Base  acres  enrolled  minus  acres  idtod. 

'  Target  price  minus  market  price  or  ban  price,  whichever  is  higher. 

Source:  Economic  Research  Division,  American  Farm  Bureau  Federation,  Apr.  2,  1985. 


86.50 

86.50 

86.50 

70.00 

70.00 

70.00 

85.00 

90.00 

90.00 

37.20 

37.60 

38.00 

4.16 

3.95 

3.76 

2.67 

2.49 

2.43 

3.25 

3.14 

3.09 

0.91 

0.81 

0.67 

$1.73 

$1.65 

$1.39 

FARM  BUREAU  FARM  BILL  POUCY  SCENARIO— 1986-89  SUPPLY  AND  DEBCAND  FACTORS 

Soybeans 

Soybeans  do  not  have  an  ASCS  base  acreage.  For  this  analysis  the  assumption  is 
made  that  "normal''  plantings  for  soybeans  would  be  70.0  million  acres. 

Two  million  acres  will  be  taken  out  by  the  conservation  reserve  program. 

Effective  planting  base  in  1986  is  68.0  million  acres. 

Trend  yield  increase  of  0.3  bushels  per  acre  per  year  from  a  base  of  30.6  bushels 
per  acre  m  1985/1986. 

The  conservation  reserve  ¥rill  increase  average  yields  per  acre  by  0.3  bushels. 

Drouth  in  1987  reduces  yields  by  10  percent  from  the  expected  yield. 

No  ARP's  are  in  effect  for  the  4  years. 

Domestic  crush  will  increase  by  10  million  bushels  per  year  from  a  base  of  1,100 
million  bushels  in  1985/1986. 

Domestic  crush  will  be  reduced  from  trend  in  1987/1988  to  1,020  bushels  because 
of  the  small  1987  crop. 

Seed  use  remains  Hat  at  90  million  bushels  per  year. 

USSR  and  PRC  purchases  cure  expected  to  remain  about  20  million  bushels  per 
year.  This  is  virtually  all  USSR. 

Commercial  exports  are  expected  to  increase  5  percent  per  year  from  a  base  of 
780  million  bushels  in  1985/1986.  This  level  will  not  be  reached  in  1987/1988  be- 
cause of  the  smaller  U.S.  crop,  but  this  trend  will  continue  after  that 

No  s(>ybeans  are  expected  to  be  defaulted  to  OOC  over  the  4  years. 

The  price  support  is  frozen  at  $5.02  per  bushel. 
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BASEUNE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Soybnns] 
VWaMB/ywr 1984-85       198S-g6       1986-87       1987-M       1988-<9       1989-90 

MILLION  ACRES 

ACfGSR* 

Planted 68.2  67.0  68.0  68.0         68.0  68.0 

Harvested 66.0  66.0  67.0         67.0  67.0         67.0 

BUSHELS  PER  ACRE 

Yield: 

Trend  yield 30.6  30.9  31.2  31.5  31.8 

CR  factor 0.3  0.3  0.3  0.3 

Weattier  factor 0  '3.2  0  0 

Estimated  yield 28.2         31.0  31.2  28.3  31.8  32.1 

MILLION  BUSHELS 

Supply: 

Beginning  stocks 176  221  277  307  243  234 

Production 1,861        2,046        2.090        1,896        2,131        2.151 

Total  supply 2.037        2,267        2.367        2,203        2,374        2,384 

Domestic  demand: 

Crush 1,020        1,100        1,110        1,020        1.130        1,140 

Seed,  etc 87  90  90  90  90  90 

Total  domestic 1,107        1,190        1,200        1,110        1,220        1,230 

Export  demand: 

U.S.S.R.  and  PRC 20  20  20  20  20  20 

Commercial 690  780  840  830  900  950 

Total  export 710  800  860  850  920  970 

Total  demand 1.817        1,990        2,060        1,960        2,140        2,200 

Ending  stocks 221  277  307  243  234  184 

CCC  owned 0  0  0  0  0  0 

"Free"  Stocks 221  277  307  243  234  184 

DOLLARS  PER  BUSHEL 

Prices: 

Farm  price $6.10  $5.60  $5.63  $6.83  $6.27  $6.64 

Loan  rate 5.02  5.02  5.02  5.02  5.02  5.02 

Bean/coin  price' 2.30  2.16  2.26  2.26  2.33  2.41 

*  Price  of  beans  dMded  by  the  price  of  com. 

Source:  Economic  Research  Division,  American  Farm  Bureau  Federation.  Apr.  2.  1985. 


FARM  BUREAU  FARM  BILL  POUCY  SCENARIO — 1986-89  SUPPLY  AND  DEMAND  FACTORS 

Cotton 

Base  acreage  for  1985  is  15.7  million  acres. 

One  million  acres  of  this  will  enter  the  conservation  reserve. 

Effective  base  for  1986-1989,  after  adjusting  for  conservation  reserve  and  appar- 
ently unused  base,  is  13.8  million  acres. 

No  cotton  acreage  is  outside  the  base. 

Trend  yield  increase  of  five  pounds  per  acre  from  a  1985/1986  base  of  535  pounds 
per  acre. 

Average  yield  per  harvested  acre  will  be  increased  by  20  pounds  per  acre  because 
of  the  conservation  reserve. 

Cotton  yield  in  1987/1988  is  reduced  by  10  percent  because  of  a  drouth. 
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For  1986/1987,  1987/1988  and  1988/1989  a  20  percent  ARP  will  be  in  affect  with 
80  percent  participation.  For  1989/1990  a  25  percent  ARP  is  in  affect  with  an  80 
percent  participation  rate. 

Mill  use  is  expected  to  be  flat  throughout  1986/1987-1989/1990  at  about  5.3  mil- 
lion bales  per  year. 

Exports  will  show  very  slow  growth  of  100,000  bales  per  year  from  a  base  of  6.7 
million  bales  in  1985/1986.  World  cotton  demand  will  be  under  intense  pressure 
from  synthetics. 

CCC-held  stocks  will  vary  between  150,000  and  one  million  bales. 

Sluggish  growth  in  domestic  and  export  usage  will  keep  ending  stocks  higher  than 
desirable. 

Price  support  loan  for  1986/1987  is  down  about  0.5  cents  per  pound  from  1985  to 
56.6  cents  and  remains  basically  flat  until  about  a  1.5  cent  decline  in  1989  to  54.8 
cents  per  pound. 

Target  price  for  1986  is  set  at  the  1985  level  of  81  cents  per  pound. 

Target  price  for  1987  is  reduced  5  percent  from  the  previous  year's  level  to  77 
cents. 

For  1988/1989  and  1989/1990  the  target  price  is  110  percent  of  the  five-year  aver- 
age of  spot  market  cotton  prices,  excluding  the  high  and  low  years. 

BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Cotton] 


Variable/year 


1984-85       1985-86       1986-87       1987-88       1988-89       1989-90 


MiaiON  ACRES 

Acreage: 

Baseaaeage 15.60  15.60  13.80  13.80  13.80  13.80 

Planted 11.15  11.00  11.60  11.60  11.60  11.00 

Harvested 10.46  10.20  10.80  10.80  10.80  10.20 


POUNDS  PER  ACRE 
Yield: 

Trend  yield 610  535 

CR  factor 0  0 

ARP  factor 0  0 

Weather  factor 0  0 

Estimated  yields 610  535 

Base  yield 518  531 

MllilON  BALES 
Supply: 

Beginning  stock 2.76  4.33 

Production 13.29         11.37 

Imports 0.03  0.03 

Total  supply 

Demand: 

Mill  use 

Exports 

Total  demand 

Unaccounted 

Ending  stocks 

CCC  held  stocks 

"Free"  stocks 

DOLLARS  PER  POUND 

Farm  pfk»/bu 601  .629 

Loanrate/bu 550         .572 

Target/bu 810         .810 

Source:  Economic  Research  OiviSNin.  American  Farm  Bureau  Federation.  Apr.  2,  1985. 
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BASEUNE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Ootlon  prografn  costs] 


Variable/year 


1986-87 


1987-88 


1988-89 


1989-90 


Base  acreage  (imUion  acres) 13.800 

Percent  compliance » 80.000 

Percent  tase  paid  on  « „ 80.000 

Base  yield/acre 540.000 

Target 810 

Loan 566 

Market  (spot) 630 

Def  pay  rate/bu  ^ .180 

Def  pay  (tNlKons) 858 

*  Percent  of  base  acres  enrolled  in  tlie  Acrvage  Reduction  Program. 

*  Base  acres  enrolled  ninus  acres  idtod. 

'  Target  price  ninus  spot  market  price  or  loan  price,  wMdievor  b  higher. 

Source:  Economic  Research  Division,  American  Farm  Bumu  Federation,  Apr.  2, 1985. 
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FARM  BUREAU  FARM  BILL  POUCY  SCENARIO— 1986-89  SUPPLY  AND  DEBCAND  FACTORS 

Rice 

Base  acreage  in  1985  at  4.3  million  acres. 

Effective  base,  after  acljusting  for  apparently  unused  base,  3.9  million  acres. 

No  rice  acreage  outside  the  base  and  no  conservation  reserve  progr^. 

Trend  yield  increase  of  15  pounds  per  acre  per  year  from  a  base  of  4^90  pounds  in 
1985/1986. 

Since  rice  is  irrigated,  no  yield  reduction  from  mild  drouth  in  1987/1988. 

For  1986/1987  and  1987/1988  a  20  percent  ARP  will  be  in  affect  with  a  95  percent 
participation  rate.  A  15  percent  ARP  will  be  in  affect  for  1988/1989  and  a  10  per- 
cent ARP  for  1989/1990,  ¥rith  a  95  percent  participation  rate  for  both  years. 

Domestic  food  use  will  increase  about  one  million  hundredweights  per  year  from  a 
base  of  41.4  million  hundredweights  in  1985/1986. 

Seed  use  will  remain  unchanged  at  3.2  million  hundredweights. 

Industrial  use  will  increase  by  0.5  million  hundredweights  per  year  from  a  1985/ 
1986  base  of  11.8  million  hundr^ weights. 

PL  480  exports  are  increased  from  current  rate  of  10  million  hundredweights  to 
20  million  hundredweights  per  year  for  1986  to  1989. 

Commercial  exports  will  increase  5  million  hundredweights  per  year. 

OOCowned  stocks  are  reduced  to  zero  by  the  end  of  the  1987/1988  marketing 
year. 

Price  support  loan  for  1986/1987  is  reduced  by  10  percent  from  the  1985/1986 
level  to  $7.20  per  hundredweight. 

Price  support  loan  for  1987/1988  is  reduced  by  10  percent  from  the  1986/1987 
level  to  $6.48  per  hundredweight. 

Price  support  loan  for  1988/1989  and  1989/1990  is  75  percent  of  the  past  5-year 
average  market  price  excluding  the  highest  and  lowest  price  years. 

Target  price  for  1986/1987  is  set  at  the  1985  level  of  $11.90  per  hundredweight. 

Target  prices  for  1987/1988,  1988/1989  and  1989/1990  are  reduced  5  percent  each 
year  from  the  previous  year's  level— 1987,  $11.31;  1988,  $10.74;  1989,  $10.20. 


BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Rice] 


VariaUe/year 


1984-85       1985-86       1986-87       1987-88       1988-89       1989-90 


MILUON  ACRES 

Acr6326* 

Base 4,162  4,162  3,900  3,900  3,900  3,900 

Planted 2.800  2,500  3,160  3,160  3,344  3.530 

Harvested 2,780  2,480  3,140  3.140  3,324  3,510 

Yield  llB/acre 4.966  4.690  4,705  4,720  4,735  4,750 
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BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO-Continued 

[Rice] 


VariaMe/year 


1984-85       1985-86       1986-87       1987-88       1988-89       1989-90 


MILLION  HUNDREDWEIGHTS 

Supply: 

Beginning  Stock 47.0  63.1  40.0 

Production 138.1  116.3  147.7 

Imports 1.1  1.0  1.0 

Total  supply 

Utilization: 

Food 

Seed 

Industry 

Total  domestic 

Commercial  exports 

P.L  480  eqnrts 

Total  exports 

Total  utilization 

Residual 

Total  ending  stocks 

CCC  owned 

"Free"  stocks 


DOLLARS/CWT 

Prices: 

Farm  prk» $8.19  $8.06 

Target  price 11.90  11.90 

Loan  price 8.00  8.00 

Source:  Economic  Rooafdi  Division.  American  Farm  Bureau  Federation,  Apr.  2,  1985. 
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BASELINE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Rice  program  costs] 


Variable/year 


1986-87 


1987-88 


1988-89 


1989-90 


Base  acreage 3.900.00      3,900.00      3.900.00      3,900.00 

Percent  compliance  > 95.00  95.00  95.00  95.00 

Percent  Base  paW  on « 80.00  80.00  85.00  9a00 

BaseyieW 4,705.00      4,720.00      4.735.00      4,750.00 

Target 11.90  11.31  10.74  10.20 

Loan 7.20  6.48  5.96  6.02 

Market 7.61  6.92  6.48*  7.09 

Def  pay  rate/cwt » 4.29  4.39  4.26  3.11 

Def  pay  (billkm  dollars) 0.60  0.61  0.64  0.49 

*  Percent  of  base  acres  enrolled  in  the  Acreage  Reduction  Program. 

*  Base  acres  enrolled  minus  acres  idtod. 

*  Target  price  minus  market  price  or  loan  price,  whichever  is  higher. 

Source:  Economic  Research  Dhnsion,  American  Farm  Bureau  Federation,  Apr.  2,  1985. 


FARM  BUREAU  FARM  BILL  POUCY  SCENARIO — 1986-89  SUPPLY  AND  DEMAND  FACTORS 

Dairy 

Cow  numbers  will  average  10.9  million  head  in  1985/1986,  up  from  recent  months' 
levels  of  10.8  million  head,  but  less  than  the  1983/1984  average  of  11.1  million  head. 
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Numbers  decline  to  10.8  million  head  in  1986/1987,  10.6  million  in  1987/1988  and 
10.4  miUion  in  1988/1989. 

Production  per  cow  will  come  back  strong  and  average  12,924  pounds  in  1985/ 
1986.  Production  will  increase  after  that  at  the  20-year  trend  rate  of  224  pounds  per 
cow. 

Total  production  will  be  139.8  billion  poimds  in  1985/1986,  142.0  billion  pounds  in 
1986/1987,  141.7  bUUon  pounds  in  1987/1988  and  141.4  pounds  in  1988/1989. 

Imports  were  set  at  2.7  billion  pounds  for  each  year. 

Use  on  farms  was  set  at  2.4  billion  pounds  for  each  ^ear. 

Commercial  use  was  forecast  to  increase  by  2.1  billion  pounds  per  year  from  a 
base  of  127.2  billion  pounds  in  1984/1985.  lliis  is  a  combination  of  1.1  billion  pounds 
per  year  trend  increase  in  consumption  and  a  1.0  billion  pound  per  year  increase 
due  to  lower  milk  prices  and  increased  promotional  efforts. 

Private  stocks  were  assumed  to  remain  the  same  at  the  end  of  each  year. 

Net  OOC  purchases  were  estimated  at  10.8  billion  pounds  for  1985/1986,  then  10.9 
billion  pounds,  8.8  billion  pounds  and  6.1  billion  pounds. 

Cost  to  the  CCC  per  one  billion  pounds  of  COC  purchases  was  estimated  at  $132 
million  for  1985/1986  and  $126  million  for  the  next  three  years. 

Net  outlays  for  CCC  were  estimated  at  $1.43  billion  for  1985/1986,  $1.37  billion  for 
1986/1987,  $1.12  billion  for  1987/1988  and  $0.77  bUlion  for  1988/1989,  for  a  total 
four-year  cost  of  $4.69  billion. 

The  price  support  was  set  at  $11.50  per  cwt  for  1985/1986,  $11.00  for  1986/1987, 
$10.64  for  1987/1988  and  $11.01  for  1988/1989. 

BASEUNE  ANALYSIS:  FARM  BUREAU  POUCY  SCENARIO 

[Dairy] 


Vviibie/year 


1984-85       1985-86       1986-87       1987-88       1988-89 


Number  of  cows  (million) 10.8 

Output  per  cow  {lb) 12,611 

Total  production  (tNliion  t) 

Imports  (billion  t) 

Total  supply  (bUlion  t) 

Use  on  Farms  (biNion  t) 3.4 

(Commercial  disappearanoe  (billion  h) 127.2 

Net  OX  purchases  (mm  t) 8.3 

CoA  per  billion  pounds  (mHiion) $0,138 

Net  OX  outlays  (billion) $1,145 

Price  support  (hundredwieight) $12.23 

All  milk  price  (hundredweight) $13.40 

Source:  Economic  Raoardi  Division.  American  Farm  Bureau  Federation,  Apr.  2. 1985. 
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BASEUNE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO 

[Fanner*lieid  reserve  cost] 


VariaUe/year 


1986-87 


1987-88    1988-89    1989-90 


Com: 

Average  bushels  (millions) 380  150  , 

Per  bushel  storage $0,265  $0,265 

Per  bushel  interest  ($2.60  at  9  percent) $0.234  $0.234 

Total  cost  (million) $189.6  $74.9 

Wheat: 

Average  bushels  (million) 445  280 

Per  bushel  storage $0,265  $0,265 

Per  bushel  Interest  ($3.50  at  9  percent) $0.315  $0.315 

Total  cost  (million) $258.1  $162.4 
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BASEUNE  ANALYSIS:  FARM  BUREAU  POLICY  SCENARIO-Contlnued 

[Fanrnr-Md  reserve  cost] 
Variable/yeaf 1986-87        1987-tt        1988-89         190-90 

Com  and  Wheat  cost  (miliion) $447.7        $237.3         $58.0  0 

Other  crops  (miffion) .      $100.0         $60.0         $30.0 0 

Grand  total  (million) $547.7        $297.3         $88.0  0 

Souree:  Eoomnic  iteseorch  Division,  American  ^rm  Bureai  Federation,  Apr.  2, 1985. 

FARM  BUREAU  FARM  BILL  POUCY  SCENARIO~1986-89  SUPPLY  AND  DBMAND  FACTORS 

Conservation  reserve  program 

Program's  goal  is  to  remove  15  million  acres  of  highly  erodible  soil  from  produc- 
tion at  the  lowest  possible  cost. 

Assume  8  million  acres  of  wheat,  2  million  acres  com,  2  million  acres  soybeans,  1 
million  acres  cotton  and  2  million  acres  of  other  crops. 

Assume  $70  per  acre  seeding  allowance  for  first  year  to  help  producer  establish 
cover  of  trees,  nay  or  pasture. 

Assume  $40  per  acre  average  cost  of  yearly  payments  to  farmers  to  maintniii 
cover  crop. 

Assume  that  in  the  third  and  fourth  years  of  the  program,  one-fourth  of  the  land 
is  used  for  pasture  and  producers  forego  the  $50  per  acre  annual  maintenance  pay- 
ment. 

Four-year  cost  of  the  program  is  $2.5  billion. 

COST  OF  CONSERVATION  RESERVE  PROGRAM  FOR  1986-87  to  1989-90  CROP  YEARS 

[DoNars  in  mWions] 

Years- 

Tow 


1986-87         1987-88         1988-89         1989-90 


Establishment  cost 15.0      $1.050.0 $l,05a0 

Yearly  maintenance 15.0 $600.0        $600.0        $600.0  $1^.0 

Grazing 3.75 '150.0         '150.0  '300.0 

Total  cost $1,050        $600.0        $450.0        $450.0  2.55a0 


BASELINE  analysis:  FARM  BUREAU  POUCY  SCENARIO 

U,S.  exports,  world  trade  and  U.S,  market  shares 

To  develop  estimates  of  U.S.  agricultural  exports  for  the  four  years  of  the  policv 
scenario,  estimates  of  world  trade  of  com,  wheat,  soybeans,  cotton  and  rice  ana  U  a 
market  shares  were  made.  In  general,  for  com  and  rice  total  world  trade  and  UJS. 
market  shares  return  to  levels  achieved  in  1979  and  1980.  World  wheat  trade  grows 
modestly  from  recent  levels  and  U.S.  market  shares  return  to  the  levels  achie^dd  in 
1978-1982.  By  1988  world  soybean  trade  has  again  achieved  the  level  occurring  in 
1981,  and  U.S.  market  share  is  back  to  that  level.  For  cotton,  the  world  trade  grows 
modestly  from  current  levels.  U.S.  market  share  improves  modestly,  but  does  not 
reach  the  peak  hit  in  1979. 


Year 

Con  exports  mHon  fflelric  tons 
States       ''"*'       share 

VVheateiiportsmNon 

metric 

Soyheani 

^^^ 

^ 

Worid 

U.S. 
share 

Uniled 
Stales 

ILSl 

iron        ^, 
oS) 

1975 

1976 

1977 

~- 

43.5       60.7 

47.8       60.9 

.      .        49.5       66.4 

72 
70 
75 

31.9 
25.8 
30.6 

66.0 
63.0 
72.0 

48 
41 
43 

15.1 
15.4 
19.1 

19.2         79 

\n      m 

22J         18 
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Cdnnports  mNon  nwlric  tons      WHwit  nports  nil 
tons 


Yor                           lyvL^                    lie                                   U.S.  U^ 

■■Mn  u^        ^^^       ^^       ^^^       ^^ 


SMes 


State       "^       (par-       State       "^       (par- 
cent)  cent) 


1978 54.2  71.0  76  32.5  72.0  45  20.1  24.7  81 

1979 61.8  78.5  79  37.4  86.0  43  23.8  29.1  82 

1980 59.8  78.5  76  41.2  94.0  44  19.7  25.3  78 

1981 50.^  67.9  74  48.2  101.0  48  25.3  29.3  86 

1982 47.5  64.1  74  41.0  93.0  44  24.6  28.6  86 

1983 47.4  60.0  79  38.9  103.0  38  20.1  26.1  77 

Estimate:  1984 50.8  67.2  76  39.5  105.0  38  19.3  26.4  73 

rTOKKXBOa 

1985 50.5  67.3  75  41.5  105.0  40  21.8  27.3  80 

1986 51.3  68.4  75  43.5  106.1  41  23.4  27.5  85 

1987 48.8  65.1  75  46.5  107.0  43  23.1  28.0  83 

1988 58.8  78.4  75  48.7  108.0  45  25.0  29.4  85 

1989 58.3  77.7  75  47.0  108.0  44  26.4  31.1  85 


SouRC:  BamR  Rnwdi  DwMhi.  AnHriOi  Farm  Buraau  FedanMon.  Apr.  2. 1985. 

FARM  BUREAU  FARM  BILL  POUCY  SCENARIO-1986-89  SUPPLY  AND  DEMAND  FACTORS 


Yor 


UniM 

WorM 

U.S.slin 

UniM 

WorM 

U.S.slin 

State 

(iWWfit) 

State 

(pmant) 

1.7 

8.4 

20 

0.7 

4.2 

17 

2.1 

10.6 

20 

1.0 

3.8 

26 

2.3 

9.6 

24 

1.2 

4.2 

29 

2.4 

12.0 

20 

1.3 

4.3 

30 

2.7 

12.7 

21 

2.0 

5.0 

40 

3.0 

13.1 

23 

1.3 

4.3 

30 

2.7 

11.6 

23 

1.4 

4.4 

32 

2.2 

11.8 

19 

1.1 

4.2 

26 

2.3 

12.5 

18 

1.5 

4.2 

36 

2.1 

11.6 

18 

1.3 

4.4 

30 

2.2 

11.6 

19 

1.45 

4.5 

32 

2.5 

12.9 

21 

1.48 

4.6 

32 

2.7 

12.3 

22 

1.50 

4.7 

32 

2.8 

12.7 

22 

1.59 

4.8 

33 

3.0 

13.0 

23 

1.55 

4.7 

33 

1975 

1976 

1977 

1978 

1979 : 

1980 

1981 

1982 


1983 

Estimate:  1984 

Projected: 

1985 


1986.. 


1987.. 


1988.. 


Sourec:  Ecowic  RmmH  Division,  Amorim  Farm  Bumu  Fedsradon,  Apr.  2, 1985. 


[The  following  exhibits  were  supplied  by  Benny  Bunting,  United 
Farmers  Organization,  see  p.  126  for  oral  reference.] 
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EXHIBm 


BR0ILERS.0 


BROILERS: 


Budget  40-1 
1/B4 
Estimated  annual   revenue,  operating  e>q>enses,  ownership  et^enses 
and  net  revenue  for  a  contract  grower  (one-house  operation, 
mechanized;  26,667  chicks  started  per  brood,   2  percent  mortality, 
5.5  broods  per  year,   143,739  birds  raised  per  year  and  sold  at  4.9 
pounds*     Assume  building  size  Is  20,000  sq*  ft.;    building  and 
equipment  cost  of  $86,000). 


Category 

Unit 

Price 

Quantity 

Value 

Your  Value 

Estimated  revenue 

lbs. 

$0,031 

646.808 

$20.051» 

Operating  Inputs: 

Litter 

Utilities 

Equipment  repair  cost 

Miscellaneous  e>q>enses 
Total  operating  cost 


$  1.078 

2.257 

430 

230 

$  3,995 


Returns  to  land,  capital,    labor,  overhead 
and  management 

$16,056 

Annual   Investment  cost^                             $0.13 

43.000 

$  5,590 

(Interest  charges) 

Returns  to  land,    labor,   overhead 
and  managtiment 

$10,466 

Ownership  cost:     depreciation^^ 
property  taxes^  and  Insurance^ 

$  5,655 

•  A /^v 

Returns  to  land,   labor  and  management 

$  ^.811 

V^?;i 

Labor  cost                                         hour     $4.50 

756 

$  3,402 

Returns  to  land  and  management 

$  1.409^ 

^     9/d 

Prepared  by  Marc  A.  Johnson,  Extension  Economist,  and  Thomas  A.  Carter,  Extension 
Poultry  Specialist. 


^oes  not  Include  value  of  used  broiler  litter. 

^ased  on  one-half  of  the  Investment  cost  of  $86,000.     Annual  principal  and 

Interest  payments  would  be  $12,242  for  a  20-yeer  loan  at  13.0  percent  IntorMt. 
depreciation  based  on  a  20-year  life  for  the  building  valued  at  $66,000  and  s ^60 

12  years  for  tl).e  equl;iment  valued  at  «p,00p.  -  ^^f^^ 
^sed  on  0.3  percent  of  Initial  I nvesWrirT  s,  ^rf 
^Sased  on  0.5  percent  of  Initial  Investment.  Vi^ 

^No  allowance  has  been  made  for  the  effect  of  the  10  percent  I nvestwant  tax 

credit. 


*-  a. 


'Jr 


i^^/u.     ij^   u  c^JLW  V^jU, 
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Budget  40-1 
1/84 
Estimated  annual  cash  flow  requirements  for  a  contract  grower  based 
on  various  Interest  rates  and  debt  repayment  periods  (one-house 
operation  with  an  Inveslment  of  186,000,  labor  charge  of  14.50 
per  hour  and  756  hours  annually  equals  13,402  and  other  annual  cash 
requirements  of  $4,683  for  litter,  utilities,  repair,  property 
taxes.  Insurances  and  miscellaneous  expenses). 


Annual  Cash  Require 

ments  with 

Interest  Rates  of: 

Length  of  Loan 

(Years) 

111 

131 

151 

7 

$26,335 

$27,531 

$28,756 

10 

22,688 

23,934 

25.221 

12 

21.331 

22,618 

23,950 

15 

20,045 

21,393 

22,792 

20 

18,885 

20,327 

21,825 

25 

18.297 

19,818 

21.389 

Note:  Cash  requirement  figures  In  the  table  Include  equal  annual  payments  for 

combined  Interest  and  principal  payments  plusl  $8,085  for  labor,  utilities, 
repair,  property  taxes.  Insurance  and  ml  seel  I Bneou»  expenses*  No 
allowance  has  been  made  for  the  effect  of  the  10  percent  Investment  tax 
credit  or  for  the  value  of  used  broiler  litter. 


BROILERS:  Estimated  annual  revenue  and  returns  to  land,  risk  and  management 
for  a  contract  grower  based  on  various  contract  payment  rates  (one- 
house  operation,  26,667  chicks  started  per  brood.  2  percent 
mortality,  5.5  broods  per  year  and  143,735  birds  raised  per  year). 


Description 


Contract  Payment  Pmr  Lb. ; 

$.028       $.029       $.030       $.031        $.032       $.033       $.034 

Estimated  annual 

revenue^  $18,111  $18,757  $19,404  $20,051  $20,696  $21,349  $21,991 

Estimated  annual  * 

revenues  to  land, 
and  management'*       $-    931  $       1 19  $       762  $   1,409  $  2,056  $  2,703  $  3.349 


Prepared  by  Itorc  A.  Johnson.  Extension  Economist,   and  Thomas  A.  Carter,  Extension 
Poultry  Specialist. 

^he  estimated  annual  revenue  Is  the  available  cash  for  use  In  meeting  estimated 
cash  requirements  given  In  the  previous  table. 


'^ased  on  an  Interest  cost  of  13.0  percent. 


46-566  0-85-15 
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EXHIBIT  2 

Fcrmm  Wuhmglan 

)Otf>artnMnlof  Horn*  O.C. 

^AgncuNure  Adiwoislrtlion  20250        p^^  ^  „o.  ^^^^       (1940) 


May   10.    1984 

SiraJECT:   PWIA  Poultry  Loans 

Reissue  of  AN  806  (1940)  dated  January  26,  1983 

TO:   State  Directors,  District  Directors 
and  County  Supervisors 

Various  questions  have  been  raised  and  requests  for  policy  guidance  have 
been  received  concerninc;  FaiH>*s  len'fin^  practices  involvini;  poultry 
operations  -  broilers,  layers  and  turkeys.  We  believe  it  is  taont 
essential  that  all  aspects  of  FaHA  involvement  in  financing  must  be  very 
carefully  analysed  %ihen  processing  applications  for  poultry  enterprises. 
The  following  itens,  plus  others  pertinent  to  your  area,  should  be 
considered: 

I.  Prior  to  asking  loans  to  new  producers  for  new  facilities, 
FsiRA  should  assess  the  overall  economic  stability  of  the 
poultry  industry  in  the  area  and  consider  the  following: 

1.  Any  indications  that  proc^sors  may,  for  any  reason, 
restrict  the  area  in  which  they  will  place  a  contract 
to  not  include  the  area  of  the  proposed  loan. 

2.  The  number  of  farms  in  the  area  (including  PmHA 
inventory  properties)  that  have  vacant  poultry 
facilities  due  to  economic  conditions  or  do  not  have 
a  contract  due  to  surplus  production. 

3.  Check  very  thoroughly  comparative  sales  of  farms 

with  poultry  facilities  in  the  area  to  determine  the 
obsolescence  factors  and  the  value  of  the  poultry 
facilities  to  the  farms. 

4.  FWIA  must  be  acutely  aware  of  the  danger  of  overexpansion 
in  certain  areas  and  the  adverse  effect  of  overproduction 
o«r;:^«s«nt  FWA  borrowers  and  other  producer*.   To  the 
«KtMiC  possible,  the  determination  mutt  be  made  ChaC 

Che  FbHA  toatt(s)  vndcr  consideration  will  not  result 
in  surplus  production  under  forseeable  circumstances. 

II.  Many  poultry  producers  are  part-time  farvsrs  «*o  have  significant 
off-farm  income.  To  be  determined  eligible,  the  record  must 
clearly  show  that  the  applicant  operates  the  farm,  does  not 
substitute  significant  hired  labor  for  the  applicant's  family  to 
have  a  standard  of  living  considered  reasonably  adequate  for  the 


BXPIRATIOH  DATE:   April  30,  1985       FILING  INSTRUCTIONS:   File 

Precedir.c  -^"HA  In.nt ruction  1941 -A 
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III.   Due  to  a  nuaber  of  f«ctor«,  includiag  changes  in  design  required 
by  processors,  soom  poultry  houses  and  facilities  have  security 
value  and  a  useful  life  significantly  lesa  than  other  fans 
buildings  of  co«p«r«ble  coat,  with  very  lisiited  or  no  alternative 
uses.   In  addition,  the  real  estate  security  for  poultry  loans 
ia  frequent ly  nnll  tracta  of  land.   In  aost  caaes,  the  repayment 
period  for  real  estate  poultry  loans  should  be  substantially 
less  than  our  maximua  40~year  authority. 

IV.  Adequate  vaate  nanageaent  ia  obviously  essential  to  successful 
poultry  operations.   Each  loan  docket  viLl  contain  a  detailed 
waste  oMnageoent  plan  approved  by  the  appropriate  local 
official,  if  required,  or  by  the  Soil  Conservation  Service  '^r  the 
Cooperative  Extension  Service. 

V.  The  location  of  the  enterpriae  nay  also  affect  the  success  of  the 
operation.   Applicanta  aust  be  advised  to  locate  the  buildings 
so  as  to  not  interfere  with  the  quality  of  life  of  their 
neighbors  nor  create  a  nuisance  in  the  connunity. 

IV.   In  determining  repayment  ability  and  overall  soundness  of  the 

operation,  loans  should  not  ordinarily  be  based  on  production  at 
continuous  maximum  capacity  and  prices.   It  is  not  unusual  for 
processors  to  not  immediately  replace  flocks  during  periods  of 
surplus  production. 

We  believe  it  is  most  important  that^ each  application  for  a  poultry  loan 
be  very  carefully  analyzed,  considering  the  above  items  and  other 
circumstances  pertinent  to  your  area.  The  operator  must  be  fully 
qualified,  tjra  securi^ysmust  be  completely  adequate,  the  term  must  be 
appropr j^eJl^fidt   ^^ral^,  the  operator  must  have  a  reasonable  chance  for 
succesi 


r^     CHAkLES^;    ^UMAN 

Administrator 
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[From  the  Fayetteville  Observer,  February  1985] 

Farbong  Paradox 

If  corporate  farmer  John  Block  succeeds  in  beheading  the  flue-cured  tobacco  allot- 
ment and  price  support  program,  thousands  of  this  state's  small  farms  will  soon  ^ 
up  and  blow  away  in  the  whistling  wind.  For  all  those  towns  where  everybody  from 
the  banker  to  the  barber  needs  tobacco  farmer  trade,  the  tune  will  be  a  reprise  of 
the  Great  Depression. 

Anybody  who  thinks  poultry's  recent  ascendancy  over  tobacco  as  North  Carolina's 
leading  cash  crop  offers  a  ducky  road  to  salvation  for  small  farmers  who  grow 
bright  leaf,  is  fidl  of  horsefeathers. 

Tobacco  farmers  are  independent  cusses.  They  tend  to  own  their  own  equipment 
and,  although  they  rent  some  allotments,  to  own  their  home  farms  and  run  their 
own  operations  from  seedbed  to  warehouse  sale  floor.  Most  make  good  money. 
Smothering  entrapment  by  large  corporations  which  often  pay  poorly  is  unheard  a(. 

In  that  way,  tobacco  is  as  different  from  North  Carolina's  booming  poultry  indus- 
try as  sand  is  from  salt.  The  broiler  business,  for  example,  is  dominated  by  large 
processors.  They're  "vertically  integrated,"  which  in  this  case  means  they  have 
their  own  feed  mills,  chicken  breeder  flocks,  hatcheries,  processing  plants  and  (teliv- 
ery  trucks.  Some  even  have  their  own  restaurants. 

There  is  no  binding  system  of  regulation  that  adequately  protects  small  farmers 
who  go  to  work  for  the  big  processors.  Farmers  don't  even  sell  broilers,  to  pick  one 
example,  at  an  auction  market  the  way  tobacco  farmers  sell  their  leaf  to  competing 
bidders.  They  grow  chickens  under  a  contract  to  a  specific  processor,  like  Gold-Kist 

Gold-Kist  is  a  Fortune  500  Arm  which  from  its  headquarters  in  Atlanta  competes 
with  other  corporate  poultry  giants  that  include  subsidiaries  of  vast  multinational 
corporations,  like  Continental  Grain.  The  competition  has  been  ferocious,  squeezing 
out  smaller,  less  efficient  processors.  It  has  helped  give  us  cheap,  high-quality  poul- 
try products  in  abundance.  But  that  doesn't  help  the  farmer  much  when  he  is 
pressed  to  install  new  equipment  on  one  side,  without  being  paid  more  for  his  chick- 
ens on  the  other. 

What  the  farmer  brings  to  his  grossly  unequal  relationship  with  the  integrators 
is,  generally,  expensive  modem  chicken  houses,  other  equipment,  land  and  kSbor.  In 
return  he  doesn't  get  a  voice  in  corporate  policy,  employee  benefits,  the  tobacco 
farmer's  freedom  to  run  his  own  show  or,  usually,  any  guarantee  he'll  get  another 
flock  to  grow.  And  those  dropped  by  one  processor  may  just  be  out  in  the  cold. 

One  Chatham  County  poultry  farmer  ruefully  summed  it  up  by  saying,  "We're 
peons."  His  was  a  sorrowfitl  echo  of  what  some  federal  analysts,  many  academicians 
and  The  Rural  Advancement  Fund/National  Shtu-ecropper  Fund  headquartered  in 
nearby  Pittsboro  have  concluded  at  greater  length. 

The  turkey  business  isn't  much  different,  except  that  the  income  has  historically 
been  better  than  for  chickens.  Instead  of  no  independent  producers,  or  close  to  none, 
as  in  the  broiler  industry,  perhaps  25  out  of  the  maybe  600  turkey  producers  in 
North  Carolina  are  independent.  Nor  is  egg  production  the  exception.  In  overview, 
some  99  percent  of  all  the  nation's  broilers  are  produced  under  contract,  as  are  90 
percent  of  its  turkeys  and  eggs. 

So  comparing  North  Carolina's  tobacco  farming  industry  to  its  poultry  industry  is 
like  comparing  catfish  to  alligators. 

Tobacco,  if  the  Reagan  administration  can  be  prevented  from  killing  its  programs, 
will  continue  to  support  a  lot  of  independent  family  farmers,  with  comfort  and  dig- 
nity, scratching  some  now  and  then.  But  the  poultry  industry  has  earned  a  reputa- 
tion for  eating  them  alive. 

Oddly,  North  Carolina  has  been  favoring  one  of  these  groups  of  family  farmers 
over  the  other.  The  tobacco  program  is  defended  with  passion  by  Agriculture  Com- 
missioner Jim  Graham,  the  governor  and  just  about  everyone  else  in  sight  who  has 
any  intention  of  remaining  in  state  politics.  But  the  average  poultry  farmer  is 
scorned  through  a  bending  of  the  law  in  one  case  and  an  absence  of  n^ed  law  in 
another. 

State  law  requires  the  N.C.  Department  of  Agriculture's  policy-making  Board  of 
A^culture  to  consist  of  10  "practical  farmers,"  all  appointed  by  the  governor.  But 
as  the  Sharecropper  Fund's  study  notes,  not  one  is  a  poultry  farmer.  Holly  Farms 
Vice  President  John  Guglielmi  sits  on  that  board,  but  catching  him  cleaning  out  a 
chickenhouse  would  be  like  finding  a  boU  weevil  plowing  cotton.  This  is  a  failing 
Gov.  Jim  Martin  can  correct  in  May,  when  Guglielmi's  term  expires  along  with  the 
terms  of  three  other  members. 
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State  law  specifically  protects  fruit  and  vegetable  growers,  with  the  Department 
of  Agriculture  overseeing  contracts  for  those  who  sell  under  them.  Yet  the  poultry 
producer  is  left  to  st£uid  by  himself  in  his  unequal  relationship  with  the  integrators. 

The  hundreds  of  small  Tar  Heel  farmers  who  produce  broUers,  turkeys  and  eggs 
for  big  companies  deserve  better  protection.  In  the  North  Carolina  General  Assem- 
bly, where  many  a  legislator  has  small  farm  roots,  reform  should  flourish. 


Statement  of  Dick  Field,  Director  of  National  Affairs,  Alabama  Farm  Bureau 

The  livestock  industry  is  extremely  important  to  the  economy  of  Alabama  and  the 
United  States.  During  1984  cattle  producers  in  Alabama  received  $341.9  million 
income  for  their  cattle  and  calves.  This  is  down  2.6  percent  from  1982.  Many  of 
these  cattle  are  produced  on  land  that  is  not  suited  for  crop  production. 

On  January  1,  1985,  Alabama  cattlemen  were  holding  1,830,000  cattle  and  calves, 
down  2  percent  from  a  year  earlier  and  4  percent  below  January  1  two  years  ago. 
Brood  cows  decreased  from  883,000  January  1,  1984  to  871,000  January  1, 1985.  Heif- 
ers for  brood  cow  replacement  were  up  slightly  while  all  other  classes  of  cattle  were 
at  the  lowest  levels  in  years.  The  value  of  cattle  and  calves  on  Alabama  farms  at 
the  beginning  of  the  year,  totaled  $539.9  million,  an  average  of  $295  per  head.  Ala- 
b£ana  ranked  22nd  among  states  in  total  cattle  and  18th  in  number  of  beef  cows. 
Alabama's  1984  calf  crop  at  830,000  was  the  lowest  in  many  years.  Many  producers 
were  forced  to  liquidate  herds  due  to  low  prices  for  1981  through  1984  and  liquida- 
tion continues  as  producers  are  trying  to  increase  cash  flow  and  get  out  of  unprofit- 
able operations.  Ever  increasing  inflation  is  a  msgor  problem  with  cattle  producers. 
The  value  of  cattle  in  Alabama  has  dropped  from  $435  in  1980  to  $295  in  1984. 
During  this  same  time  cost  of  production  items  doubled,  tripled  and  even  quadru- 
pled for  some  items. 

For  many  cattle  producers  different  and  better  management  practices  helped 
them  stay  in  business  as  production  cost  continues  to  increase.  Among  some  of  the 
management  practices  that  have  proved  profitable  are  stocker  programs  where 
lightweight  calves  are  carried  to  heavier  weights  on  cool  season  grazing  and  the  fin- 
ishing of  those  cattle  to  slaughter  weights. 

According  to  Auburn  University  Extension  Service,  some  of  the  mcgor  manage- 
ment problems  facing  cattle  producers  in  Alabama  are: 

1.  Insufficient  forage  production 

2.  Inadequate  brood  cow  and  replacement  heifer  nutrition 

3.  Low  percent  calf  crop  weaned 

4.  Light  selling  weight  of  calves 

5.  Lack  of  planned  breeding,  selection  and  culling  programs 

6.  Losses  due  to  disease  and  parasites 

7.  Marketing 

8.  Inadequate  equipment  and  facilities  necessary  for  proper  management 

The  correction  of  many  problems  are  up  to  individual  producers;  however,  addi- 
tional educational  and  research  programs  should  be  sponsored  by  both  the  USDA 
and  Extension  Service.  Appropriations  should  be  maintained  at  present  or  higher 
levels  for  animal  health  and  research.  This  could  help  solve  many  of  these  manage- 
ment problems  and  assure  continued  adequate  supplies  of  quality  beef  for  consum- 
ers. 

There  are  many  problems  that  affect  beef  producers  that  are  not  management 
problems  but  certainly  affect  the  economic  and  social  structure  of  American  beef 
producers.  These  problems  are  controlled  by  legislation  and  many  governmental 
agencies  such  as  IJSDA,  EPA,  OSHA,  FDA,  and  others.  Cattle  and  beef  producers 
have  typically  been  very  independent  wanting  beef  production  to  remain  a  free  en- 
terprise system  with  supply  and  demand  controlling  price.  Beef  producers  do  not 
want  government  intervention  such  as  price  freezes,  embargoes,  etc.  and  oppose  any 
government  programs  that  adversely  effect  the  cattle  industry. 

We  request  that  before  any  government  agricultural  program  be  passed  into  law, 
that  a  study  be  made  by  the  appropriate  agencies  of  the  USDA  to  determine  the 
effect  on  other  commodities.  Cattle  and  beef  producers  also  feel  that  imports  are  one 
of  the  major  problems  affecting  cattle  production  in  the  United  States,  even  though 
imports  are  down  from  a  year  ago  due  to  decrease  in  beef  production  in  importing 
countries.  About  10  percent  of  the  beef  consumed  in  the  United  States  is  imported. 

Imports  of  beef  and  beef  products  should  continue  to  be  on  a  countercyclical  basis 
to  help  insure  a  continued  supply  of  domestic  beef  and  help  increase  prices  to  U.  S. 
cattle  producers. 
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It  is  also  recommended  that  imported  beef  products  should  be  subject  to  the  same 
inspection,  sanitary,  quality  and  residue  standards  as  domestic  products.  Imported 
beef  and  beef  products  should  be  clearly  labeled  so  that  consumers  would  know  that 
they  were  purchasing  foreign  beef. 

In  order  to  increase  export  sales  of  high  quality  U.  S.  beef,  a  more  aggressive 
stance  should  be  taken  to  gain  access  to  foreign  markets.  Prospects  for  increasing 
exports  of  beef  and  other  red  meats  appear  good  if  certain  trade  barriers  can  be 
broken.  An  increase  in  exports  would  help  increase  prices  cattle  feeders  receive  for 
their  cattle  and  help  with  the  trade  deficit. 

Cattle  producers  have  had  many  of  their  management  tools  removed  and/or  their 
use  curtailed  through  governmental  agencies  banning  certain  products  from  the 
market.  Growth  harmones,  such  as  DES,  that  increase  beef  output  and  feed  efficien- 
cy have  been  taken  off  the  market  or  their  use  limited.  Nitrites  used  to  cure  meats 
have  come  under  close  scrutiny  and  could  be  banned  from  use  in  many  products. 
Many  feed  additives  such  as  penicillin  and  tetracyclines  have  also  come  under  fire 
by  the  USDA  and  FDA  and  producers  could  lose  these  products. 

Agricultural  drugs  and  chemicals  are  needed  to  provide  beef  for  America's  needs. 
Any  curtailment  of  the  safe  and  appropriate  usage  of  these  products  will  result  in 
lower  quality  and/or  quantities  of  beef  at  higher  cost  to  consumers.  There  ^ould  be 
careful  consideration  of  all  scientific  data,  risk  and  benefits  and  conclusive  evidence 
presented  before  removal  of  drugs  and  chemicals  from  the  market. 

Imported  fire  ants  are  a  serious  problem  in  Alabama  and  the  Southeast  and  there 
are  no  economical  or  practical  means  of  controlling  this  pest.  Fire  ants  pose  an  in- 
creasing danger  to  humans,  livestock  and  wildlife  and  cause  serious  economic  losses 
to  cattle  producers  in  this  area.  The  USDA  should  work  to  get  legislation  passed  to 
aid  in  control  of  fire  ants  and  for  more  research  for  a  more  effective  meliiod  of  con- 
trolling this  pest. 

Brucellosis  is  another  problem  affecting  the  livelihood  of  cattle  producers.  Ade- 
quate funds  should  be  available  to  continue  the  eradication  programs.  In  the  past 
when  brucellosis  was  just  about  eradicated  in  many  areas,  funds  were  expanded  and 
brucellosis  infection  began  increasing  and  spreading  to  previously  uninfected  areas. 
With  proper  administration  of  the  brucellosis  program,  trimming  of  extra  staff 
people  and  continuation  of  cooperative  agreements  with  the  states  to  use  available 
funds  to  contract  labor  for  much  of  the  work,  the  goal  of  eradication  is  possible  in 
the  foreseeable  future. 

To  aid  in  the  eradication  effort,  many  producers  feel  that  indenmity  payments  are 
not  sufficient  to  replace  cattle  that  have  to  be  slaughtered  due  to  bruoeUosis  infec- 
tion. It  is  felt  that  adequate  funds  should  be  made  available  to  increase  indemnity 
payments  to  levels  that  would  aid  in  depopulating  herds  and  help  producers  replace 
these  cattle.  Calfhood  vaccination  is  another  important  tool  in  the  eradication  effort 
and  should  be  continued. 

Many  cattle  producers  work  an  entire  lifetime  building  up  an  estate  with  plans  of 
leaving  his  land,  cattle,  and  equipment  to  a  son  or  daughter.  The  family  member 
has  to  sell  off  a  laige  portion  of  the  farm  to  pay  the  inheritance  tax.  These  taxes  are 
very  unfair  and  often  cause  the  loss  of  a  family  farm.  The  Congress  should  work  to 
keep  the  family  farm  together  and  to  reduce  burdensome  estate  taxes. 

Some  form  of  incentives  for  family  farms  could  be  made  available  to  help  efficient 
and  productive  family  farms  survive  the  coming  years  to  provide  needed  food  for  the 
American  consumer  at  reasonable  prices. 

There  are  many  problems  facing  farmers  and  ranchers  in  Alabama  and  across  the 
nation  that  need  to  be  addressed.  It  is  generally  agreed  that  high  interest  rates  are 
one  of  the  greatest  problems  facing  cattle  producers.  A  msgor  reason  for  liie  hic^ 
rates  has  been  government  spending  and  large  deficits.  To  reduce  spending  wouldbe 
one  of  the  best  programs  for  agriculture. 

Before  decisions  are  made  final  on  the  1985  Farm  Bill,  the  outcome  should  be 
carefully  weighed  since  thousands  of  farmers,  cattle  producers  and  their  families 
will  be  affected  for  years  to  come. 


Statement  of  the  Kansas  Livestock  Association 
cheap  grain  means  cheap  cattle? 

The  conventional  wisdom  is  that  cheap  grain  results  in  cheap  cattle.  Hoiwever, 
history— particularly  during  the  past  10  years — shows  that  this  old  adage  is  not  nec- 
essarily true. 
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The  problem  with  the  theory  is  that  it  assumes  that  factors  other  than  grain 
which  affect  feeding  profitability  are  constant.  Factors  other  than  grain  have 
become  relatively  more  important  than  they  once  were,  and  those  factors  have 
become  more  volatile. 

The  volume  of  fed  beef  does  not  necessarily  increase  in  direct  response  to  cheap 
grain.  Also,  feeder  cattle  prices  do  not  necessarily  get  bid  up  when  grain  prices  de- 
crease. Feeder  cattle  prices  appear  to  be  related  more  directly  to  fed  cattle  prices. 
The  actual  trends  are  shown  in  the  accompanying  chart,  prepared  by  Cattle-Fax. 

Ck)mmenting  on  the  data  which  show  that  cattle  prices  do  not  necessarily  relate 
directly  to  grain  prices,  Tommy  Beall,  director  of  research  for  Cattle-Fax,  mentioned 
these  points: 

Feed  costs  in  recent  years  have  represented  a  smaller  share  of  total  cattle  feeding 
costs  than  in  years  past.  Energy  costs,  interest  rates,  inflation  and  general  financial 
situations,  for  example,  have  become  more  important  than  they  have  been  in  the 
past. 

Contrary  to  expectations,  cattle  feeding  in  the  Com  Belt  has  not  been  increasing 
significantly  with  lower  grain  prices.  Financial  situations  and  government  grain 
programs  may  be  more  significant  than  grain  prices  in  affecting  cattle  feeding. 

It  alwa3rs  is  assumed  that  cheap  grain  means  feeding  to  heavier  weights.  Cattle- 
Fax  data  indicate  that  average  slaughter  weights  may  be  lighter,  partly  because 
there  is  more  calf  feeding  in  times  of  cheap  grain. 

Non-fed  cattle  slaughter  has  been  a  more  significant  factor  during  the  past 
decade.  When  grain  is  high,  feeder  cattle  prices  may  tend  to  move  down.  This  means 
more  liquidation  and  non-fed  slaughter,  increasing  the  total  beef  supply,  and  put- 
ting pressure  on  fed  prices. 

"nie  meat  business  is  now  mature.  Total  per  capita  meat  supplies  cannot  be  profit- 
ably increased.  Even  competitive  meat  producers  may  not  respond  as  expected  to 
cheaper  grain  prices.  At  any  rate,  situations  among  ccnnpetitive  meats  may  be  dif- 
ferent from  what  they  once  were. 

The  weak  economy  and  other  factors  have  caused  more  bearish  attitudes  general- 
ly— among  hog  as  well  as  cattle  producers.  Contrary  to  expectations,  pork  produc- 
tion may  not  show  much  increase  until  1984. 

Much  of  the  recent  increase  in  numbers  of  cattle  on  feed  is  not  related  directly  to 
cheaper  grain.  It  is  more  a  reflection  of  the  lack  of  profitability  in  cow-calf  oper- 
ations. More  heifers  have  gone  into  feedlots  instead  of  being  used  as  replacements. 

The  entire  situation  is  much  more  complex  than  it  once  was.  Better  planning  is 
necessary.  More  cattlemen  can  benefit  from  using  a  professional  market  informa- 
tion and  analysis  service. 


Qyarlwly  Com  4  Catlto  PrIOM 
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MARCH  22  HEARING— DAIRY  ISSUES 

Statement  of  Hon.  Patrick  J.  Leahy,  A  U.S.  Senator  From  Vermont 

Mr.  Chairman,  this  hearing  his  timely  and  important  because  of  concern  about 
the  possibility  of  increased  milk  production  this  spring,  after  the  end  of  the  Dairy 
Diversion  Program,  and  the  need  to  enact  responsible  dairy  legislation  as  a  part  of 
the  1985  farm  bill. 

We  all  clearly  understand  that  the  new  bill  must  result  in  milk  production  suffi- 
cient to  meet  projected  demand — and  not  a  program  that  piles  up  surplus.  We  must 
work  with  the  dairy  industry  to  reach  a  consensus  concerning  the  new  dairy  bill. 

PENDING  legislation 

Two  bills  have  been  introduced  to  modify  the  Milk  Price  Support  Program  in  the 
upcoming  year  and  beyond.  The  administration's  bill — S.  501 — calls  for  an  end  to 
the  Dairy  Program  as  it  has  operated  heretofore.  Dairy  farmers  agree  that  farm 
programs  can  be  amended  and  improved  based  on  what  has  been  learned  from  expe- 
rience. Amendment  does  not  mean  termination. 

Senator  Helms  has  introduced  S.  616.  Under  title  11  of  the  chairman's  bill,  the 
price  of  milk  would  be  supported  at  $11.60  per  hundredweight  for  fiscal  year  1986. 
For  fiscal  years  1987  through  1991,  the  support  price  of  milk  would  be  a4justed  by 
the  Secretary  of  Agriculture  based  on  his  estimate  of  net  Government  purchases  of 
dairy  under  the  Price  Support  Program  for  the  next  twelve  months. 

Under  the  chairman's  proposal,  adjustments  in  the  support  price  would  be  made 
according  to  a  sliding  scale  that  triggers  certain  reductions  in  the  support  price  if 
Government  purchases  exceed  specified  amounts.  The  scale  provides  for  a  reduction 
of  as  much  as  $1.00  per  hundredweight  if  Government  purchases  are  projected  to 
exceed  10  billion  pounds. 

I  intend  to  look  carefully  at  the  proposals  that  are  supported  by  dairy  farmers. 
Dairy  farmers  in  Vermont  are  deeply  concerned  about  the  possibility  for  surplus 
and  the  lagging  demand  for  milk  products. 

An  unfortunate  combination  of  circumstances— including  very  low  feed  prices  and 
a  weak  economy  characterized  by  double-digit  unemployment  rates— led  to  the  sur- 
plus of  recent  years.  We  must  find  a  remedy  for  the  short-term  surplus  problem 
without  damaging  the  long-term  ability  of  our  dairy  farmers  to  meet  consumer 
needs.  Both  farmers  and  consumers  deserve  and  will  benefit  from  a  sound  dairy  pro- 
gram. 

PREVIOUS  legislation 

In  several  instances  during  past  years.  Congress  has  modified  the  Milk  Price  Sup- 
port Program  in  an  attempt  to  realign  supply  and  demand. 

In  Majrch  of  1981,  Public  Law  97-6  eliminated  a  scheduled  increase  in  the  milk 
support  price. 

The  1981  farm  bill  scaled  back  milk  support  price  increases  for  the  years  1982 
through  1985  that  would  otherwise  have  been  required. 

In  1982,  the  Agriculture  Committee  reported  legislation,  as  a  part  of  measures 
necessary  to  meet  instructions  under  the  budget  reconciliation  process  for  GbuI 
year  1983,  to  freeze  the  minimum  support  level  for  milk  for  three  years.  Became 
law.  Under  the  conference  report,  the  minimum  milk  price  support  for  the  1983  and 
1984  fiscal  years  was  set  at  $13.10  per  hundredweight. 

In  1983,  Congress  enacted  the  Dairy  Production  Stabilization  Act.  Under  the  act 
(Public  Law  98-180),  the  support  price  was  reduced  by  50  cents  per  hundredweight 
and  established  at  $12.60  per  hundredweight.  The  act  further  provides  for  additional 
reductions  in  the  support  price  if  net  Government  purchases  are  projected  to  exceed 
specified  levels. 

The  Dairy  Diversion  Program  that  has  operated  for  the  past  15  months  will  termi- 
nate at  the  end  of  March — in  less  than  10  days. 

On  April  1,  the  Secretary  can  reduce  the  support  price  of  milk  by  50  cents,  to 
$12.10  per  hundredweight,  if  he  estimates  that  net  price  support  purchases  of  milk 
or  milk  products  during  ^e  12-month  period  beginning  on  April  1  will  exceed  six 
billion  pounds  (milk  equivalent),  but  the  50  cent  per  hundredweight  fee  levied 
against  all  milk  produced  in  the  United  States  will  be  removed. 

The  Secretary  can  also  make  an  adjustment  in  the  support  price  of  milk  on  Julv 
1,  1985.  If  the  Secretanr  estimates  that  net  price  support  purchases  of  milk  or  milk 
products  during  the  12-month  period  beginning  on  July  1  will  exceed  five  billion 
pounds  (milk  equivalent),  he  can  reduce  the  price  support  rate  in  effect  on  July  1, 
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by  50  cents  per  hundredweight.  The  Secretary  retains  his  authority  to  increase  the 
support  rate  to  ensure  an  adequate  supply  of  milk. 

IMMEDIATE  ACTION  NEEDED 

Mr.  Chairman,  we  in  Government  must  work  together  to  find  a  workable  and  eq- 
uitable solution  to  this  complicated  problem. 

We  must  work  to  achieve  program  modifications  that  enhance  the  efforts  of  dairy 
farmers  to  bring  production  into  line  with  demand.  At  the  same  time,  we  must  not 
withdraw  our  commitment  to  ensure  the  availability  of  adequate  milk  and  dairy 
products  for  American  families. 

I  will  not  support  any  change  in  the  Dairy  Program  that  undercuts  the  dairy  in- 
dustry; and  I  will  oppose  any  cut  in  price  support  that  jeopardizes  the  vitality  of 
Vermont's  Dairy  farms. 

I  believe  that  low  prices  for  grains  and  depressed  livestock  prices  are  interfering 
with  the  orderly  adjustment  of  milk  production.  In  addition,  the  depressed  state  of 
the  economy  has  hurt  the  demand  for  dairy  products. 

We  must  be  careful,  in  fashioning  dairy  legislation,  not  to  go  too  far  and,  conse- 
quently, jeopardize  the  milk  production  capacity  that  will  be  needed  in  coming 
years. 

Mr.  Chairman,  I  look  forward  to  hearing  from  the  witnesses  on  the  subject  of 
needed  changes  to  the  dairy  program. 


Statement  of  Hon.  Alfonse  D'Amato,  a  U.S.  Senator  From  New  York 

Mr.  Chairman,  I  want  to  take  the  opportunity  to  thank  you  and  your  colleagues 
on  the  Senate  Committee  on  Agriculture,  Nutrition,  and  Forestry  for  permitting  me 
to  submit  this  testimony  at  this  hearing  on  the  dairy  industry.  I  commend  you  for 
holding  this  hearing  as  the  Senate  begins  consideration  of  a  comprehensive  1985 
farm  bill. 

I  would  like  to  begin  by  stating  that  New  York  State,  to  the  astonishment  of 
many,  is  one  of  the  leading  agricultural  States  in  the  Nation.  In  fact.  New  York 
ranks  third  nationwide  in  the  production  of  milk.  New  York  dairymen  produced 
more  than  11.6  billion  pounds  of  milk  in  1983  for  a  total  sales  value  of  more  than 
$1,600,000,000.  Agriculture  is  the  largest  industrv  in  New  York,  and  is,  directly  or 
indirectly,  responsible  for  one  out  of  every  four  jobs  in  the  State. 

1985  is  an  important  year  for  agriculture.  Over  the  next  few  months  Congress  will 
be  drafting  legislation  that  will  have  an  impact  on  the  agriculture  industry  for 
years  to  come.  Specifically,  the  needs  of  the  dairy  industry  must  be  addressed. 

Keeping  in  mind  that  agriculture  is,  by  its  very  nature,  subject  to  many  volatile 
and  uncertain  factors,  for  example  the  weather,  a  farm  policy  must  be  developed 
that  is  more  market  oriented.  However,  because  these  inherent  uncertainties  do 
exist,  the  Government  must  bear  some  responsibility  to  support  this  industry.  The 
administration  has  proposed  a  bill,  S.  501,  which  takes  a  hard  line  approach  by  re- 
ducing or  eliminating  certain  programs  during  the  next  5  years.  This  proposal 
would  set  the  support  price  paid  to  dairy  farmers  at  $11.60  with  authority  for  the 
Secretary  to  reduce  the  price  support  by  50  cents  on  April  1,  1986,  and  again  on 
January  1,  1987.  After  this  date,  a  direct  payment  program  would  be  established. 

It  is  my  belief  that  a  drastic  reduction  in  the  Price  Support  Program,  which  has 
been  in  effect  for  more  than  30  years,  would  cause  irreparable  harm  to  our  dairy 
producers.  A  more  sensible  approach  is  to  pursue  a  policy  that  is  related  more  to 
the  market  and  less  to  the  political  climate.  I  believe  that  most  dairymen  want  such 
a  policy.  No  dairy  farmer  wants  to  receive  a  "free  ride"  from  the  Federal  Grovem- 
ment.  Rather,  he  wants  a  fair  price  for  his  product.  To  trample  the  entire  dairy  sup- 
port concept,  as  some  propose,  would  be  a  travesty. 

During  the  98th  Congress,  I  introduced  legislation  to  repeal  the  $1.00  per  hun- 
dredweight assessment  on  all  milk  production.  It  is  my  belief  that  this  assessment  is 
an  economic  disaster.  Although  my  proposal  was  prevented  from  coming  to  a  vote,  a 
"compromise"  dairy  bill  was  adopted  by  Congress  and  signed  into  law  by  the  Presi- 
dent. However,  it  was  unfortunate  that  this  was  not  accomplished  until  the  eleventh 
hour  and  only  with  considerable  agony  and  controversy.  1  hope  we  will  not  face  a 
similar  situation  during  *1985  and  tibat  the  administration  and  the  Congress  will  se- 
riously examine  the  dairy  industry  today  and  cautiously  chart  a  course  for  its 
future. 

The  dairy  industry  is  at  a  crossroads.  1985  must  be  the  year  that  Congress  imple- 
ments legislation  that  will  benefit  the  dairy  industry  in  the  years  to  come.  I  believe 
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these  hearings  are  an  important  vehicle  to  voice  the  concerns  of  the  farmer  and  an 
excellent  reference  point  from  which  we  can  begin  to  draft  critical  legislation. 

Mr.  Chairman,  I  thank  you  for  permitting  me  to  submit  testimony  for  this  hear- 
ing and  I  conunend  you  for  your  efforts  in  the  area  of  Agriculture.  Thank  you. 


Statement  op  Norman  H.  Barker,  President,  National  Milk  Producers 

Federation 

Mr.  Chairman,  I  am  Norman  H.  Barker,  President  of  the  National  Milk  Produc- 
ers Federation.  I  am  a  dairy  farmer  from  Pratt,  Kansas  and  a  member  of  Associated 
Milk  Producers,  Inc.,  a  dairy  marketing  cooperative  association,  headquartered  in 
San  Antonio,  Texas.  I  commend  you  for  conducting  these  hearings — a  vitcd  step  in 
the  development  of  a  farm  program  to  benefit  not  only  agriculture,  but  the  country 
as  a  whole. 

THE  FEDERATION 

The  National  Milk  Producers  Federation  is  the  national  farm  commodity  organi- 
zation representing  dairy  cooperative  marketing  associations  owned  and  operated  by 
dairy  farmers  throughout  the  nation.  Most  of  the  nation's  milk  supply  is  marketed 
throui^  the  cooperative  associations  represented  by  the  Federation.  Organized  in 
1916,  Uie  Federation  is  the  oldest  and  largest  farm  commodity  organization  in  the 
United  States  and  the  only  organization  whose  policy  represents  a  national  consen- 
sus df  dairy  farmers. 

Through  the  Federation,  dairy  farmers  and  their  cooperatives  have  worked  to  de- 
velop government  programs  that  can  provide  needed  stability  and  orderly  market- 
ing conditions  to  the  dairy  industry.  There  is  an  inherent  instability  in  the  market- 
ing of  miUk  because  milk  is  bulky  and  highly  perishable  and  beciause  production 
varies  seasonally  while  demand  is  relatively  steady  throughout  the  year.  In  the  ab- 
sence of  these  valuable  programs,  destructive  competition,  price  wars  and  other  dis- 
orderly marketing  conditions  would  again  be  prevalent  as  they  were  before  the  in- 
ception of  the  present  dairy  policy. 

NATIONAL  DAIRY  POUCY 

The  Federation  develops  programs  and  policies  which,  in  combination,  represent  a 
National  Dairy  Policy.  As  such  they  are  an  integral  part  of  the  food  policy  complex 
that  has  assured  the  production  of  adequate  supplies  of  food  for  the  American 
people.  The  elements  of  this  dairy  policy  include: 

1.  To  foster  the  development  and  growth  of  cooperative  marketing  by  farmers. 
The  Capper-Volstead  Act  of  1922  which  extends  a  limited  antitrust  exempticm  to 
farmers  so  as  to  permit  them  to  engage  in  joint  marketing  efforts  is  the  cornerstone 
cf  this  effort 

2.  To  seek  a  minimum  level  of  price  assurance  to  dairv  farmers.  The  Dairy  Price 
Support  Program  assures  all  dairy  farmers  a  reasonable  level  of  price  against  which 
phioB  and  investments  can  be  made.  While  operation  of  the  program  is  focused  oo 
milk  used  in  the  production  of  manufactured  daiiy  products,  the  pricing  structure 
for  fluid  milk  covered  under  Federal  Milk  Marketmg  Orders  is  such  that  the  price 
support  program  directly  affects  price  levels  for  all  nulk. 

3.  To  seek  to  maintain  orderly  marketing  conditions  through  the  establishment  of 
known  terms  and  conditions  for  milk  marketing  between  dairy  farmers  and  milk 
processors.  The  Federal  Aiilk  Marketing  Order  Program  provides  for  the  claarifica- 
tion  of  milk  according  to  its  use,  the  establishment  of  minimum  prices  for  milk  used 
in  each  class.  Hie  equitable  disb-ibution  among  the  producers  supplying  the  marint 
of  the  proceeds  from  the  sale  of  all  milk  in  the  market,  and  the  verification  throu|^ 
impartial  audit  of  tests,  weights  and  the  utilization  of  milk  supplied  to  the  market 

4.  To  assure  effective  operation  of  our  domestic  dairy  programs  and  policies  by 
supporting  limitation  on  dairy  product  imports.  Conditions  are  such  in  the  wcnrld 
market  for  dairy  products  that  prices  are  determined  primarily  bv  the  export  subsi- 
dy policies  of  miyor  exporting  nations.  If  the  U.S.  allows  this  market  to  be  used  as  a 
dumping  ground  for  the  surplus  production  of  other  nations,  the  best  conceived  and 
mana^d  cooperative  marketing  programs,  the  best  administered  Price  Support  Pro- 
gram and  the  most  effective  Biarketing  Order  Program  would  be  rendered  unelesi 
under  the  weight  of  unneeded  stocks  of  daii^  products. 

5.  To  maiwfain  the  intonity  of  dairy  products.  We  support  all  measures  desigiied 
to  assure  the  consumer  that  products  offered  as  traditional  dairy  mroducts  are,  in 
fisct,  geniiine  dairy  intxlucts  and  that  they  are  pure  and  wholesome.  In  recent  years, 
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policies  of  the  Food  and  Drug  Administration  have  sought  to  promote  the  marketing 
of  ersatz  dairy  products  on  the  basis  of  the  unsound,  unscientific  concept  of  "nutri- 
tional equivalency/'  In  doing  so,  the  agency  has  promoted  consumer  deception  and 
confusion  in  contravention  of  the  directive  from  the  Congress  under  which  it  oper- 
ates. 

My  statement  today  will  be  primarily  directed  toward  what  we  believe  is  the  nec- 
essary shape  of  a  Dairy  Support  Program  which  will  mesh  into  a  general  agricul- 
ture policy.  A  strong  and  fair  agriculture  policy  must  be  developed  this  year  to 
assure  a  continued  variety  of  nutritious  food  for  the  American  consumer  at  reasona- 
ble prices. 

I  will  also  be  addressing  the  need  for  additional  authority  for  the  Federal  Milk 
Order  Program,  the  need  to  extend  the  Dairy  Indemnity  Program,  the  need  for  con- 
tinued strong  commodity  distribution  programs,  and  the  need  for  continued  restric- 
tion of  dairy  imports. 

DAIRY  PRICE  SUPPORT  PROGRAM 

The  basic  objective  of  the  Dairy  Price  Support  Program  as  amended  by  the  Agri- 
culture and  Consumer  Protection  Act  of  1^3  continues  to  be  a  valid  statement  of 
the  need  for  some  government  intervention  in  the  dairy  economy. 

The  very  nature  of  the  commodity,  milk,  makes  instability  in  its  production  and 
marketing  inherent.  Because  milk  is  a  bulky,  perishable  product  whose  production 
is  dependent  upon  the  biological  processes  of  a  cow,  the  ability  of  price  to  properly 
coordinate  production,  assembly,  processing  and  marketing  with  consumption  is 
greatly  impaired. 

It  takes  between  two  and  one-half  and  three  years  to  bring  a  dairy  cow  on  to  the 
milking  string  after  the  initial  decision  to  breed  the  mother  cow.  Once  producing, 
the  milk  from  that  dairy  cow  must  be  marketed  daily  because  in  its  raw  form  miUL 
is  very  perishable.  Because  milk  is  highly  susceptible  to  contamination  from  bacte- 
ria and  other  contaminates,  it  must  be  produced  and  handled  under  very  sanitary 
conditions.  Milk  that  cannot  be  consumed  in  fluid  form  within  a  short  period  of 
time  must  be  converted  into  more  storable  manufactured  products.  Price  provides 
the  fundamental  coordination  of  these  activities  but  care  must  be  taken.  Once  a 
dairy  cow  has  been  slaughtered  without  a  planned  replacement,  her  productive  ca- 
pacity will  take  years  to  replace. 

It  is  the  need  to  overcome  these  problems  that  can  result  from  complete  reliance 
on  free-market  price  that  justifies  some  government  involvement  in  the  dairy  indus- 
try. The  objective  of  the  Price  Support  Program,  "an  adequate  supply  of  pure  and 
wholesome  milk  to  meet  current  needs,  reflect  changes  in  the  cost  of  production, 
and  assure  a  level  of  farm  income  adequate  to  maintain  productive  capacity  suffi- 
cient to  meet  anticipated  future  needs,''  is  met  by  reducing  some  of  the  pricing  risks 
of  the  marketplace.  A  pricing  criteria  which  seeks  to  balance  supply  and  demand  in 
the  longrun  must  be  followed  if  the  program  is  to  be  operated  in  such  a  way  that 
interests  of  dairy  farmers  and  the  taxpaying  consumers,  which  also  includes  dairy 
farmers,  are  best  served. 

By  assuring  a  floor  under  which  the  price  of  milk  should  not  fall,  dairy  farmers 
are  encouraged  to  make  the  necessary  investment  of  time  and  capital  in  the  dairy 
cows,  equipment  and  facilities  that  can  be  combined  into  an  efficient  and  productive 
unit.  The  assurance  of  a  minimum  price,  however,  is  accompanied  by  almost  equal 
assurance  that  prices  will  not  sky  rocket.  Ef^cient  operation  of  the  program  results 
in  sufficient  purchases  during  the  flush  season  which  may  be  released  during  the 
season  of  short  supply  to  moderate  price  peaks.  The  operation  of  the  support  pro- 
gram moderates  decreases  and  increases  in  productive  capacity  which  provides  for  a 
more  stable  price  situation  for  producers  and  a  continually  adequate  supply  for  con- 
sumers. 

The  Agriculture  and  Food  Act  of  1981  directed  the  U.S.  Department  of  Agricul- 
ture to  submit  to  Congress  a  "Review  of  Existing  and  Alternative  Federal  Dairy 
Programs."  One  of  the  important  findings  of  that  report  was: 

"The  stabilizing  influence  of  price  supports  contributes  positively  to  economic  effi- 
ciency. To  the  extent  that  dairy  farmers  or  their  lenders  are  risk-averse,  the  greater 
the  risk  associated  with  a  farming  enterprise,  the  greater  the  return  required  to 
induce  investment  in  that  enterprise.  Moreover,  stability  facilitates  more  ef^cient 
planning  and  allows  better  use  of  fixed  plants  and  equipment.  Hence,  to  the  extent 
that  the  price  support  program  reduces  price  risk  and  stabilizes  output,  production 
is  greater  at  any  given  average  price  than  it  would  be  without  supports.    (Page  35.) 

We  fully  support  this  conclusion.  Although  direct  measures  of  the  benefits  of 
supply  enhancement  cannot  be  made,  indirect  evidence  abounds. 
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Reviewing  the  price  of  milk  and  dairy  products  since  the  program's  inception 
(Table  1)  shows  that  consumers  have  benefited  in  real  terms.  Looking  at  the  time 
worked  by  the  average  U.S.  wage  earner  to  earn  the  money  to  buy  a  given  quantity 
of  milk  and  dairy  products  shows  that  it  has  declined  almost  steadily.  When  the  pro- 
gram was  developed  in  1950,  15.8  minutes  of  work  was  required  to  purchase  a  one- 
half  gallon  of  milk.  Last  year  only  7.4  minutes  were  required,  a  decline  of  nearly  55 
percent. 

TABLE  1.— TIME  WORKED  TO  EARN  MONEY  TO  PURCHASE  ^ 

Buttw.  1 1).     •*•*  a^^wK.    cheese.  V4  I).    ""  °S^  ^ 
^^  (Miwite)  «*• 

1950 29.6  15.8  11.7  «35.6 

1955 22.5  13.8  10.2  26.6 

I960 19.5  12.8  9.0  22.2 

1965 17.3  10.9  8.7  18.1 

1970 15.5  10.3  9.0  15.1 

1971 14.5  9.9  8.9  14.4 

1972 „ 13.7  9.4  8.5  13.5 

1973 13.4  9.6  8.9  13.3 

1974 12.8  10.4  9.9  14.6 

1975 12.7  9.6  9.5  15.2 

1976 14.7  9.3  9.9  14.6 

1977 14.3  8.7  9.4  14J 

1978 14.5  8.4  9.3  14i 

1979 15.1  8.6  9.6  14.6 

1980 15.5  8.7  9.7  15.0 

1981 15.0  8.4  9.6  15.1 

1982 14.4  7.9  9.3  14.8 

1983 14.0  7.7  9.0  14.7 

1984 13.8  7.4  8.8  14.5 

'  Baed  on  houriy  vace  rates  of  al  manofadurinf  industries. 
« 1951. 

Also  as  evidence,  the  price  of  milk  and  dairy  products  has  not  increased  as  much 
as  the  other  items  consumers  buy.  Reviewing  the  changes  in  the  Index  of  D^drv 
Product  Prices  compared  with  the  Consumer  Price  Index  and  the  Index  For  All 
Food  (Table  2)  shows  that  dairy  product  prices  have  increased  onlv  75  percent  as 
much  as  the  prices  of  all  foods,  and  only  73  percent  as  much  as  the  items  in  the 
Consumer  Price  Index. 

TABLE  2.-SELECTED  PRICE  INDEXES 

Alfood 
(1967 

W 

1970 116.3 

1975 ■  161.2 

1976 170.5 

1977 181.5 

1978 195.4 

1979 217.4 

1980 246.8 

1981 272.4 

1982 289.1 

1983 298.4 

1984 311.1 

The  Dairy  Price  Support  Program  has  provided  a  stabUity  that  has  allowed  dairy 
farmers  to  make  long  term  commitments  leading  to  greater  efficiencies  on  the  farm. 
These  have  resulted  in  reduced  labor  requirements  and  increased  productioii  per 
cow.  In  1950,  dairy  farmers  devoted  an  average  of  2.36  hours  of  labor  to  the  proouo- 


Price  Index 


114.9 

llli 

175.4 

156.6 

180.8 

169J 

192.2 

173J 

211.4 

185.6 

234.5 

207.1 

254.6 

227.4 

274.6 

243.6 

285.7 

247.0 

291.7 

250.0 

302.9 
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tion  of  100  pounds  of  milk.  By  1983,  that  had  declined  to  0.22  hours.  In  1950,  the 
average  dairy  cow  produced  5,314  pounds  of  milk.  Last  year,  1984  production  per 
cow  in  the  United  States  averaged  12,495  pounds  of  milk. 

RECENT  PROBLEMS 

The  long  run  accomplishments  of  the  program  must  be  admired.  However,  cir- 
cumstances in  the  past  five  years  outside  of  those  which  can  be  impacted  by  the 
Dairy  Program,  have  put  the  program  in  jeopardy.  Many  of  these  circumstances 
were  the  direct  result  of  government  actions  and  the  resulting  impacts  on  the  na- 
tional and  the  international  economies. 

In  1979,  an  embargo  on  grain  sales  to  the  Soviet  Union  severely  depressed  the 
price  of  grain  domestically  and  has  had  continuing  repercussions  on  grain  exports. 
With  the  loss  of  markets  and  faced  with  prices  below  the  cost  of  production,  many 
grain  farmers  chose  to  market  their  product  in  the  form  of  milk,  a  commodity 
where  some  profit  remained.  Cheap  and  abundant  grain  also  encourage  existing 
dairy  farmers  to  feed  their  dairy  cows  better  and  to  increase  their  herd  size. 

As  we  moved  into  the  early  1980's,  high  double  digit  inflation  negatively  impacted 
on  the  economy  and  brought  on  double  digit  unemployment.  With  a  lack  of  other 
employment  alternatives,  the  normal  attrition  of  dairy  farmers  was  halted  and  the 
available  labor  supply  to  the  dairy  farmer  became  plentiful  and  reasonably  priced. 
Many  a  son  who  normally  would  have  left  the  dcdry  farm  for  a  job  in  town  found 
that  his  best  and  possibly  his  only  opportunity  was  to  stay  on  the  farm.  To  support 
two  families,  the  father's  and  the  son  s,  it  was  necessary  to  expand  the  milking  op- 
eration. The  combination  of  these  circumstances  which  also  included  seemingly  un- 
limited credit  resulted  in  an  expansion  of  milk  production  from  123.4  billion  pound 
in  1979  to  140.0  billion  pounds  in  1983,  an  increase  of  13.5  percent. 

MILK  DIVERSION  PROGRAM 

As  surplus  continued  to  mount  in  the  early  1980's  (from  8.2  billion  pounds  in  mar- 
keting year  1980  to  16.6  billion  pounds  in  MY  1983)  numerous  alternatives  to  stem 
production  were  suggested  and  three  were  implemented  before  a  reasonable  and 
workable  one  was  found. 

The  first  action  was  to  eliminated  the  semi-annual  adjustment  due  in  the  support 
price  on  April  1,  1981.  Next  the  1981  Farm  Bill  froze  the  support  price  at  $13.10  for 
marketing  year  1982.  That  law  also  established  pricing  criteria  for  marketing  years 
1983,  1984  and  1985,  thus  giving  the  dairy  farmer  something  to  plan  against.  Howev- 
er, the  Omnibus  Budget  Reconciliation  Act  of  1982  changed  the  dairy  program.  The 
1982  Act  continued  to  hold  $13.10  as  the  support  level  but  provided  for  two  $.50  as- 
sessments, the  second  of  which  was  refundable. 

The  uncertainty  from  continually  changing  programs,  the  discontent  with  a  $.50 
assessment  that  they  could  do  nothing  about,  and  the  delays  in  program  implemen- 
tation caused  by  court  challenges  all  resulted  in  continued  milk  production  expan- 
sion because  dairy  farmers  feared  the  future. 

Finally  on  November  30,  1983,  President  Reagan  signed  into  law  a  program  de- 
vised here  in  the  Congress  which  has  worked. 

Yes,  the  Milk  Diversion  Program  has  been  a  success.  However,  prior  to  looking  at 
specifics,  a  couple  of  observations  are  in  order.  For  the  dairy  industry,  a  diversion 
program  was  an  entirely  new  experience,  unlike  grain  producers  who  have  had  dec- 
ades of  experience  with  such  supply  management  programs. 

To  further  complicate  matters,  dairy  farmers  had  a  very  short  period  in  which  to 
learn  about  the  program  and  to  decide  whether  or  not  to  participate.  On  November 
30,  1983  the  Milk  Inversion  Program  was  signed  into  law  with  an  effective  date  of 
January  1,  1984.  Contracting  had  to  be  completed  by  January  31,  1984.  In  less  than 
two  months  time,  a  dcdry  farmer  had  to  analyze  the  program  as  enacted  and  com- 
pare the  options  if  he  participated  with  those  of  nonparticipation.  If  the  farmer  de- 
cided to  participate,  he  had  to  gather  sufficient  data  and  documents  to  fulfill  the 
requirements  of  participation,  file  the  required  information  and  sign  a  contract  at 
his  local  Agricultural  Stabilization  and  Conservation  Service  (ASCS)  county  office. 
All  this  had  to  be  done  in  less  than  two  months  time.  The  program  actually  began 
January  1,  1984,  one  month  before  the  contracts  had  to  be  signed. 

Despite  the  dairy  industry's  lack  of  experience  with  diversion  programs  and  de- 
spite the  abbreviated  sign-up  period,  about  one  in  every  five  commercial  dairy  farms 
participated  (38,000)  in  the  program.  Table  3  illustrates  that  in  1984,  the  first  12 
months  of  the  diversion  program,  provided  a  reversal  in  the  continual  trend  of  pro- 
duction increases.  For  1984,  milk  production  dropped  4.6  billion  pounds  versus  a  4.2 
billion  pound  increase  the  previous  year. 
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TABLE  3.-MILK  PRODUCTION  1980-84 

pn  biions  of  pounds] 


Year 


1980.. 


1981.. 
1982.. 


1983.. 


1984.. 


128.4 

5.0 

132.8 

4.4 

135.5 

2.7 

139.7 

AJ2 

» 135.1 

-4.6 

Due  to  the  significant  decline  in  production  and  increase  in  consumption,  OOC 
purchase  levels  of  1984  were  almost  half  of  those  of  the  previous  year  (Table  4). 

TABLE  4.-NET  CCC  PURCHASES  1980-84 

pn  milions  of  pounds] 
Year 

1980 

1981 

1982 

1983 


1984.. 


8.799.9 

6.680i 

12.860.9 

4.061.0 

14.281.3 

1.420.4 

16.813.7 

2.532.4 

8.645.2 

-8.168.5 

Government  purchases  for  1984  were  8.6  billion  pounds  milk  equivalent.  This  was 
8.2  billion  pounds  less  than  1983  purchases.  Table  5  then  indicates  the  resultant  re- 
duction of  government  expenditures. 

TABLE  5.-NET  EXPENDITURES  ON  DAIRY  PRICE  SUPPORT  AND  RELATED  PROGRAMS 

[In  miions  of  dolars] 


m 


1979-4W... 
1980-81... 
1981-82... 
1982-83... 
1983-84.» 


1.279.8 

1.029.2 

1.974i 

695.0 

2.239.2 

264.4 

2,600.4 

36U 

1.597.5 

-1,002.9 

For  the  1983-84  marketing  year,  net  government  expenditures  were  reduced  over 
one  billion  dollars  (down  almost  40  percent).  An  even  greater  savings  would  have 
been  indicated  if  the  data  were  available  on  a  calendar  year  bams,  thereby  separat- 
ing program  and  nonpro^am  periods. 

Since  the  Milk  Diversion  Program  is  not  scheduled  to  end  until  March  31,  1985, 
and  final  reports  of  participation  are  not  required  until  June  30,  only  preliminary 
data  are  available  to  analyze  the  effects  of  the  program. 

The  U.S.  Department  of  Agriculture  has  published  certain  data  for  the  first  nine 
months  (January-September,  1984)  of  the  program.  In  total,  the  study  included 
monthly  milk  marketing  records  for  over  1()0,()00  farms  representing  60  percent  of 
the  total  UJS.  milk  marketings.  Data  collected  were  then  used  to  compare  putid- 
pants  and  nonparticipants  and  showed  the  following  results.  During  the  first  nine 
months  of  the  Milk  Diversion  Program,  which  began  in  January  1984,  paiticipantB 
decmsed  marketings  25.5  percent  relative  to  the  base  period.  Compared  to  their 
mariratingB  in  1983,  participants  decreased  marketings  by  22.2  percent 

In  comparison  of  1984-to-1983  marketings  by  nonparticipants,  they  increased  22 
percent  Among  the  nonparticipants,  there  were  44.9  percent  who  decreased  maricet- 
ings  which  represented  twice  as  many  farms  as  the  group  of  participants.  Tlie  non- 
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participants  who  decreased  marketings  did  so  at  only  about  one  half  the  rate  of  par- 
ticipants. Those  nonparticipants  who  increased  marketingjs  did  so  at  the  rate  of 
about  13  percent.  Available  data  indicate  that  all  nonparticipants  in  total  increased 
marketings  about  6.8  percent  above  a  1982  base. 

Besides  the  Milk  Diversion  Program,  the  1983  Dairy  and  Tobacco  Adjustment  Act 
authorized  a  $.15  per  hundredweight  assessment  on  milk  marketings  to  finance  a 
dairy  product  research  and  promotion  program.  The  msgorit^  of  this  money  has 
been  allocated  for  dairy  product  promotion  with  a  portion  bemg  spent  on  funding 
research  and  educational  programs.  Promotional  activities,  funded  by  collections, 
first  began  in  September  1984.  As  these  activities  are  only  in  their  sixth  month, 
only  very  preliminary  data  are  available.  However,  we  are  hopeful  that  the  activi- 
ties of  the  National  Dairy  Board  will,  in  fact,  increase  consumer  awareness  of  the 
nutritional  benefits  of  dairy  products  and  further  stimulate  consumer  demand.  Past 
research  on  the  impacts  of  dairy  product  promotional  campaigns  give  us  reason  to 
be  very  optimistic  about  the  results. 

DAIRY  SUPPORT  PROGRAM  FOR  THE  1985  FARM  BILL  AND  BEYOND 

The  Milk  Diversion  Program  and  the  Avertising  and  Promotion  Program  author- 
ized by  the  Dairy  and  Tobacco  Adjustment  Act  of  1983  have  gone  a  long  way  to- 
wards balancing  the  supply  and  demand  situation  for  milk  and  dairy  products.  (XC 
purchases  have  been  cut  in  half,  the  cost  of  the  purchase  program  has  been  reduced 
by  more  than  one  billion  dollars  and  the  Milk  Diversion  Program  has  been  financed 
and  paid  for  by  dairy  farmers — it  has  been  a  successful  self-help  program. 

However,  the  supply-demand  imbalance  is  not  totally  solvea.  We  still  have  more 
resources  in  the  production  of  milk  today  than  are  needed  to  meet  the  demand  for 
milk  and  dairy  products.  Our  proiections  for  supply  and  utilization  for  the  current 
year  indicate  that  net  CCC  purchases  may  still  reach  about  eight  billion  pounds 
milk  equivalent.  (Appendix  1) 

The  Federation  fully  recognizes  that  further  steps  must  be  taken  to  bring  supply 
and  demand  into  closer  balance.  It  is  the  basic  goal  of  the  Federation  to  bring  about 
this  necessary  reduction  in  the  surplus  without  destro3ring  the  milk  industry  in  the 
process. 

It  was  with  this  goal  in  mind  that  the  Board  of  Directors  and  the  voting  delegates 
of  the  National  Producers  Federation  have  met  during  the  past  year  to  develop  a 
program  that  will  bring  supply  and  demand  into  balance  and  keep  it  there  while 
giving  farmers  the  assurances  and  stability  they  need  to  continue  to  produce  an  ade- 
quate supply  of  milk  for  consumers  at  reasonable  prices.  At  our  annual  meeting  in 
November  last  year,  our  voting  delegates  approved  the  four  program  objectives  to  be 
used  by  the  Federation  in  the  development  of  the  program  for  the  1985  Farm  Bill: 

1.  To  assure  an  adequate  supply  of  pure  and  wholesome  milk  for  domestic  con- 
sumption. 

2.  To  stabilize  prices  but  only  to  the  degree  that  in  the  long  run  market  prices  are 
allowed  to  adjust  the  resources  in  milk  production  to  the  demand  for  milk  and  dairy 
products. 

3.  To  encourage  market  growth  and  the  consumption  of  milk  and  dairy  products. 

4.  To  provide  for  standby  authority  for  the  use  of  an  incentive/penalty  program 
when  substantial  adjustments  in  supplies  are  necessary. 

The  National  Milk  Producers  Feaeration  recommends  that  the  1985  Farm  Bill 
provide  authority  for  a  dairy  program  with  the  following  elements: 

PURCHASE  PROGRAM 

It  is  vital  that  a  purchase  program  continue  to  be  the  method  used  to  support  the 
price  of  milk.  The  Agricultural  Act  of  1949  authorized  that  the  price  of  milk  be  sup- 
ported through  the  purchases  of  milk  and  milk  products.  This  system  has  worked 
well  and  has  provided  stability  in  the  market  prices  of  milk  and  dairy  products  that 
could  not  be  attained  by  any  other  method.  Product  removal  from  the  market 
during  the  flush  production  months  has  prevented  "fire  S€de"  prices  and  maintained 
markets  for  producers.  During  most  years  of  program  operation,  there  have  been 
adequate  supplies  available  in  CCC  storage  to  moderate  increases  in  milk  prices 
during  the  short  season.  Thus,  false  signals  of  surplus  or  shortages  have  not  been 
transmitted  to  the  farmer  through  market  prices  and  unneeded  resources  have  not 
left  nor  been  drawn  into  milk  production  because  of  seasonal  price  swings. 

The  purchase  program  has  also  been  more  reflective  of  supply  and  demand  condi- 
tions and  has  sent  market  signals  to  the  farmer  more  quickly  than  any  other  pro- 
gram could  have  done.  A  target  price-deficiency  pa3rment  program  such  as  used  in 
many  of  the  row  crop  commodities  would  not  work  wf !'  for  dairy  products.  A  target 
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price-deficiency  payment  does  not  give  a  true  signal  to  producers.  Such  a  program 
guarantees  a  minimum  price  to  producers  whether  or  not  market  conditions  justify 
such  a  price.  The  Dairy  Price  Support  Program  as  it  has  operated  with  a  purchase 
program  assures  processers  of  manufactured  products  an  adequate  return  with 
which  they  may  pay  dairy  farmers  the  support  price  for  milk.  If  a  manufactured 
product's  processer  finds  that  he  need  not  pay  the  support  level  to  attain  an  ade- 
quate supply  for  his  plant,  he  is  not  required  by  law  to  do  so.  This  allows  the  true 
supply-demand  signal  to  be  transmitted  to  dairy  farmers  almost  immediately.  Re- 
viewing U.S.  manufacturing  milk  prices  compared  to  the  support  price  in  recent 
years,  we  can  see  that  as  the  supply  of  milk  began  exceeding  the  demand  the  farm 
milk  prices  fell  below  the  support  level  and  has  stayed  below  the  support  level  from 
April,  1980  until  last  fall.  Had  a  target  price-dehciency  payment  been  in  effect 
during  this  period,  dairy  farmers  would  have  continued  to  produce  at  the  support 
price  level  knowing  that  any  deficiency  in  market  price  below  the  support  level 
would  be  made  up  by  a  direct  payment. 

The  purchase  program  has  also  provided  valuable  dairy  products  for  the  use  of 
government  in  many  of  the  nutrition  and  needy  assistance  programs.  The  School 
Lunch,  Elderly  Feeding  and  WIC  programs  have  all  benefited  from  dairy  products 
acquired  under  the  support  program.  Were  these  commodities  not  made  available 
directly  to  these  individuals,  some  other  method  of  government  assistance  would 
have  to  be  devised  to  provide  the  same  nutrition  and  assistance. 

We  fiilly  support  the  continuation  of  a  purchase  program  which  buys  butter,  non- 
fat dry  nulk  and  cheese  at  prices  which  allow  manufacturing  plants  of  average  effi- 
ciency to  pay  at  least  the  support  price  to  dairy  farmers. 

DAIRY  PRICING  INDEX 

Permanent  legislation  relies  upon  parity  as  the  standard  by  which  the  support 
price  of  milk  should  be  established.  The  Federation  supports  continued  use  of  an 
indexing  concept  for  establishing  the  support  level  of  milk  to  assure  an  adequate 
supply.  However,  we  believe  that  the  current  parity  formula  may  have  developed 
some  undesirable  aspects  which  will  make  it  less  useful  as  a  price  setter  in  the 
future.  The  1910-14  base  period  is  antiquated  and  many  problems  are  created  by 
continuing  to  relate  back  to  a  base  period  which  bears  little  resemblance  to  the 
present.  Tlie  method  of  calculating  the  adjusted  base  price  tends  to  unduly  increase 
the  parity  price  for  milk  because  milk  prices  have  increased  more  rapidly  than  the 
index  of  prices  received  for  all  farm  products.  This  fact,  along  with  the  increased 
productivity  on  dairy  farms,  appecu-s  to  have  shifted  the  applicable  range  at  which 
parity  could  be  applied  from  75  to  90  percent  to  some  much  lower  range. 

Another  problem  with  the  continued  use  of  parity  is  that  milk  is  one  of  the  few 
commodities  and  is  the  only  major  commodity  which  still  uses  parity  as  a  basis  for 
establishing  prices.  Thus,  the  consistency  which  was  provided  when  parity  was  used 
to  establish  all  product  prices  has  been  lost. 

Recognizing  these  problems,  the  Board  of  Directors  of  the  National  Milk  Produc- 
ers Federation,  directed  the  development  of  new  dairy  pricing  index  which  could  be 
included  in  the  1985  Farm  Bill  as  a  means  of  establishing  a  support  price  for  milk. 
The  Board  of  Directors  felt  that  any  formula  should  reflect  the  cost  of  producing 
milk,  the  economic  conditions  in  the  other  segments  of  agriculture  and  the  economic 
conditions  in  the  general  economy.  Based  on  these  guidelines,  the  Federation  has 
developed  a  new  dairy  pricing  index.  A  report  on  this  index,  along  with  the  specifics 
of  its  operation  is  offered  to  the  Committee  as  part  of  the  hearing  record. 

The  new  Dairy  Pricing  Index  relates  the  costs  that  dairy  farmers  face  today  with 
those  in  the  three-year  period,  1976-1978,  which  was  a  fairly  balanced  period  for 
milk  supply  and  demand.  The  index  gives  a  weight  of  80  percent  to  the  cash  ex- 
penses of  diairy  farmers.  The  weights  given  to  the  specific  cash  expense  factors  were 
derived  from  the  "Cost  of  Production  Study"  published  by  the  U.S.  Department  of 
Agriculture.  There  are  sixteen  individual  factors  in  the  formula  which  represent 
cadi  outlays.  These  include  feed,  farm  services  and  cash  rent,  interest,  farm  wage 
rates,  fuels  and  energy  and  tractor  and  self-propelled  machinery.  The  factor  feed 
carries  the  weight  of  33  percent  in  the  formula,  but  in  terms  of  cash  expenses,  the 
feed  factor  represents  41.25  percent.  By  contrast,  feed  represents  less  than  ten  per- 
cent of  the  index  we  now  use,  hardly  reflective  of  the  actual  cost  of  feed  to  a  dauy 
farmer. 

The  heavier  weight  of  feed  also  represents  an  opportunity  cost  to  dairy  farmers 
who  can  sell  their  homegrown  feed  commercially  rather  than  feeding  it  to  their  live- 
stock. 
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In  addition,  a  factor  representing  prices  received  for  meat  animals  is  included  in 
the  formula  and  weighted  at  10  percent  to  represent  the  dairy  farmer's  alternative 
of  selling  dairy  animals  for  meat  rather  than  keeping  them  for  milk.  Including 
these  opportunity  costs  in  the  formula  is  consistent  with  the  directive  of  our  Board 
of  Directors  to  tie  milk  prices  to  the  conditions  in  the  other  sectors  of  agriculture. 

The  final  ten  percent  in  the  formula  is  represented  by  the  Consumer  IVice  Index 
(CPI).  Inclusion  of  this  factor  in  the  formula  ties  milk  prices  to  what  is  happening  in 
the  general  economy  and  reflects  in  the  index  the  increases  in  cost  that  dairy  farm- 
ers and  their  families  face  in  their  daily  living. 

The  index  generated  by  these  18  factors  is  then  adjusted  by  a  cost  of  production 
adjuster.  An  integral  part  of  the  formula,  this  adjuster  reflects  the  changes  in 
inputs  needed  to  produce  one  hundred  pounds  of  milk.  The  adjuster  is  tied  to  output 
per  cow  and  reflects  the  changes  in  inputs  needs  to  produce  one  hundred  pounds  of 
milk  since  the  base  period.  The  inclusion  of  this  factor  in  the  formula  will  keep  the 
formula  viable  in  reflecting  accurately  the  changes  in  the  cost  of  producing  milk  for 
many  years  to  come. 

The  adjusted  index  is  then  multiplied  times  the  base  price  of  $8.33  to  determine 
the  support  price  for  the  coming  marketing  year.  The  base  price  of  $8.33  is  the  aver- 
age of  milk  prices  during  those  months  in  the  base  period  (1976-1978)  when  the 
Commodity  (>edit  Corporation  was  in  the  market  purchasing  substantial  quantities 
of  dairy  products. 

SUPPLY-DEMAND  ADJUSTER 

Recognizing  that  no  formula  devised  can  adequately  reflect  all  of  the  conditions 
which  impact  on  the  supply  and  demand  for  dairy  products  and  recognizing  that  the 
factors  in  the  formula  are  based  on  historical  data  and  therefore,  may  not  truly  re- 
flect the  conditions  which  will  exist  in  the  future,  the  Federation  has  constructed  a 
supply-demand  adjuster  to  fine-tune  the  support  price  generated  by  the  formula. 

The  supply-demand  adjuster  is  a  schedule  of  price  increases  and  decreases  which 
relate  to  expected  net  purchases  by  the  Commodity  Credit  Corporation  (CCC)  of 
dairy  products  during  the  coming  marketing  year.  The  supplyndemand  adjuster  is 
designed  to  result  in  CCC  net  purchases  between  three  and  five  billion  pounds,  a 
level  felt  necessary  to  assure  price  stability  and  provide  U.S.D.A.  the  commodities 
necessary  to  meet  their  program  needs. 

If  the  Secretary  of  Agriculture  estimates  that  the  support  price  generated  by  the 
dairy  pricing  index  would  call  forth  less  than  three  billion  pounds  of  milk,  the 
supply-demand  adjuster  would  require  that  the  support  price  be  increased  to  gener- 
ate additional  supplies.  However,  should  the  Secretary's  estimate  of  CCC  purchases 
be  above  five  billion  pounds  milk  equivalent,  the  supply-demand  adjuster  would  re- 
quire that  the  support  price  be  decreased.  In  addition  to  the  mandatory  price  in- 
creases and  decreases  provided  at  each  level  of  surplus,  there  is  discretion  given  to 
the  Secretary  to  further  increase  the  price  signal  being  sent  to  dairy  farmers.  The 
supply-demand  adjuster  proposed  is  as  follows: 

SUPPLY-DEMAND  ADJUSTER 

Mandatory 
COC  .^rchases  (billions  of  p«.nds)  ^^,       J^S^^A 

(percent) 

Less  than  1 

ltol.99 

2  to  2.99 : 

3  to  3.99 

4  to  4.99 

5  to  5.99 ; 

6  to  6.99 

7  and  over 

The  above  supply-demand  adjuster  at  current  milk  price  levels  would  provide  for 
a  maximum  downward  price  adjustment  of  approximately  $1  dollar  per  hundred- 
weight. 


7.8 

Unlimited. 

5.2 

Up  to  -1-7.8 

2.6 

Up  to -h  5.2 

0 

Up  to  +2.B 

0 

Down  to  -2.6 

2.6 

Down  to  -5.2 

5.2 

Down  to  -7.8 

7.8 

0 
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INCENTI^/PENALTY  PROGRAM 

The  final  provision  of  our  program  would  be  some  t)rpe  of  incentive/penalty  pro- 
gram that  would  be  available  for  use  when  significant  adjustment  in  supply  is  nec- 
essary. 

We  fully  expect  that  the  operation  of  the  dairy  pricing  index  and  the  supply- 
demand  adjuster  will  keep  relative  balance  in  supply  and  demand  most  of  the  time. 
The  adjustments  provided  in  these  prices  are  large  enough  and  occur  soon  enough 
to  send  an  early  and  definite  signal  to  dairy  farmers  when  they  are  producing  too 
little  or  too  much  milk. 

We  are,  however,  in  a  period  of  rapidly  advancing  technology — in  a  period  where 
rapid  changes  in  exogenous  factors  can  bring  great  volatility  to  the  dairy  industry. 
We  are  hearing  more  and  more  about  scientific  advancements  such  as  bovine 
growth  hormones  or  embryo  transplants,  which  if  they  become  common  manage- 
ment practice  among  dairy  farmers,  could  substantially  increase  our  ability  to 
produce  milk  in  a  very  short  period  of  time.  Such  advancements  likely  would  occur 
more  quickly  than  could  be  adequately  reflected  in  the  formula  in  time  to  bring 
about  an  orderly  reduction  of  the  resources  in  milk  production. 

Total  reliance  on  price  to  make  a  massive  adjustment  in  resources  is  not  satisfac- 
tory. Such  a  method  requires  that  the  entire  industry  suffer  under  the  burden  of 
excessively  low  prices  until  our  productive  capacity  is  reduced  down  to  demand 
levels.  We  believe  that  standby  authority  for  some  t)i)e  of  incentive/penalty  pro- 
gram to  bring  about  adjustments,  such  as  the  current  milk  diversion  program  has, 
would  keep  the  industry  healthier  and  therefore,  the  program  would  continue  to 
meet  its  objective  of  assuring  an  adequate  supply. 

There  are  many  forms  that  such  an  incentive/penalty  program  could  take.  The 
program  might  be  voluntary  or  mandatory  on  every  producer.  It  could  provide  pay- 
ments to  producers  who  reduce  production  or  could  involve  penalties  on  producers 
who  overproduce.  It  could  be  funded  by  a  general  assessment  on  all  milk  marketed 
or  use  only  government  funds.  Perhaps  government  responsibility  could  be  limited 
at  some  level,  either  in  terms  of  dollars  spent  or  billions  of  pounds  purchased.  There 
could  be  exemptions  for  farmers  who  raise  and  sell  registered  breeding  stock  and 
some  provision  could  be  made  to  protect  the  producers  of  other  commodities.  These 
are  just  some  of  the  areas  that  have  to  be  addressed  and  decided  upon  in  the  devel- 
opment of  a  program  that  will  provide  an  industry  consensus. 

The  Federation  has  been  working  diligently  over  the  past  months  trying  to  gain  a 
consensus  on  the  final  shape  of  such  an  incentive/penalty  program.  In  addition,  we 
will  be  meeting  with  representatives  of  the  lives.tock  industry  who  expressed  oon- 
cems  about  the  operation  of  the  milk  diversion  plan  presently  in  affect. 

At  this  point,  we  do  not  have  agreement  to  the  specific  details  of  an  incentive/ 
penalty  program,  however,  I  am  happy  to  tell  you  that  honest  negotiations  continue 
and  the  prospects  for  accommodating  the  various  views  and  developing  a  consensus 
program  are  good.  The  alternative  offered  by  the  administration,  which  is  in  effect  a 
non-program,  has  made  each  of  us  more  willing  to  set  aside  our  own  parochial  ambi- 
tions and  desires  in  order  to  accommodate  the  dairy  industry  as  a  whole.  The  elev- 
enth hour  is  drawing  near  and  decisions  will  be  made  on  program  specifics.  I  ask 
your  permission,  Mr.  Chairman,  to  bring  the  program  to  you  when  we  have  reached 
a  consensus. 

The  t3rpe  of  incentive/penalty  program  we  have  in  mind  is  not  one  that  would 
become  effective  and  place  the  industry  in  a  restrictive  straight  jacket  from  now 
until  eternity.  What  we  have  in  mind  is  a  program  that  will  become  effective  when 
some  extraordinary  condition  creates  an  extraordinary  imbalance  between  supply 
and  demand.  The  purpose  of  the  program  would  be  to  return  balance  to  the  indus- 
try. Once  balance  was  returned,  the  program  would  terminate.  The  value  of  such  a 
program  has  been  recognized  not  only  by  many  in  the  dairy  industry  but  also  by 
independent  experts  in  their  analysis  of  dairy  programs.  In  the  previously  noted  De- 
partment of  Agriculture  study  which  was  directed  by  the  Agriculture  Act  of  1981,  it 
was  concluded  that  "Despite  their  disadvantages,  supply  controlled  programs  might 
possibly  serve  as  temporary  measures  to  bring  production  into  line  with  use."  (Page 
86) 

An  incentive/penalty  program  applied  for  a  temporary  time  would  give  us  posi- 
tive results  in  two  fashions.  First,  those  inefHcient  dairy  farmers  who  are  alrrady 
suffering  from  low  prices  would  be  given  the  time  and  possibly  the  cash  incentive  to 
transfer  their  resources  from  the  production  of  milk  into  the  production  of  some 
other  commodity  where,  hopefully,  they  would  be  more  successful.  Secondly,  a  per- 
centage of  the  productive  capacity  would  be  diverted  to  some  later  period  when  it 
will  be  needed  to  meet  future  demand  increases.  This  is  certainly  consistent  with 
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the  language  contained  in  the  permanent  authority  for  the  program  which  requires 
the  Secretary  of  Agriculture  to  "maintain  productive  capacity  sufficient  to  meet  an- 
ticipated future  needs/' 

FEDERAL  MILK  MARKETING  ORDER  PROGRAM 

The  Federal  Milk  Marketing  Order  Program  is  authorized  by  the  Agricultural 
Marketing  Agreement  Act  of  1937  as  amended.  The  program  facilitates  the  orderly 
marketing  of  milk  between  producers  and  milk  processors  bv  establishing  a  struc- 
ture that  assures  equitable  treatment  for  the  parties  involved.  This  is  accomplished 
by: 

1.  Providing  that  all  milk  entering  the  market  be  classified  according  to  use. 

2.  Establishing  minimum  prices  for  the  milk  used  in  each  classification. 

3.  Providing  a  means  of  equitably  distributing  the  proceeds  from  the  sale  of  all 
milk  in  the  market  among  producers  supplying  that  market. 

4.  Verifying  the  accuracy  of  reports  of  mUk  use  and  the  accuracy  of  test  and 
weights  of  all  milk  marketed. 

Although  the  Milk  Order  Program  is  fifty  years  old,  it  has  remained  a  viable  and 
effective  instrument  which  has  assured  a  continuing  supply  of  fluid  milk  at  reasona- 
ble prices.  The  success  of  the  program  has  not  been  left  to  chance  but  has  been  the 
result  of  continued  attention  of  all  parties  involved  to  keep  the  program  reflective  of 
the  current  conditions  surrounding  the  marketing  of  milk. 

The  Federation  has  reviewed  the  authorities  provided  in  the  Agricultural  Market- 
ing Agreement  Act  of  1937  as  amended  and  recommends  to  you  that  you  consider 
making  the  following  amendments  in  those  authorities: 

PERMANENT  EXTENSION  OF  AUTHORITIES  TO  PROVIDE  FOR  SEASONAL  BASE  EXCESS  PLANS 
AND  "LOUISVILLE''  TAKE-OUT  PAY-BACK  PLANS  WHICH  ARE  DESIGNED  TO  ENCOURAGE 
MORE  EVEN  PRODUCTION  OF  BflLK  DURING  THE  YEAR 

The  specific  authority  for  seasonal  base  plans  and  seasonal  pricing  plans  has  been 
separately  stated  in  the  basic  legislation  since  1970.  These  programs  have  shown  to 
be  useful  in  evening  out  seasonal  production  patterns.  Presently,  eight  markets  use 
the'  "Louisville  Plan"  for  paying  producers.  This  plan  operates  by  withholding  cer- 
tain monies  from  producers  during  the  heavy  flush  producing  months  and  returning 
those  monies  to  producers  during  the  tighter  fall  production  months. 

There  are  ten  markets  currentlv  using  seasoned  base  excess  plans  for  pajring  pro- 
ducers. Producers  delivering  milk  to  these  markets  during  the  short  production 
period  establish  a  daily  base  of  deliveries.  Then  during  the  flush  production  period, 
producers  are  paid  a  higher  price  for  deliveries  within  their  base  and  a  lower  excess 
price  for  deliveries  in  excess  of  their  established  base. 

We  would  support  making  these  provisions  a  permanent  part  of  the  authorizing 
legislation. 

MARKETWIDE  SERVICE  PAYMENTS 

We  recommend  the  Agricultural  Marketing  Agreement  Act  of  1937  as  follows: 
"(1)  amending  section  8c(5XE)  by  inserting  before  the  period  at  the  end  there- 
of a  comma  and  the  following:  "from  producers  or  associations  of  producers,  and 
(iii)  for  payment  from  the  total  use  value  of  milk  under  paragraph  (A),  before 
computing  uniform  prices  under  paragraph  (B)  and  reflecting  adjustments  in 
payments  as  among  handlers  under  paragraph  (C),  to  cooperative  marketing  as- 
sociations qualified  as  provided  in  paragraph  (F)  of  this  subsection  and  to  other 
qualified  marketing  agencies  for  services  of  marketwide  benefit  including,  but 
not  limited  to  the  following— 

"(a)  providing  facilities  to  handle  and  dispose  of  milk  supplies  in  excess  of 
quantities  needed  by  handlers  and  to  furnish  additional  supplies  of  milk 
needed  by  handlers; 

"(b)  handling  of  milk  on  specific  days  in  excess  of  the  quantities  needed 
by  handlers; 

"(c)  transporting  milk  from  one  location  to  another  for  the  purpose  of  ful- 
filling requirements  for  a  higher  class  utilization  or  providing  a  market 
outlet  at  any  class  of  utilization;  and 
"(d)  performing  other  marketwide  services." 
The  present  authority  which  calls  for  paying  uniform  blend  prices  to  all  producers 
which  are  subject  only  to  location,  butterfat  and  other  adjustments  does  not  cover 
the  costs  of  marketing  agencies  servicing  the  fluid  market.  At  the  present  time,  the 
cost  of  performing  certain  marketwide  services  generally  is  bom  by  the  cooperative 
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association  performing  those  services  and  therefore,  by  just  the  members  of  those 
cooperatives.  Non-members  or  members  of  cooperative  associations  not  performing 
these  services  gain  the  advantage  without  participating  in  the  cost  of  servicing  and 
maintaining  the  market.  In  most  cases,  full  service  cooperatives  have  committed 
themselves  to  providing  marketwide  services  and  therefore,  will  be  the  primary  ben- 
efactor of  this  amendment.  However,  other  marketing  agencies  do  perform  services 
of  benefit  to  all  producers  and  therefore,  would  qualify  for  payment.  Under  the  pro- 
posed amendment,  authority  would  be  provided  to  include  provisions  in  orders  for 
reimbursement  for  such  marketwide  services.  Payments  to  these  qualifying  organi- 
zations would  be  deducted  from  funds  due  dairy  farmers  before  computation  of  tJie 
uniform  price  for  all  milk  marketed  under  the  order.  Thus,  the  cost  of  servicing  the 
market  would  be  borne  by  all  dairy  farmers  whether  or  not  the  association  they  de- 
livered milk  to  actually  performed  the  services. 

One  of  the  primair  marketwide  services  is  providing  seasonal  balancing  for  the 
market.  Because  milk  production  is  seasonal  in  nature,  if  we  are  to  assure  an  ade- 
quate supply  of  milk  for  consumers  during  the  low  production  period,  there  will  be 
an  excess  in  the  flush  production  months.  To  stabilize  this  situation  and  to  provide  a 
market  for  this  excess  milk,  it  is  necessary  to  have  facilities  available  to  process  this 
milk  into  manufactured  products.  Such  facilities  are  generally  high  cost  operations 
since  they  operate  on  highly  fluctuating  volumes  of  milk.  These  plants  operate  at 
partial  capacity  much  of  the  year,  and  manv  days  of  the  year  may  receive  no  milk 
at  all.  TTie  marketing  agency  assuming  this  burden  provides  a  needed  and  irreplace- 
able service  to  the  entire  market,  but  the  cost  of  the  service  falls  generally  to  those 
marketing  agencies  which  provide  the  service.  To  assure  equity  among  all  producers 
delivering  to  the  market,  some  manner  should  be  provided  to  equitably  distribute 
the  cost  of  these  services.  Again,  I  would  like  to  reference  the  Department  of  Agri- 
culture study  directed  by  the  Agricultural  Act  of  1981  which  found,  "Paying  uni- 
form blend  prices  to  all  producers  subject  to  location  differentials  and  certain  other 
adjustments  does  not  adequately  reward  producers  for  servicing  the  fluid  market 
.  .  .  Providinp^  payments  from  pool  revenues  for  bona  fide  marketwide  services  has 
some  economic  justification.  .  .  ." 

STATUS  OF  PRODUCER  HANDLERS 

Under  Federal  Milk  Marketing  Orders,  producer  handlers  are  dairy  farmers  who 
market  milk  of  their  own  production  directly  to  consumers.  The  Agricultural 
Market  Agreement  Act  of  1937,  as  amended,  provides  for  the  regulation  of  producer 
handlers  as  any  other  handlers  under  the  terms  of  Federal  Milk  Marketing  Orders. 
Administratively,  however,  a  determination  has  been  made  that  producer  handlers 
whose  marketings  are  comprised  solely  of  milk  of  their  own  production  are  not  sub- 
ject to  the  terms  of  a  marketing  order  where  one  is  in  effect. 

The  past  several  general  farm  bills  have  included  a  brief  statement  of  position  bv 
the  Congress  making  it  clear  that  the  legal  status  of  producer  handlers  of  milk 
under  Federal  Milk  Marketing  Orders  will  be  the  same  following  the  adoption  of 
this  legislation  as  it  was  prior  to  its  consideration. 

The  provision  makes  no  change  in  current  law,  however,  it  does  make  clear  that 
no  change  is  intended. 

The  Federation  recommends  that  this  provision  be  included  in  the  new  legisla- 
tion. 

DAIRY  INDEMNITY  PROGRAM 

The  Federation  recommends  that  the  provisions  of  the  Dairy  Indemnity  Program 
be  extended  for  a  four  year  period. 

The  program  authorizes  payment  to  dairy  farmers  for  the  value  of  milk  removed 
from  the  market  due  to  the  presence  of  residues  of  pesticides,  toxic  chemicals,  or 
nuclear  fallout  if  the  residues  are  present  through  no  fault  on  the  part  of  the 
farmer. 

Initially  authorized  in  1968,  the  program  grew  out  of  a  situation  in  which  dairy 
farmers  were  using  pesticides  for  purposes  and  in  a  manner  approved  by  the  Feder- 
al government  but  were  having  their  milk  barred  from  the  market  due  to  residue. 
The  discovery  of  the  residue  was  largely  the  result  of  improved  testing  techniques. 

Authority  for  payments  in  the  event  of  nuclear  fallout  or  toxic  chemical  residue 
was  added  in  1977.  In  the  case  of  toxic  chemical  residue,  the  law  specifically  bars 
indemnity  payments  if  the  Secretary  of  Agriculture  determines  that  the  farmer  has 
legal  recourse  against  other  parties  available. 

Outlays  under  the  program  have  been  small.  During  the  past  two  years,  average 
expenditures  were  $4.25  million,  while  average  expenditures  for  the  two  years  pre- 
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ceding  that  was  only  $28,500.  These  are  not  large  amounts,  but  it  has  meant  the 
difference  between  continuing  in  the  dairy  business  and  being  forced  out  for  produc- 
ers caught  in  tragic  situations.  It  does  afford  them  a  continuing  source  of  income 
while  the  necessary  steps  to  remove  the  residue  problem  are  taken. 

TRANSFER  OF  DAIRY  PRODUCTS  TO  THE  MILITARY  AND  VETERANS  H06PITALB 

The  Federation  recommends  a  four  year  extension  of  the  authority  contained  in 
Section  202  of  the  Agricultural  Act  of  1949.  This  authority  has  been  used  to  make 
available  additional  quantities  of  dairy  products  for  use  in  these  government  facili- 
ties. Such  product  use  provides  a  beneficial  use  of  available  stocks  of  dairy  products 
and  helps  to  reduce  the  cost  of  overall  government  operations.  The  law  does  require 
that  any  products  transferred  be  in  addition  to  normal  use  levels  so  as  to  prevent 
interference  by  government  with  normal  marketing  operations.  We  would  also  urge 
that  the  Committee  direct  a  more  agressive  attitude  on  the  part  of  the  government 
agencies  involved  toward  the  use  of  this  authority  and  other  existing  programs  for 
use  of  food  stocks  held  by  the  Commodity  Credit  Corporation. 

SUPPORT  OF  NUTRITION  ASSISTANCE  PROGRAMS  AND  PUBUC  LAW  480 

As  you  consider  the  provisions  of  the  1985  farm  bill,  we  wish  to  make  a  few  com- 
ments regarding  legislation  and  programs  which  complement  specific  commodity 
programs  and  thus  contribute  to  the  comprehensive  and  sound  National  food  policy. 

We  must  be  ever  mindful  of  those  among  us  in  our  nation  who  are  most  vulnera- 
ble— the  elderly,  the  young  and  the  disadvantaged.  It  is  essential  that  we  maintain 
strong  prcjgrams  by  providing  adequate  funds  and  commodity  donations  to  help 
these  special  people.  Food  stamps,  school  lunches,  the  Women  s.  Infants  and  Chil- 
dren Supplemental  Feeding  program.  Child  Care,  Summer  Feeding,  Elderly  Nutri- 
tion and  the  Special  Milk  Programs  have  all  served  to  raise  the  quality  of  Me  in  our 
country.  Commodity  distribution  programs  which  distribute  proaucts  through 
schools  and  prisons  and  the  Temporary  Food  Assistance  Program  which  distrtt>utes 
food  through  food  banks  and  soup  kitchens  are  important  companion  programs  to 
the  dairy  and  other  commodity  support  programs.  We  support  all  improvements  to 
these  commodity  distribution  programs  including  the  continuation  of  the  National 
Commodity  Processing  program.  We  support  legislation  introduced  in  the  House  and 
Senate  to  improve  nutrition  monitoring,  with  the  provision  that  USDA  be  designat- 
ed lead  nutrition  agency.  This  could  be  assured  through  legislative  kuiguage  as  a 
part  of  this  comprehensive  farm  bill. 

Likewise,  we  must  be  ever  mindful  of  those  beyond  our  shores  who  are  less  fortu- 
nate and  we  must  share  our  agricultural  abundance  through  donation  where 
needed.  We  support  expansion  of  Public  Law  480  provisions  and  permanent  legisla- 
tion making  international  commodities  a  bonus  item  as  provided  in  Section  416  of 
the  Agricultural  Act  of  1949. 

nCPORT  CONTROL 

The  Administration's  policy  as  stated  in  S.  501,  is  to  promote  free  and  active 
world  trade  in  agricultural  goods  and  to  reduce  or  eliminate  U.S.  restrictions  on 
such  commodities.  Neither  the  Dairy  Price  Support  Program  nor  the  Americ€ui 
dairy  industry  as  we  know  it  today,  can  exist  under  present  conditions  of  world 
trade  without  effective  and  consistent  import  control. 

Under  existing  law  (Section  22  of  the  Agricultural  Adjustment  Act  as  amended), 
quotas  are  established  on  certain  dairy  products  as  a  means  of  limiting  imports 
when  it  is  found  that  they  are  interfering  with  the  operation  of  the  Dairy  Price  Sup- 
port Program.  At  the  present  time,  dairy  product  imports  are  limited  under  Section 
22  to  a  combined  annual  total  of  2,234,270,000  pounds  milk  equivalent.  Despite  this 
limitation,  imports  in  1984  totaled  2,741,430,000  pounds  milk  equivalent  according  to 
the  U.S.  Department  of  Commerce. 

Of  the  total  cheese  imports  in  1983,  60.2  million  pounds  were  non-quota  type 
cheeses  which  are  produced  either  in  limited  quantities  in  this  country  or  not  pro- 
duced at  all.  We  cannot  quarrel  with  the  import  of  these  cheeses  for  they  expand  a 
variety  of  products  available  to  the  American  consumer  and  likely  increase  consum- 
er's taste  for  all  milk  and  dairy  products. 

However,  why  should  the  American  daiiy  farmer  bear  the  cost  of  lost  markets  or 
have  their  domestic  markets  undermined  by  the  mistakes  of  other  countries.  Most 
imports  of  dairy  products  into  this  country  represent  the  lowest  class  of  dairy  prod- 
ucts. If  import  restrictions  were  relaxed,  this  is  the  category  that  would  increase. 
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These  products,  most  of  which  enter  this  countiy  highly  subsidized,  displace  domes- 
tic preducts  and  erode  from  the  bottom  the  pricing  structure  for  all  milk  marketed. 

Tiie  Americ€m  dairy  industry  has  no  designs  on  the  markets  of  other  countries. 
Our  efforts  are  directed  at  programs  which  will  enable  the  Americ€ui  dairy  farmer 
to  produce  an  adequate  supply  of  pure  and  wholesome  milk  for  domestic  consump- 
tion. 

It  is  naive  of  the  Administration  to  lump  milk  in  with  all  the  other  commodities 
that  must  rely  on  export  markets  as  well  as  the  domestic  mcurket  to  dispose  of  th^ 
conmiodities.  The  American  dairy  farmer  has  realized  early  on  that  it  cannot  oom- 
pete  with  the  treasuries  of  other  countries  who  are  willing  to  subsidize  the  export  of 
their  conmiodities  into  world  markets. 

Opening  the  U.S.  coastline  to  subsidized  dairv  imports  to  benefit  the  American 
consumer  is  a  naive  objective.  It  must  be  realized  that  those  countries  who  subsidize 
the  export  of  their  products  are  not  doing  so  to  provide  American  consumers  with 
low  price  products,  but  are  doing  so  to  minimize  the  cost  of  their  own  domestic  pro- 
grams. If  heavily  subsidized  imports  are  allowed  to  enter  this  country  unchecked,  it 
will  destroy  the  capacity  of  the  domestic  industry  to  supply  domestic  needs.  Once 
the  domestic  productive  resources  are  gone  and  this  country  is  in  need  of  dairy 
products,  we  will  see  the  cheap  subsidized  dairy  products  disappear,  for  it  will  no 
longer  be  necessary  to  subsidize  products  to  move  them  into  this  market. 

We  implore  the  Congress  to  reject  any  attempts  by  the  administration  to  reduce 
the  prot^ion  given  dairy  farmers  and  consumers  under  Section  22. 

MILK  PROTEIN  IMPORTS 

There  is  a  need  to  curb  the  growing  level  of  milk  protein  imports  into  this  coun- 
try. This  includes  products  such  as  casein,  mixtures  of  casein,  lactalbumin  and  whey 
protein  concentrates.  Casein  is  the  major  category  of  these  imports.  Historically, 
casein  has  been  used  in  such  industrial  applications  as  paints,  adhesives,  paper  coat- 
ings and  plastics.  In  recent  years,  however,  these  uses  have  declined  as  synthetic 
products  have  displaced  casein. 

As  this  has  taken  place,  there  has  been  a  shift  in  the  use  of  casein  to  food  and 
animal  feed  production.  In  1955  the  U.S.  Department  of  Agriculture  estimated  that 
less  than  two  percent  of  the  77.5  million  iK>unds  of  casein  utilized  in  the  United 
States  during  the  year,  went  into  food  and  animal  feed  products.  A  study  by  the 
U.S.  Department  of  Agriculture  concluded  that  in  1980  87  percent  of  the  casein  en- 
tering this  country  was  used  in  food  or  animal  feed  products. 

Casein  is  a  pure  milk  protein.  It  has  a  wide  range  of  uses  in  the  production  of 
such  foods  as  ersatz  dairy  products,  coffee  whiteners,  frozen  desserts  and  whipped 
toppings,  bakery  products,  breakfast  foods,  diet  foods  and  in  calf  milk  replacer  and 
other  animal  feeds  including  pet  feeds. 

The  1980  U.S.D.A.  study  of  casein  identified  the  displacement  by  imports  of  casein 
and  lactcdbumin  an  equivalent  of  333  million  pounds  of  nonfat  diV  milk  whidi 
ended  up  being  purchased  by  the  Commodity  Credit  Corporation  in  1980.  The  cost  of 
these  imports  to  the  Commodity  Credit  Corporation  was  more  than  $300  million  dol- 
lars, which  was  more  than  25  percent  of  the  cost  of  the  program  that  year.  Al- 
though the  case  was  presented  to  the  International  Trade  Commission  in  1981,  it 
was  their  interpretation  that  the  import  of  these  products  was  not  materially  inter- 
fering with  the  operation  of  the  Dairy  Price  Support  Program.  Imports  of  casein  in 
1980,  the  year  of  the  study,  totaled  150  million  pounds.  In  1984  casein  imports  had 
increased  to  over  190  million  pounds. 

We  continue  to  be  amazed  by  the  incredible  finding  of  the  International  Trade 
Commission  as  do  many  members  of  Congress.  Each  year  since  that  decision,  bills 
have  been  intreduced  both  in  the  House  and  Senate  in  an  attempt  to  stem  the 
damage  from  the  import  of  casein.  Currently,  Mr.  Rose  of  North  Carolina  and  Mr. 
Roth  of  Wisconsin,  have  introduced  bills  limiting  the  import  of  milk  proteins  to 
some  historical  level.  We  fully  support  the  passage  of  such  legislation. 

adbcinistration's  proposal— dairy  programs 

The  Dairy  Price  Support  Program  proposed  by  the  Administration  is  in  effect,  a 
"non-program."  Although  certam  dairy  provisions  continue  through  1991,  they  are 
so  ineffective  as  to  not  be  a  program  at  all.  In  the  Administration's  title-by-tiUe  cost 
estimates,  outlays  are  shown  for  Fiscal  Year  1987  and  Fiscal  Year  1988,  but  the  Ad- 
ministration expects  no  outlays  beyond  that  point.  Their  proposed  price  level,  75 
percent  of  the  preceding  three  year  average  market  price,  leaves  dairy  farmers  com- 
pletely vulnercui>le  to  price  uncertainty.  Allowing  that  much  volatility  in  prices  will 
discourage  the  continued  investment  in  dairying  which  has  provided  an  adequate 
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supplv  of  milk  at  reasonable  cost  to  consumers.  Again,  I  would  like  to  quote  from 
USDA's  "Review  of  Existing  and  Alternative  Federal  Dairy  Programs,"  the  report 
commissioned  by  the  1981  Farm  Bill.  That  report  concluded  that  "An  appropriate 
decree  of  milk  price  stabilization  by  government  may  actuaUy  lower  average  milk 
prices  to  consumers  over  the  longrun."  (Page  85)  It  would  be  a  disaster  for  dairy 
farmers  and  consumers  alike,  if  any  program  along  the  lines  of  that  proposed  by  the 
Administration  were  allowed  to  replace  some  reasonable  dairjr  program. 

In  addition,  the  Administration  in  its  proposed  legislation  is  calling  for  a  study  of 
Federal  milk  marketing  orders.  We  do  not  need  another  study  of  the  order  program. 
In  1981,  Congress  directed  the  U.S.  Department  of  Agriculture  to  study  all  dairv 
programs  including  the  Federal  Milk  Order  Program.  That  study  was  a  thorough 
analysis  of  the  impact  of  orders  on  producers,  processors,  distributors  and  consum- 
ers, and  did  make  recommendations  for  changes,  both  regulatory  and  legislative, 
which  would  improve  the  operations  of  the  orders.  As  I  noted  before,  the  USDA 
study  supported  the  type  of  legislative  cluuiges  that  we  are  seeking  in  the  1985  farm 
bill  which  will  allow  the  orders  to  more  effectively  distribute  the  cost  of  performing 
services  of  benefit  to  all  producers  in  an  order.  There  have  been  no  signific€uit 
changes  in  conditions,  or  situations,  nor  any  mcgor  technical  changes  since  the  com- 
pletion of  that  study  which  would  warrant  the  time  and  expense  involved  in  an- 
other study.  Such  efforts  now  should  be  directed  to  the  implementation  of  those  rec- 
ommendations from  USDA's  study. 

SUBfBfARY 

The  proposals  outlined  in  this  statement  respond  to  existing  needs  and  will  devel- 
op the  atmosphere  within  which  a  strong  dainr  industry  will  continue  in  the  future: 

The  Dairy  Price  Support  Program  should  be  maintained  as  the  essential  policy 
element  providing  needed  price  assurance  and  stability.  The  structure  of  a  dairy 
program  should  contain  the  following  elements: 

(1)  A  purchase  program 

(2)  A  dairy  pricing  index  to  establish  support  prices 

(3)  A  supply-demand  adjuster  to  adjust  support  prices  relative  to  expected 
CCC  net  purchases 

(4)  A  standby  authority  for  an  incentive/penalty  program  to  be  used  when 
substantial  adiustment  in  supplies  is  necessary. 

The  Federal  Milk  Order  Program  should  be  strengthened  by  making  the  author- 
ity for  seasonal  incentive  plans  permanent.  Also,  authorities  should  be  provided  in 
the  authorizing  legislation  to  allow  for  the  payment  for  marketwide  services  from 
the  pool  before  computation  of  blend  prices. 

The  Dairy  Indemnity  Pro^^ram  should  be  continued.  The  program  is  a  low  cost, 
highly  effective  program  which  assists  dairy  farmers  whose  milk  is  barred  from  the 
market  through  no  fault  of  their  own. 

The  transfer  of  dairy  products  to  military  and  veterans'  administration  hospitals 
should  be  continued  to  make  effective  use  of  dairy  products  available  from  OOC  in- 
ventories. 

Curbing  the  impact  of  milk  protein  products  as  required  by  existing  laws  will 
reduce  government  costs  and  permit  more  effective  operation  of  support  and  mar- 
keting programs. 

APPENDIX  l.-MILK  SUPPLY  AND  UTILIZATION 

[Pounds  in  billions] 
1982-83  1983-84  1984-85         1985-86* 

Production « 

Farm  Use 

Marketings 

Beg.  Com'!  Stks 

Imports 

Total  Com'l  Sply 

Com'lUse 

End.  Stks ., 

Total  Utilz 

CCC  purchases 


138.8 
2.4 

136.8 
3.5 

136.1 
3.1 

137.7 
2.3 

136.4 
4.6 
2.6 

» 133.3 
5.2 
2.8 

» 133.0 
5.2 
2.8 

135.4 
4.6 
2.8 

143.6 

141.3 

141.0 

142.8 

121.8 
b2 

125.7 

5.2 

130.9 

10.4 

128.5 
4.6 

133.1 
7.9 

130.4 
5.6 

127.0 

136.0 

16.6 

6.8 
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APPENDIX  1.— MILK  SUPPLY  AND  UTILIZATION— Continued 

[Pounds  in  biirions] 


1982-83  1983-84  1984-85         1985-86  « 


Purchase  cost  (millions) $2,597  $1,768  $1,295  >  $1,052 

Administration  (millions) « $255  $346  $300  $200 

Total  expenditure  (millions) $2,852  $2,114  $1,595  $1,252 

*See  quarterly  breakout 


2  Administration,  transportation,  packaging.  handTing  and  storage. 

3  Assumes  collection  of  $.50  on  99.5  percent  of  all  milk  marketed. 
«  Assumed  support  price  of  $11.60  to  $11.86. 


Statement  op  Peter  W.  Curra,  President,  Maine  Farm  Bureau  Association  and 
Member,  Board  of  Directors,  American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  farm  orga- 
nization with  a  membership  exceeding  three  million  families  in  48  states  and  Puerto 
Rico.  I  am  a  dairy  producer  from  Knox,  Maine.  I  serve  as  President  of  the  Maine 
Farm  Bureau  Association  and  as  a  member  on  the  American  Farm  Bureau  Federa- 
tion Board  of  Directors.  Farm  Bureau  appreciates  the  opportunity  to  appear  before 
the  Senate  Agriculture  Committee  regarding  our  position  on  dairy  provisions  of  the 
1985  omnibus  farm  legislation  that  will  replace  the  Agriculture  and  Food  Act  dP 
1981  when  it  expires  this  year. 

The  1985  Farm  Bill  is  a  priority  issue  for  Farm  Bureau.  Our  farmer  and  rancher 
members  produce  virtually  every  type  of  commodity  grown  on  a  commercial  basis  in 
this  country;  those  directly  affected  by  farm  programs  and  those  that  do  not  come 
under  authority  of  this  legislation. 

Farm  Bureau  dairy  producers  have  been  active  in  developing  our  daiiy  position, 
and  the  policies  adopted  at  our  66th  Annual  Meeting  in  January  are  a  result  of  ex- 
tensive deliberation  at  the  county,  state  and  national  levels  of  our  organization.  Our 
policies  on  dairy  programs  are  not  decided  exclusively  by  our  dairy  producers  but  fit 
a  broader  general  framework  on  farm  programs.  The  dairy  industry  does  not  exist 
in  a  vacuum  and  therefore  must  be  considered  within  the  context  of  its  interaction 
with  livestock  and  feed  sectors.  Our  policies  are  developed  with  that  broad  view- 
point as  a  m£gor  consideration. 

Farm  Bureau  policy  as  adopted  by  voting  delegates  states: 

We  support  a  farm  program  which  will: 

(1)  Maximize  long-term  opportunities  for  profit  in  agriculture; 

(2)  Reduce  existing  incentives  for  overproduction  at  home  and  abroad; 

(3)  Ensure  price  competitiveness  for  U.S.  farm  products  in  world  markets; 

(4)  Provide  opportunities  to  reduce  stocks  through  production  adjustments  and/or 
expanded  demand; 

(5)  Assure  consumers  of  adequate  supplies  of  efficiently  produced  products  they 
wish  to  consume; 

(6)  Cause  a  supply  reduction  program  to  be  implemented  when  carryover  exceeds 
workable  levels; 

(7)  Provide  target  prices  as  an  income  supplement  for  farmers  to  help  them  make 
the  adjustment  to  a  market-responsive  agriculture; 

(8)  Provide  loan  levels  for  all  msgor  export  commodities  to  facilitate  orderly  mar- 
keting and  price  competitiveness.  These  levels  should  be  related  to  a  3-5  year  aver- 
age domestic  price.  Loan  levels  should  not  provide  incentives  for  production  that  ex- 
ceeds demand  in  domestic  and  world  markets.  These  levels  should  be  adjusted  annu- 
ally by  no  more  than  10  percent;  and 

(9)  Recognize  that  all  commodities  are  interrelated  and  any  change  in  supply, 
demand  or  price  of  one  affects  the  others. 

D^dry  producers  currently  face  uncertain  conditions  in  the  industry.  Market  con- 
ditions and  the  dairy  diversion  program  have  contributed  to  reduce  milk  production 
from  last  year's  levels,  and  dairy  product  sales  are  up.  These  circumstances  are  a 
welcome  relief  to  dairy  producers  indicating  that  supply  and  demand  may  be  in 
closer  balance  as  we  approach  the  1986  marketing  year.  We  do  not  project,  however, 
that  conditions  will  have  improved  enough  to  avoid  the  two  support  price  reductioiie 
on  March  31  and  June  30, 1985  as  authorized  under  current  law. 
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We  must  be  cautious  in  our  outlook  for  the  dairy  industry.  Some  indicators  are 
not  consistent  with  a  completely  optimistic  outlook  for  milk  producers.  Replacement 
heifers  are  at  record  levels.  The  milk-feed  price  ratio  is  more  favorable  than  it  was  a 
year  ago,  and  nearly  one-fifth  of  the  1984  production  decline  can  be  attributed  to  a 
drop  in  output  per  cow.  These  conditions  suggest  that  the  production  capacity  of  the 
daily  industry  could  easily  expand  under  price  signals  that  provide  incentive  to 
produce  more  milk. 

Farm  Bureau's  proposal  on  revision  of  the  dairy  program  under  the  1985  Farm 
Bill  would  adjust  the  support  price  according  to  market  signals  derived  from  aver- 
age price  history  and  levels  of  government  purchases.  In  this  manner,  market  forces 
provide  communication  between  producers  and  consumers  while  government  pro- 
grams give  assistance  for  orderly  marketing  of  dairy  products. 

We  believe  that  changes  in  agricultural  policy  cannot  be  effective  without  a  com- 
mitment to  fiscal  responsibility  and  reduced  overall  federal  spending  that  will  pro- 
mote economic  growth  through  lower  interest  rates,  more  favorable  exchange  rates 
and  increased  U.S.  farm  exports.  Since  this  Committee  hearing  is  concerned  specifi- 
cally with  the  dairy  element  of  our  legislative  proposal,  I  would  like  to  briefly 
present  to  you  the  dairy  proposal  that  we  will  promote  in  the  1985  Farm  Bill. 

We  recommend  that  the  dairy  purchase  program  be  continued  but  we  believe  that 
the  support  rate  should  be  set  at  90  percent  of  the  average  of  the  previous  three 
years*  all  milk  price.  The  price  support  should  be  adjusted  effective  October  1  of 
each  marketing  year.  This  method  of  deriving  an  initial  support  rate  incorporates 
the  signals  that  are  necessary  to  make  the  program  more  responsive  to  market  con- 
ditions. 

We  further  recommend  that  the  support  rate  be  adjusted  if  government  purchases 
do  not  meet  certain  levels.  We  believe  that  the  support  price  should  be  acQusted  ac- 
cording to  the  following  scale: 

Dorraitt  li         PToject  adjusted 
Net  Government  purchases  (tHNkm  pounds)  sunort  price      ?!PI^  P^  (^ 

Less  than  3 104  $12.46 

3.0  to  3.99 103  12.34 

4.0  to  4.99 102  12.22 

5.0  to  5.99 100  11.98 

6.0  to  6.99 98  11.74 

7.0  to  7.99 96  11.50 

In  addition,  if  purchases  are  projected  to  exceed  7.99  billion  pounds  during  the 
marketing  year,  the  Secretary  would  be  given  discretionary  authority  to  adjust  the 
support  price  by  not  more  than  3  percent  on  April  1  of  the  marketing  year  and  for 
£uiy  subsiequent  six  month  period  that  purchases  are  projected  to  exceed  that  level. 

The  combination  of  a  market  price  used  to  set  the  support  rate  and  a  scale  of 
adjustments  to  that  support  price  will  provide  dairy  producers  a  purchase  program 
that  responds  to  market  signals.  The  additional  3  percent  adjustment  in  price  if  pur- 
chases continue  to  exceed  8  billion  pounds  is  a  clear  signal  that  government  will  not 
continue  to  offer  increased  incentives  when  market  signals  indicate  that  production 
should  decrease.  This  program  would  not  require  adjustments  to  occur  in  an  abrupt 
or  disruptive  manner,  but  producers  would  know  that  production  and  demand  must 
be  brought  into  balance. 

We  believe  that  these  revisions  to  the  dairy  program  would  improve  its  operation 
for  the  benefit  of  producers  and  consumers  alike  while  reducing  federal  expendi- 
tures. The  discretion  to  alter  the  program  according  to  political  considerations  is 
largely  removed  and  replaced  by  a  support  price  determined  by  indicators  of  market 
conditions.  This  will  allow  the  program  to  flex  with  market  forces  over  time,  but 
avoid  the  drastic  changes  that  can  be  disruptive  to  the  industry. 

Farm  Bureau  looks  forward  to  working  with  the  Senate  Agriculture  C!ommittee  in 
the  months  ahead  to  develop  a  sound  1985  Farm  Bill.  I  appreciate  the  opportunity 
to  present  our  views  and  would  be  glad  to  respond  to  any  questions. 


Statement  of  Buckey  Jones,  Member,  Board  of  Directors,  Dairymen,  Inc. 

I  am  Buckey  Jones,  a  member  of  the  Board  Of  Directors  of  Dairvmen,  Incorporat- 
ed from  our  Gulf  Division.  I  own  and  operate  a  dairy  farm  in  Smithdale,  Mississippi. 
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Once  again,  I  appreciate  the  opportunity  to  appear  at  this  hearing  and  commend 
you  in  your  efforts  to  assess  the  national  dairy  situation. 

Mr.  Chairman,  Dairymen,  Inc.  is  a  milk  marketing  cooperative  based  in  the  south- 
eastern United  States.  We  have  about  7,000  members  and  we  just  celebrated  our 
16th  year  of  existence. 

In  the  spring  of  1983, 1  appeared  before  this  Subcommittee  and  attempted  to  relay 
to  you  the  current  status  of  the  dairy  industry  in  the  southeast.  At  that  time,  we 
strongly  opposed  the  assessments  which  were  in  place  and  considered  them  unfeiir 
taxes  on  dairy  farmers.  We  supported  policies  which  we  believed  would  help  reduce 
surpluses  while  maintaining  national  dairy  equity  to  producers  and  consumers.  We 
opposed  base  or  quota  plans  because  the  southeast  was  producing  an  ever  smaller 
share  of  our  country's  milk  supply  despite  an  increasing  population.  (See  Exhibit 
No.  I) 

Once  again,  Mr.  Chairman,  I  am  here  to  communicate  that  the  positions  we  held 
over  two  years  ago  remain  our  policies  today.  The  concerns  and  fears  that  I  relayed 
to  you  have  in  many  instances  materialized  over  the  past  two  years.  I  repeat  my 
request  from  two  years  ago  and  ask  this  Committee  to  hear  the  plea  of  the  south- 
eastern dairy  industry  and  take  the  appropriate  steps  to  ensure  that  the  new  dairy 
program  put  in  place  this  fall  does  recognize  that  there  are  regional  differences  in 
dairy  farming.  If  you  choose  to  continue  to  ignore  reality  and  the  inequities  to  both 
southeastern  dairy  farmers  and  southeastern  milk  consumers,  all  will  continue  to 
suffer  the  consequences  of  a  continual  decline  in  milk  production  and  a  higher  cost 
to  consumers  for  fluid  milk. 

Mr.  Chairman,  my  testimony  this  morning  has  three  objectives:  First,  to  commu- 
nicate the  facts  regarding  milk  production  prior  to  the  dairy  diversion  program  and 
as  it  now  exists  under  the  diversion  program.  Second,  I  wish  to  relay  to  you  the 
unique  nature  of  the  southeast  dairy  industry  and  the  role  marketing  orders  play  in 
this  region.  And  finally,  our  concerns  and  recommendations  for  a  dairy  program 
which  we  believe  recognizes  the  national  surplus  problem  while  treating  aU  milk 
producers  and  milk  consumers  fairly. 

I  wish  to  present  several  exhibits  which  I  believe  illustrate  the  facts  regarding 
milk  production  in  the  southeast.  Milk  production  in  the  southeast  has  declined  dra- 
matically over  the  past  year.  Exhibit  II  details  the  milk  diversion  program  partici- 
pation in  the  southeastern  states.  It  identifies  the  number  of  participants;  the  base 
volume  of  participants;  the  volume  cut  and  the  volume  cut  as  a  percent  of  1983  pro- 
duction. It  also  contrasts  these  results  from  the  southeastern  states  with  those  of 
the  entire  United  States.  The  bottom  line,  Mr.  Chairman,  is  that  southeastern  states 
participated  to  cut  back  production  9%  as  compared  with  a  national  reduction  d 
5.5%.  These  regional  figures  can  be  further  contrasted  with  diversions  in  the  north- 
east at  about  2%,  and  the  midwest  at  about  3.4%. 

My  next  exhibit.  Exhibit  III  entitled  ''U.S.  Milk  Production",  compar^production 
figures  in  1983,  1984,  and  those  available  for  1985  on  a  national  beusis.  The  average 
U.S.  production  decline  in  1984  was  3.28%.  This  contrasts  with  Exhibit  IV  entitled 
"Milk  Production  in  Nine  Southeastern  States"  which  shows  an  average  decline  of 
7.52%  and  most  recent  data  from  January  of  1985  saw  a  8.52%  decline  from  1988. 
Clearly,  the  southeast  has  reduced  marketings  at  substantiallv  greater  levels  than 
the  rest  of  the  country  despite  the  fact  that  the  southeast's  milk  production  is  inad- 
equate to  meet  the  fluid  milk  needs  of  the  region. 

Mr.  Chairman,  the  next  two  exhibits  I  wish  to  present  further  exemplify  the 
shortage  of  milk  in  the  southeast  since  the  implementation  of  the  Dairy  and  Tobac- 
co Adjustment  Act  of  1983,  and  due  to  lower  prices,  rising  costs,  and  weather  condi- 
tions in  some  areas  of  the  southeast.  Exhibit  V  and  VI  "Producer  Milk  Pooled  on 
Twelve  Southeastern  Federal  Milk  Marketing  Orders"  and  "Percent  Class  I  Utiliza- 
tion of  Producer  Milk  Pooled  on  Twelve  Southeastern  Federal  Milk  Marketing 
Orders"  shows  major  drops  in  producer  milk  pooled  with  increasing  Class  I  sales. 
The  percentage  of  producer  milk  allocated  to  Class  I  under  the  twelve  Fedml 
Orders  has  increased  substantially.  In  June  1984,  the  increase  was  12.6  percentage 
points  over  the  previous  year.  Data  for  January  1985  show  a  9.57%  drop  in  producer 
milk  pooled  from  1983.  Class  I  utilization  was  9.6  percentage  points  above  January 
1983. 

The  effect  of  these  radical  declines  in  production  and  continuing  increases  in  milk 
going  to  Class  I  use  is  a  tremendous  regional  dislocation  of  milk  in  the  southeast 
£xh9)it  VII  "Bulk  Receipts  From  Other  Order  Plants  Twelve  Southeastern  Federal 
Orders"  Quantifies  the  amount  of  milk  movement  in  1983,  1984  and  the  percenttfe 
change  1983  to  1984.  The  amount  of  milk  moved  in  the  southeast  hit  a  peak  in  No- 
vember of  1984  with  a  353.62%  increase  in  milk  movement  from  other  Fsderal 
Orders  both  within  and  outside  the  southeast. 
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Some  have  lauded  the  dairy  paid  diversion  program  as  having  been  a  great  suc- 
cess due  to  reduced  government  costs  and  declines  in  CCC  purchases.  The  facts  and 
figures  I  have  testified  to  today  only  strengthen  the  arguments  which  I  presented 
you  two  years  ago — such  programs  seriously  worsen  &e  milk  shortage  problem 
within  the  southeast.  A  program  which  cuts  production  most  significantly  in  areas 
which  are  in  a  deficit  position  cannot  be  viewed  as  completely  successful.  Rather  it 
reinforces  the  inequity  of  such  plans. 

I  would  now  like  to  address  our  current  Federal  Milk  Marketing  Order  Program. 
The  position  that  the  Federal  Order  System  was  designed  to  obtain  a  supply  of  milk 
for  fluid  use  is  clearly  stated  by  the  Agriculture  Marketing  Service,  United  States 
Department  of  Agriculture,  in  their  brochure  ''Questions  and  Answers  on  Federal 
Milk  Marketing  Orders".  The  1976  version  states,  "Federal  Orders  are  primarily  in- 
struments for  stabilizing  market  conditions  for  fluid  milk  and  for  this  reason  they 
apply  to  milk  which  is  produced  under  sanitary  inspection  for  sale  in  fluid  form. 
Tlius,  an  adequate  supply  for  fluid  use  is  clearly  the  objective  of  the  Federal  Order 
System. 

The  Agricultural  Acijustment  Act  of  1949,  which  set  in  place  the  Price  Support 
Program,  was  designed  to  maintain  an  adequate  supply  of  milk  to  meet  current 
needs  and  to  maintain  productive  capacity  to  meet  future  needs  for  all  uses.  Howev- 
er, these  two  programs  have  been  ineffectively  administered  and  thereby  have  per- 
mitted shortages  of  milk  production  in  the  southeast.  If  these  programs  continue  to 
operate  in  a  fashion  which  ignores  the  needs  of  the  southeast  and  only  recognize  a 
national  surplus,  equity  will  not  be  restored.  This  inequitable  implementation  of  the 
Price  Support  Program  and  Federal  Order  System  in  conjunction  with  the  Dairy 
and  Tobacco  Adjustment  Act  of  1983  has  failed  to  attract  the  necessary  supply  of 
milk  for  fluid  use  in  the  southeast.  The  Federal  Order  System  and  the  Price  Sup- 
port Program  must  work  independently,  not  as  one  program.  Properly  used,  these 
two  programs,  legislated  by  Congress  for  different  purposes,  C€ui  deal  with  the  na- 
tional problem  of  overproduction  and  at  the  same  time  assure  adequate  local  sup- 
plies of  fluid  milk.  One  mayor  problem  is  the  Federal  Order  Class  I  differentials  and 
location  differentials  which  do  not  adequately  reflect  the  cost  of  transferring  mUk 
from  surplus  areas  to  deficit  areas.  If  these  inequities  in  the  Federal  Order  System 
are  not  changed,  in  the  long  run,  signific€uitly  higher  prices  will  be  needed  to  gener- 
ate the  necessary  supplies  for  the  southeast.  On  a  temporary  basis,  the  Agriculture 
Marketing  Service  did  grant  a  20^  increase  in  Class  I  differentials  and  provided  a 
hauling  credit  for  handlers  in  the  southeast.  The  amendments  ended  in  February  of 
this  year.  Another  problem  is  that  Class  I  prices  should  not  move  from  month  to 
mondi  on  the  basis  of  changes  in  the  price  of  manufacturing  grade  milk  in  Minneso- 
ta-Wisconsin. 

We  have  two  good  programs  that— properly  operated  and  coordinated— can  ade- 
quately and  effectively  meet  the  needs  of  the  industry.  The  Price  Support  Program 
can  be  used  to  provide  a  basic  safety  net  for  all  milk.  The  Federal  Order  Program 
can  be  used  to  deal  with  regional  and  local  differences  so  that  milk  is  priced  to  at- 
tract an  adequate  supply  for  fluid  use.  The  programs  need  to  be  so  administered. 

Finally,  I  would  like  to  briefly  outline  Dairymen's  position  on  Price  Supports  and 
the  1985  Farm  Bill. 

The  milk  support  price  program  worked  well  in  the  early  years.  However,  in 
recent  years,  the  support  program  has  become  the  Market  rather  than  the  Support. 

The  current  Farm  Bill  will  expire  in  1985  and  many  concepts  for  a  new  support 
program  are  being  offered.  Dairymen's  concept  of  future  milk  price  supports  was 
approved  by  the  Dairymen  Board  of  Directors  in  March  of  1984.  This  program  is  as 
follows: 

1.  The  basic  support  price  mover  should  be  dairy  specific.  Milk  prices  have  been 
based  on  a  general  farm  parity  formula.  The  program  needs  a  price  mover  that  re- 
lates more  specifically  to  conditions  that  directly  influence  milk  production. 

2.  The  program  should  be  market  oriented  with  a  safety  net  and  include  a  trigger 
mechanism  based  on  Government  purchases.  The  Price  Support  Program  must  rec- 
ognize and  acijust  to  the  market  for  dairy  products.  A  program  that  allows  produc- 
tion to  increase  at  a  faster  rate  that  the  market  is  no  longer  acceptable.  The  Price 
Support  Program  should  provide  a  safety  net  to  prevent  such  low  prices  that  would 
cause  long-term  damage  to  the  industry. 

3.  The  price  support  should  recognize  changes  in  productivity  which  could  be 
measured  by  proxy  such  as  production  per  cow. 

4.  The  price  support  should  use  only  price  to  control  supply  with  no  national 
quotas,  diversion  payments  and  no  assessments. 
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Diversion  payments  and  assessments  have  been  used  recently  to  deal  with  the 
large  surplus  of  milk  production.  In  the  interest  of  dairy  industry  and  the  public, 
only  price  should  be  used  to  balance  supplies  with  demand. 

5.  The  price  support  program  should  allow  some  discretion  on  the  part  of  the  Sec- 
retary of  Agriculture.  The  development  of  a  formula  that  results  in  exactly  the  cor- 
rect price  adjustments  is  virtually  impossible.  Allowing  the  Secretary  of  Agriculture 
some  discretion  makes  a  more  workable  program. 

We  also  recommend  an  uncomplicated  support  program.  It  must  be  simply  enough 
to  be  understood  by  those  directly  affected  and  by  those  who  do  not  work  with  toe 
program  on  a  regular  basis.  It  should  be  easy  and  inexpensive  to  administer.  We 
believe  our  concept  meets  these  criteria. 

And  too,  the  support  program  must  maintain  effective  import  controls  to  keep  the 
United  States  from  becoming  the  price  supporter  and  dumping  ground  for  the  dairy 
production  of  the  entire  world. 

One  final  point.  Dair3ring  is  an  integral  party  of  the  total  U.S.  Agricultural  Indus- 
try, recent  experience  shows  that  dairy  farmers  cannot  do  well  very  long  when  the 
rest  of  agriculture  is  depressed.  Therefore,  we  have  a  vested  interest  in  seeing  that 
all  U.S.  agriculture  does  well. 

The  1985  Farm  Bill  will  most  likely  be  a  comprehensive  package.  We  need  to  sup- 
port basic  legislation  for  agriculture.  Important  issues  include  trade  expansion  and 
reasonable  trade  policies  that  reflect  the  realities  of  today's  world  trade. 

We  strongly  support  the  implementation  of  the  Section  416  program  in  wheat  and 
dairy  products,  as  well  as  the  expanded  program  for  ultra-high  temperature  milk. 
Through  programs  such  as  these,  the  bounty  of  the  U.S.  dairy  farmer  C€ui  make  sub- 
stantisd  progress  in  aiding  developing  countries.  Agriculture  is  still  our  largest  in- 
dustry and  it  is  our  best  C€uididate  to  reduce  our  international  trade  deficit. 

If  agricultural  exports  cannot  be  expanded  to  the  point  that  farming  shares  in  the 
prosperity  of  this  country,  then  we  need  to  look  hard  and  seriously  to  a  program 
that  will  adjust  farm  output  to  our  domestic  markets.  Otherwise,  a  depressed  agri- 
culture will  lead  this  country  into  more  serious  economic  problems. 

[Exhibit  1] 

MILK  PRODUCTION  IN  THE  SOUTHEASTERN  UNITED  STATES  AS  A  PERCENTAGE  OF  TOTAL  MILK 

PRODUCTION 


1983  1984 


dwni 

imii 


1914 


January 10.70 

Febniary 10.70 

March 10.80 

April 10.60 

May 10.30 

June 9.83 

July 9.61 

August 9.78 

September 9.98 

October 10.18 

November 10.30 

December 10.40 

Source:  "Milk  Production",  Crop  Reporting  Board,  SRS,  Washington,  DC. 

[Exhibit  IT) 

MILK  DIVERSION  PROGRAM,  SOUTHEASTERN  UNITED  STATES 


10.26 

-0.59 

10.17 

-2.11 

10.20 

-2.54 

10.31 

-2.46 

9.80 

-3.08 

9.15 

-4.41 

9.22 

-4.66 

9.41 

-3.99 

9.71 

-3.93 

9.72 

-4.23 

9.17 

-4J0 

10.03 

-3J3 

R,..unj.-n.  Cut  by  partidpants  (Mnmm 

C4a«-  iwmwi         Basevoume     i^iCi 

^^  participants      of  partidpants        y^_.  Percntef  "-*" 


Alabama 172  240.0  63.0  26.2  lU 

Florida 185         1,200.0  317.0  26.4  ISiO 
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MILK  DIVERSION  PROGRAM,  SOUTHEASTERN  UNITED  STATES-Continued 


state 


Number 

Base  vohime 

Cut  by  partidpants 

Cutasurcent 
of  1983 
production 

participants 

ofpartidpants 

Volume 

Percent  of 
base 

363 

580.0 

150.0 

25.9 

10.6 

1,783 

946.9 

250.0 

26.4 

10.3 

307 

347.0 

85.9 

24.8 

9.0 

354 

326.0 

87.6 

26.9 

9.9 

225 

304.9 

67.3 

22.1 

4.0 

85 

149.2 

32.9 

22.1 

5.8 

897 

751.0 

196.9 

26.2 

8.8 

423 

476.6 

101.1 

21.2 

4.8 

4,794 

5.321.6 

1.351.7 

25.4 

9.0 

37,530 

37.500.0 

7,400.0 

22.8 

5.5 

Georgia 

Kentucky 

Louisiana 

Nortti  Carolina 

South  Carolina 

Tennessee 

Virginia 

Total 

United  States 

Source:  "Dairy  Market  News"  (week  of  Feb.  6-10,  1984). 


[Exhibit  III] 
U.S.  MILK  PRODUCTION 

[bi  miKons  of  pounds] 


1983 


1984 


change  from 
1983 


1985 


change  fro 
1983 


January 11,443  11,375 

February 10,707  10,855 

March 12.029  11,723 

April 11,956  11,662 

May 12,616  12,227 

June 12.261  11.720 

July 12,046  11,485 

August 11,672  11,206 

September 11,218  10,777 

October 11,400  10,918 

November 10,979  10,529 

December 11,345  10,967 


-0.59  11,209  -2.04 

-2.11 

-2.54 

-2.46 

-3.08 

-4.41 

-4.66 

-3.99 

-3.93 

-4.23 

-4.10 

-3.33 


Source:  "Milk  ProductXMi."  Crop  Reporting  Board,  SRS,  Washington.  DC. 


[Exhibit  IV] 
MILK  PRODUCTION  IN  9  SOUTHEASTERN  STATES  ^ 

[In  miNnns  of  pounds] 


1983 


1984 


change  from 
1983 


1985 


chanpfi 
1983 


from 


January 1,233  1,168 

February 1,146  1,105 

March 1,302  1,200 

April 1,277  1.203 

May 1,302  1,199 

June 1.205  1,072 

July 1,158  1,059 

August 1,141  1.055 

September 1,119  1.047 


-5.27  1.128  -8.52 

-6.90 

-7.83 

-5.79 

-7.91 

-11.04 

-8.55 

-7.54 

-6.43 
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MILK  PRODUCTION  IN  9  SOUTHEASTERN  STATES  '-Continued 

[In  millions  of  pounds] 


Month 

1983 

Pfercoit 
1984          chamefrom 

1985 

Pfercoit 

October 



1,161 

1.136 

1,183 

1,062          -8.53  ... 
1,050          -7.57  ... 
1,101          -6.93  ... 

November 

December 

1  Includes  Alabama,  Florida.  Georgia,  Kentucky,  Louisiana,  Mississippi,  North  Carolina,  Tennessee,  and  Virginia. 
Source:  "Milk  ProductXMi",  Crop  Reporting  Board,  SRS,  Washington,  DC. 

[Exhibit  V] 

PRODUCER  MILK  POOLED  ON  12  SOUTHEASTERN  FEDERAL  MILK  MARKETING  ORDERS 

Month  1983  1984  ^^  1985  fiL^ 

January 933,534,845  855,436,553  -8.37  844,172,646          -9.57 

February 854,793,932  810,894,327  -8.41 „ 

March 979.927,554  882,070,487  -9.99 .« 

April 926,669.453  861,086,400  -7.08 

May 939,473,668  833.308.969  -11.30 

June 848,454.657  724,800,682  - 14.57 ^. 

July 806,814,856  735,229,732  -  8.87 

August 803.931,553  730,583,983  -9.12 

September 794,373,002  723,503,383  -8.92 

October 830,917,511  749,975,802  -9.74 .^. 

November 828,287,460  749,500,323  -9.51 

December 870,191,433  812,781.278  -6.60 

Note.-Southeastem  Federal  Orders:  1006  Upper  Ftorida.  1007  Georgia,  1011  Tennessee  Valley.  1012  Tampa  Bay.  1013  SoutheislBni  mm, 
1046  Lou^-Evans,  1093  Aiabama-W.  Fk)rkla,T094  New  Orleans-Miss..  1096  Greater  Louisiana.  1097  Mempte.  1098  Nashvie.  1099  Padnl. 

Source:  Monthly  statistcs  published  by  respective  Market  Administrator  Offices. 

[Exhibit  VI] 

PERCENT  CLASS  I  UTILIZATION  OF  PRODUCER  MILK  POOLED  ON  12  SOUTHEASTERN  FEDERAL  MILK 

MARKETING  ORDERS 

Change  Qwm 

1983        1984        fran        1985       Im 

1983 HP 

Month: 

January 72.9  78.6  +5.7       82.5     +9.S 

February 72.7  77.5     +4.8 

March 69.7  78.3      +8.6 

April 69.9  72.9      +3.0 

May 67.1  78.1    +11.0 

June 69.7  82.3    + 12.6 

July 73.4  80.7      +7.3 

78.0  85.8  +7.8  . 


September 83.4  84.3  +0.9 

October 79.3  88.0  +8.7 ., 

November 77.3  85.9  +8.6. 

December 75.7  78.1  +2.4. 


Nolc-Southeastem  Federal  Orders:  1006  Upper  Ftorida.  1007  Qntpi,  1011  Tennessee  VaHey.  1012  Tunpi  Biy,  1013  SMrtkwIm  ffM|| 
1046  lou^n-Evans.  1093  Alabama-W.  Ftorida.  1094  New  0rieans4ll«.,  1096  Greater  Louistana.  1097  Memphis.  1098  NhMIi.  «<  tti 
Paducah. 

Source:  Monthly  statistics  pubished  by  respective  Market  Administrator  Offices. 
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[Exhibit  Vn] 
BULK  RECEIPTS  FROM  OTHER  ORDER  PUNTS,  12  SOUTHEASTERN  FEDERAL  ORDERS 

[Exdudes  requested  CI.  II/IH] 

Total  pounds       Total 


rijxxmds       Total  pounds      Pounds  dtange     Percent  chinie 
1^  1984  1983  to  1984       1983  to  1984 


January 8,713,904  15.772,038  7,058,134  81.00 

February 7,125,797  13,801,766  6,675,969  93.69 

March 8,635,468  10,198,193  1,562,725  18.10 

April 9,362.361  11,905,584  2,543,223  27.16 

May 10,565,540  12,988,242  2.422,702  22.93 

June 12,889,468  25,053,374  12,163,906  94.37 

July 20,836.065  40,598,634  19,762,569  94.85 

August 29,043,899  44.377.964  15.334,065  52.80 

Septemlw 32,178,191  58,893,851  26,715,660  83.02 

Octotw 20,039,891  65,419,848  45,379,957  226.45 

Novemtjer 13,048,970  59,192,348  46,143.378  353.62 

Decemlw 13,170.268  41,756,838  28,586.570  217.05 

Total 185,609,822  399,958.680  214,348,858  115.48 

Note.-SoutiMastem  Federal  Orders:  1006  Upper  Florida,  1007  Georgia,  1011  Tennessee  VaNey,  1012  Tampi  Bay,  1013  Southeastern  Florida, 

1046  Louisville4^gton-Evansvllle.  1093  Alai»ma-West  Florida.  1094  New  Orteans-Mississippi.  i096  Greater  LouBiana,  1097  Memphis.  1098 
Nashville,  1099  Paducah. 


Source:  Market  Administrators  of  respective  Orders. 


Statement  of  E.L.  Buckner,  Representing  the  Alabama  Farm  Bureau,  Dairy 

Division 

Mr.  Chairman,  I  am  E.  L.  Buckner,  representing  the  Dairy  Division  of  the  Ala- 
bama Farm  Bureau  Federation.  Since  1952  I  have  owned  and  operated  a  dairy  farm 
near  Oneonta,  Alabama.  I  currently  milk  150  cows.  I  have  been  active  in  dairy  and 
farm  organizations  in  Alabama  for  many  years.  I  have  served  as  a  county  Farm 
Bureau  president,  served  in  many  capacities  in  dairy  cooperatives,  including  direc- 
tor and  president.  Currently,  I  am  a  director  of  the  Alabama  Farm  Bureau  Federa- 
tion and  chairman  of  the  National  Affairs  Committee  of  the  Dairy  Division. 

Mr.  Chairman,  although  the  dairy  industry  continues  to  have  its  problems,  the 
price  support  and  Federal  milk  order  regulatory  programs  are  good  and  need  to  be 
ret£dned.  However,  improvements  need  to  be  made  in  these  programs  to  help  solve 
national  and  regional  dairy  problems.  These  needed  program  changes  are: 

1.  Permit  the  support  price  to  be  adjusted  based  on  a  supply-demand  acijuster. 

2.  By  mandate  of  law,  recognize  regional  supply  and  demand  di^erences  and 
permit  the  Federal  milk  order  system  to  operate  to  reflect  the  regional  differences. 

Support  price  reductions  and  the  diversion  program  in  1984  reduced  national  milk 
production  and  the  national  surplus.  Surpluses  actually  exist  in  relatively  few 
states.  However,  it  is  difficult  to  predict  what  the  milk  production  response  will  be 
after  the  termination  of  the  diversion  program  in  the  various  regions  at  the  end  of 
March  1985.  Many  believe  milk  supplies  will  be  faced  witii  growing  surpluses.  The 
USDA  has  estimated  that  1985  production  will  be  as  much  as  two  percent  higher 
than  1984  production. 

I  believe  the  main  reason  for  overproduction  of  milk  in  the  United  States  todav 
and  for  the  past  several  years  is  support  prices  that  have  been  set  at  levels  high 
enough  to  stimulate  overproduction  of  milk  for  manufacturing  use.  Milk  production 
needs  to  be  reduced.  So  long  as  excessive  supplies  and  excessive  Commodity  Credit 
Corporation  purchases  exist,  support  prices  should  continue  to  be  lowered  over  a 
period  of  time  until  supply  and  demand  are  brought  into  a  reasonable  balance.  Sup- 
port prices  should  be  adjusted  based  on  a  trigger  mechanism  determined  by  supply 
and  demand  levels  as  reflected  by  Commodity  Credit  Corporation  purchases  of  sup- 
ported products.  Price  signals  in  the  marketplace  should  come  from  the  commercial 
marketplace  and  not  from  a  government-set  support  price.  Support  prices  should 
serve  only  as  "safety-net"  prices.  Since  the  present  dairy  surplus  situation  devel- 
oped over  a  period  of  years,  we  cannot  expect  to  have  an  immediate  cure.  As  stated 
above,  support  prices  should  be  reduce4  over  a  period  of  time.  The  time  period 
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should  be  long  enough  to  permit  farmers  to  make  production  adjustments  that  wiU 
not  result  in  long  term  harm  to  this  vital  agricultural  industry. 

Regional  differences  in  economic  factors  affecting  milk  supplies  and  milk  demand 
are  significant  and  should  be  recognized  in  the  Federal  milk  order  program.  The 
recent  market  situation  that  has  developed  in  the  Southeastern  markets  is  an  excel- 
lent example  of  regional  differences  that  need  to  be  resolved  to  the  benefit  of  milk 
producers,  cooperatives,  processor-handlers,  and  the  consuming  public. 

In  administering  Federal  milk  orders,  the  Secretary  of  Agriculture  is  responsible 
by  law  to  consider  ''economic  conditions  which  affect  supply  and  demand  for  milk 
...  fix  prices  as  he  finds  will  reflect  such  factors  and  insure  a  sufficient  quantity  of 
pure  and  wholesome  milk  and  be  in  the  public  interest.  To  establish  and  maintain 
such  orderly  marketing  conditions  ...  as  will  provide  in  the  interests  of  pi^oducers 
and  consumers,  an  orderly  flow  of  the  supply  thereof  to  market ...  to  avoid  unrea- 
sonable fluctuations  in  supplies  and  prices.''  (Federal  Marketing  Programs  in  Agri- 
culture, The  Interstate,  1983). 

Under  the  Federal  milk  order  program,  the  historical  philosophy  of  establishing 
Class  I  prices  paid  to  producers  has  been  to  set  prices  in  local  markets  that  wiU 
assure  an  adequate  supply  of  whole  milk  at  reasonable  prices  in  each  market.  In  the 
Southeast  the  Federal  order  Class  I  prices  are  not  achieving  that  goal.  The  Class  I 
differentials  are  inadequate  and  should  be  increased  or  the  formulas  revised. 

Price  support  cuts,  the  50-cent  (and  $1.00)  government  assessments  on  producer 
marketings  and  the  milk  diversion  program,  coupled  with  higher  production  costs, 
have  resulted  in  reducing  milk  production  in  the  Southeastern  supply  areas  and  cre- 
ated costly  supply  acquisition  situations.  Milk  supply  within  an  11-market  area  in 
the  Southeast  declined  about  ten  percent  between  1983  and  1984.  To  acquire  ade- 
quate supplies  during  recent  milk  shortage  months,  handlers  (largely  producer  ooq;>- 
eratives  who  desired  to  serve  their  markets)  have  been  purchasing  large  quantities 
of  supplementary  milk  from  distant  areas  such  as  Ohio,  Michigan,  Wisconsin,  and 
Maryland.  In  these  more  distant  areas,  usually  Federal  order  markets,  local  prices 
have  been  high  enough  to  stimulate  abundant  milk  production.  However,  to  acquire 
the  milk  and  bring  it  to  Southeastern  markets,  premium  prices  have  been  paid  to 
bid  the  milk  away  from  local  use,  which  was  frequently  used  in  manufactured  milk 
products  to  be  sold  to  the  Commodity  Credit  Corporation.  The  prices  paid  for  the 
supplemental  milk  were  the  Federal  order  Class  I  price,  plus  premiums  to  bid  the 
mUk  away  from  its  existing  markets.  Premiums  paid  for  these  surplus  supplies  have 
been  reported  to  be  usually  over  $2.00  per  hundred  weight. 

In  addition,  transportation  costs  must  be  paid  to  move  the  milk  into  Southern 
markets.  These  costs  are  about  35  cents  to  transport  100  pounds  of  milk  100  miles 
and  over  double  the  transportation  differential  in  Federal  order  markets.  Thus,  the 
total  cost  of  purchasing  and  transporting  this  supplemental  milk  into  markets  in 
the  mid-South  (Atlanta  or  Montgomery)  has  been  as  much  as  $18.00  to  $19.00  per 
hundred  pounds  and  was  as  much  as  $21.76  in  Miami,  Florida.  The  cost  of  importmg 
ciupplementary  supplies  was  more  than  $4.50  per  hundred  pounds  above  Federal 
order  Class  I  prices  in  the  mid-South  and  from  $3.21  to  $4.00  over  the  announced 
Class  I  prices  in  the  Atlanta  and  Montgomery  markets.  The  attached  tables  (pages  6 
and  7)  show  comparisons  between  cost  of  imported  milk  suppliers  and  the  an- 
nounced Class  I  price  and  additional  cost  to  local  producers  and  consumers  from  de- 
pendence on  imported  milk  suppliers. 

The  inadequacy  of  Federal  order  prices  in  the  region  has  already  been  acknowl- 
edged by  the  Dairy  Division  of  the  USDA  with  the  issuance  of  an  emergency  20 
cents  increase  in  CJlass  I  differentials  in  11  Southeastern  Federal  order  markets.  The 
emergency  period  extended  from  September  1984  through  February  1985.  Ironically, 
an  allowance  for  hauling  credits  to  be  paid  to  those  who  had  to  acquire  more  distant 
supplies  was  expected  to  essentially  exhaust  the  price  gain  from  Class  I  differential 
improvement.  In  the  more  deficit  markets,  such  as  the  Florida  orders,  where  the 
greatest  price  relief  was  needed,  the  hauling  credits  paid  for  bringing  in  supplemen- 
tal milk  exceeded  the  20  cents  differential  gain  in  some  months  and  producers  sup- 
plying those  markets  actually  experienced  a  price  differential  decline!  Those  wno 
gained  from  such  patchwork  or  band-aid  programs  were  milk  haulers  and  the  more 
distant  suppliers.  Those  who  lost  were  the  historical  milk  producers,  supplying  the 
markets,  their  marketing  organizations,  and  milk  consumers  in  the  region. 

In  conclusion,  Southeastern  milkproducers,  rc^^ardless  of  the  market  location  or 
affiliations,  recognize  the  need  for  Class  I  price  ac^ustments  and  alignment  throuf^ 
out  our  region.  Widespread  producer  effort  developed  in  1984  to  form  a  milk  pricing 
federation  within  the  Southeast.  This  federation,  called  the  Sunbelt  Dairv  Federa- 
tion, has  the  sole  purpose  of  improving  milk  prices  paid  producers  in  the  Sout^ 
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The  price  improvements  desired  basically  reflect  the  cost  of  transporting  milk  to 
Southeastern  markets  from  alternative  supply  areas. 

If  Class  I  price  differentials  in  Southeastern  Federal  order  markets  were  adjusted 
to  reflect  current  transportation  costs,  the  need  for  a  producer  federation  would  be 
reduced  or  eliminated  and  production  in  historical  supply  areas  would  be  strength- 
ened. Consumers  would  benefit  through  relatively  lower  retail  prices  and  milk  qual- 
ity improvement  than  if  the  markets  were  substantially  dependent  on  distant 
supply  sources. 

We  are  requesting  an  appeal  for  a  permanent  solution  under  the  law  in  the  1985 
act  which  reflects  supply  and  demand  in  the  market. 

TABLE  I.-COST  PER  CWT  FOR  IMPORTED  MILK  COMPARED  TO  LOCAL  CLASS  I  PRICES  IN  SELECTED 

SOUTHEASTERN  MARKETS 


Marketing  area 


cost  of 


Louisville.  KY 18.08 

Nashville,  TN 18.63 

Hurrtsville,AL 18.96 

Binningham,  AL 19.22 

Montgomery,  AL 19.60 

Mobile,  AL 20.18 

Jackson,  MS 19.50 

Atlanta,  GA 19.46 

Nw  Orleans,  LA 19.98 

Orlando,  PL 20.97 

Miami,  FL 21.76 


AnnoufKed 
effective 
October  1, 

Additional  cost  to 

consumers  and 

producers 

classl 
price 

PerCwt 

Per 
gaUon 

14.90 

3.18 

27 

15.10 

3.53 

30 

15.25 

3.71 

33 

15.45 

3.77 

33 

15.60 

4.00 

35 

15.75 

4.43 

38 

16.32 

3.18 

27 

16.25 

3.21 

28 

16.70 

3.28 

28 

17.40 

3.57 

31 

17.60 

4.16 

36 

TABLE  II.-COMPARISON  OF  CLASS  I  DIFFERENTIALS  TO  THE  CURRENT  COST  OF  TRANSPORTING  MILK 
TO  SELECTED  SOUTHEASTERN  MARKETS 


Current 


Estimated 

current 

transportation 


Classl 


Marketing  area: 

Louisville,  KY 

Nashville,  TN 

Huntsville,  AL 

Birmingham,  AL... 
Montgomery,  AL... 

MolMie,  AL 

Jackson,  MS 

Atlanta,  GA 

New  Orleans,  LA.. 

Orlando,  FL 

Miami,  FL 


1.10 

2.12 

-.42 

1.85 

.2.67 

-.82 

2.10 

3.00 

-.90 

2.30 

3.26 

-.96 

2.45 

3.64 

-1.19 

2.67 

4.22 

-1.55 

2.45 

3.54 

-1.09 

2.30 

3.50 

-1.20 

2.85 

4.02 

-U7 

2.95 

5.01 

-2.06 

3.15 

5.80 

-2.65 

>  Estimated  current  transportation  cost  from  Chicago  supply  area  cak:ulated  using  $1.60  per  loaded  mile  Insed  on  a  45,000  pound  load  delvered 
to  the  selected  markets. 


Statement  of  Howard  M.  Dean,  President,  Dean  Foods  Co.,  Frankun  Park,  EL 

I  am  Howard  M.  Dean,  President  of  Dean  Foods  Company  of  Franklin  Park,  Illi- 
nois. Dean  Foods  is  a  diversified  company  specializing  in  the  manufacture  and  mar- 
keting of  dairy  foods  and  specialty  food  products.  Dean's  dairy  products,  fluid  milk, 
ice  cream  and  natural  cheeses  account  for  75  percent  of  the  company's  $900  million 
in  sales.  Dean  Foods  employs  over  4,500  people  in  15  states.  Over  23  separate  dairy 
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product  lines  are  distributed  nationwide  under  our  name  as  well  as  other  branded 
and  unbranded  labels. 

I  am  also  Chairman  of  the  Dairy  Policy  Committee  of  the  Milk  Industry  Founda- 
tion, which  is  an  ad  hoc  committee  of  approximately  40  food  companies  who  process 
fluid  milk  and  have  a  vital  stake  in  the  dairy  program  and  agricultural  policy.  1^ 
companies  on  this  Committee  represent  every  region  of  the  country  and  range  in 
size  from  large  national  chain  stores  to  small  independent  dairy  processing  compa- 
nies. All  of  these  companies  buy,  process  and  market  fluid  milk  and  dairy  products 
and  are  directly  affected  by  dairy  policy.  Our  Dairy  Policy  Committee  has  formulate 
ed  some  guidelines  and  specific  objectives  that  we  think  should  be  included  in  the 
1985  Farm  Bill.  We  seek  a  dairy  program  that  discourages  a  build-up  in  government 
stocks,  one  that  prevents  government  giveaways  from  interfering  with  commercial 
sales  and  one  that  does  not  distort  the  market  with  diversion  programs,  production 
quotas  or  other  similar  supply  control  programs.  Mr.  Tipton,  who  is  seated  next  to 
me,  is  the  Executive  Vice  President  of  the  Milk  Industry  Foundation,  and  will  elabo- 
rate in  some  detail  on  the  speciflcs  of  our  position. 

I  would  like  to  give  you  a  business  perspective  of  the  dairy  program  and  the 
impact  of  that  program  on  our  company. 

We  at  Dean  Foods  have  a  direct  interest  in  dairy  price  support  legislation.  Every 
10  cent  increase  in  the  price  support  for  milk  costs  Dean  Foods  $3.2  mUlion  on  an 
annual  basis.  Dean  Foods  manufactures  and  markets  a  full  line  of  fresh  products 
including  homogenized,  lowfat  and  skim  milk,  cottage  cheese,  yogurt,  half  and  half, 
buttermilk,  chocolate  milk,  and  sour  cream.  We  also  produce  and  distribute  pack- 
aged ice  cream  and  ice  cream  novelty  items,  natural  cheeses  and  a  number  of  other 
specialty  dairy  products.  The  main  ingredient  in  all  of  these  products  is  pure,  whote- 
some  and  nutritious  milk. 

Some  people  have  questioned  whether  reductions  in  the  milk  price  support  are 
passed  on  to  the  consumer.  This  is  a  very  competitive  industry.  To  be  succenfid 
competitors,  we  must  be  the  low  cost  producer  of  the  best  quality  dairy  products.  We 
are  constantly  re-evaluating  our  plant  processes  and  equipment  and  reinvesting  saf- 
ficient  funds  to  achieve  maximum  efficiency.  To  meet  the  competition,  we  cannot 
afford  not  to  pass  on  whatever  cost  savings  we  can  get.  The  problem  is,  you  cannot 
always  see  it,  since  in  the  case  of  many  dairy  products  there  are  often  other  costs 
that  increase  and  can  offset  the  decrease  in  raw  milk  prices.  At  the  retail  level,  for 
instance,  raw  milk  accounts  for  about  55  percent  of  the  fluid  milk  price,  55-60  per- 
cent of  the  butter  price,  and  40-45  percent  of  the  cheddar  cheese  price.  Of  our  total 
cost  of  a  fluid  milk  product,  raw  milk  will  account  for  over  80%  of  that  total  cost 
Processing,  packaging,  transportation,  advertising  and  retailing  costs  and  mai^gins 
account  for  the  balance  of  the  retail  price  for  these  products. 

Last  year's  3.5  billion  pound  increase  in  commercial  dairy  product  sales,  however, 
is  sound  evidence  that  a  lower  support  price  means  increased  sales.  Commercial 
dsdry  product  sales  increased  by  almost  3  percent  in  the  last  marketing  year  com- 
pared to  the  year  earlier.  That  increase  is  to  a  very  considerable  degree  a  direct 
result  of  reduced  and  stable  real  milk  prices.  With  no  increase  in  the  milk  supprnt 
price  in  the  past  three  years,  the  market  has  responded  in  the  way  it  should  with 
increased  sales. 

It  is  signiflcant  to  note  that  the  retail  price  index  for  dairy  products  increased  by 
only  1.6  percent  per  year  since  1981,  when  the  price  support  was  last  increased.  For 
the  Ave  year  period  prior  to  that,  when  the  milk  support  price  was  increased  twice 
each  year,  the  same  retail  price  index  increased  by  an  average  of  8.3  percent  per 
year.  For  the  past  few  years  dsdry  products  have  been  a  good  buy  relative  to  other 
foods  and  last  year  we  saw  the  flrst  signiflcant  increase  in  sales  in  the  past  five 
years.  It's  clear  that  consumers  will  respond  to  price,  so  let's  sell  our  way  out  o£  this 
problem,  not  buy  our  way  out! 

The  beneflts  of  a  stable  or  reduced  price  support  cannot  be  passed  on  to  consum- 
ers when  programs  like  the  milk  diversion  program  are  in  place.  Late  last  sununer 
and  into  the  fall,  for  instance,  there  was  a  noticeable  increase  in  dairy  product 
prices  despite  the  stable  price  support.  The  wholesale  butter  price  increased  frooi 
|l.46  per  pound  to  $1.58  per  pound  last  August  and  the  price  of  cheese  increased 
from  $1.34  to  $1.39  during  the  same  time.  Those  increases  were  directly  attributaUe 
to  the  paid  milk  diversion  program,  which  caused  a  tremendous  misallocation  of 
milk  supplies  in  several  parts  of  the  country.  In  the  Southeast,  where  producer 
signup  for  the  program  was  higher  than  in  other  parts  of  the  country,  handlers  and 
processors  were  forced  to  pay  tremendous  premiums  to  brin^  milk  in  from  as  feur 
away  as  Wisconsin  and  Minnesota  to  meet  the  demand  for  fluid  milk.  In  Illinois*  we 
were  competing  with  these  handlers  and  others  for  milk  supplies  and  aU  of  this  re- 
sulted in  unexpected  and  sudden  higher  dairy  product  prices  for  consumers.  The  sad 
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irony  of  this  is  that  while  we  were  having  difficulties  finding  milk  for  bottling  pur- 
poses, butter  powder  and  cheese  plants  in  the  Midwest  were  still  selling  "surplus'' 
product  to  the  government.  In  August  1984  the  CCC  purchased  1.6  million  pounds  of 
butter,  26.5  million  pounds  of  cheese  and  52.3  million  pounds  of  nonfat  dry  milk  at 
the  same  time  that  handlers  had  to  pay  premiums  just  to  get  fluid  milk. 

The  milk  diversion  program  did  not  signiflcantly  r^uce  milk  production.  It 
simply  misallocated  supplies  by  forcing  farmers  to  dump  their  milk  or  feed  it  to 
farm  animals  to  qualir^  for  the  diversion  payment,  which  was  based  on  reduced 
"marketings",  not  reduced  production.  In  fiscal  year  1984,  milk  fed  to  animals, 
dumped  or  used  on  the  farm  increased  by  75  percent  to  4.2  billion  pounds  compared 
to  2.4  billion  pounds  a  year  earlier.  Milk  production  during  the  same  period  declined 
by  only  1.2  percent  or  1.6  billion  pounds.  Farmers  did  not  signiflcantly  reduce  pro- 
duction, they  simply  kept  it  off  the  market  to  qualify  for  the  diversion  pa3rment. 

I  would  like  to  nnish  my  remarks  by  saying  that  we  got  into  this  surplus  problem 
by  putting  the  price  support  level  too  high.  We  can  get  out  of  the  problem  the  same 
way.  That  is,  reduce  the  price  support  to  a  level  where  production  will  be  more 
nearly  equal  to  demand.  Let's  not  complicate  things  by  imposing  on  the  industry 
diversion  programs,  quotas,  base  plans,  or  any  of  the  other  complicated  schemes 
being  discussed.  Last  year's  performance  with  the  diversion  program  showed  that  it 
really  did  not  signiflcantly  reduce  production.  Farmers,  like  consumers,  are  smart 
people.  Farmers  will  reduce  production  if  the  support  price  is  dropped  and  consum- 
ers will  increase  purchcises.  Let's  leave  the  price  and  market  forces  free  to  dictate 
how  much  milk  should  be  produced  and  how  much  consumers  will  buy. 

Mr.  Chairman,  that  concludes  my  remarks.  I  would  like  to  thank  you  and  the 
Committee  for  allowing  me  to  appear  before  you  today. 


Statement  op  E.  Linwood  Tipton,  Executive  Vice  President,  Milk  Industry 
Foundation  and  International  Association  op  Ice  Cream  Manupacturers 

I  am  E.  Linwood  Tipton,  Executive  Vice  President  of  the  Milk  Industry  Founda- 
tion and  the  International  Association  of  Ice  Cream  Manufacturers,  on  whose  behalf 
I  am  appearing  today. 

The  Milk  Industry  Foundation  (MIF)  is  the  national  trade  association  for  dairy 
product  processors — ranging  in  size  from  single  plant  operations  to  multi-plant  cor- 
porations with  a  myriad  of  interests.  Member  companies  represent  over  80  percent 
of  the  domestic  processing  industry.  MIF  member  companies  number  nearly  300, 
and  are  located  in  all  50  states  and  over  20  foreign  countries.  U.S.  members  operate 
over  1,000  plants,  which  process  85  percent  of  domestically  consumed  fluid  milk  and 
fluid  milk  products. 

The  International  Association  of  Ice  Cream  Manufacturers  (lAICM)  is  the  trade 
association  for  manufacturers  and  distributors  of  ice  cream  and  other  frozen  dessert 
products.  lAICM's  320  members  operate  over  1,110  plants  and  distribution  centers 
nationwide,  and  manufacture  approximately  85  percent  of  the  ice  cream  consumed 
in  the  U.S. 

The  members  of  both  associations  use  about  two-thirds  of  all  the  milk  used  in  the 
U.S.  to  process  the  milk  and  ice  cream  products  they  produce. 

It  is  a  pleasure  for  me  to  appear  before  this  Committee  today  to  testify  about  the 
dairy  provisions  of  the  1985  Farm  Bill. 

milk  price  support  program 

Milk  processors  and  ice  cream  manufacturers  are  most  interested  in  maintaining 
a  dairy  support  price  program  which  will  assure  reasonable  returns  to  dairy  farm- 
ers and  stabilize  milk  production.  In  the  absence  of  a  milk  price  support  program, 
we  fear  prices  would  fluctuate  widely  and  production  would  be  erratic.  This  would 
not  be  in  the  interest  of  dsdry  farmers,  processors  or  consumers. 

As  processors,  we  are  also  most  interested  that  support  prices  be  set  at  reasonable 
levels— levels  which  do  not  force  the  price  of  milk  above  other  competing  products, 
unnecessarily,  and  which  provide  adequate  supplies  while  avoiding  burdensome  sur- 
pluses. 

We  are  concerned  about  the  tremendous  growth  in  government  purchases  of  dairy 
products  in  recent  years  and  the  high  level  of  uncommitted  CCC-owned  inventories. 
We  believe  that  government  dairy  policy  should  be  structured  to  keep  the  quantity 
of  dairy  products  purchased  by  the  CCC  at  minimal  levels.  The  quantities  of  surplus 
dairy  products  purchased  by  the  CCC  should  be  controlled  through  mandatory  ad- 
justment of  the  milk  price  support  when  government  acquisitions  reach  a  specifled 
level.  — 
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Surpluses  should  not  be  allowed  to  reach  levels  which  result  in  government  give- 
away programs  that  displace  regular  commercial  sales  of  dairy  products.  CSonverse- 
ly,  if  government  purchases  fall  below  a  prescribed  minimum  deemed  necessary  as  a 
reserve  to  meet  domestic  and  foreign  food  aid  commitments,  a  mechanism  should  be 
available  to  increase  the  price  support  level.  In  light  of  inuninent  technological  de- 
velopments in  the  dairy  sector  and  changing  economic  conditions,  the  key  to  the 
success  of  any  dairy  program  will  be  flexibility. 

We  oppose  any  program  or  even  "stand-by  authority"  for  a  milk  support  program 
based  on  quotas,  production  bcises,  diversion  payments,  producer  assessments,  or 
similar  programs.  Adjustments  to  production  and  consumption  should  be  made  by 
acljusting  the  price  support  level. 

BRIEF  HISTORY  OF  DAIRY  PROGRAM 

Before  discussing  our  ideas  for  a  workable  solution  to  the  current  dainr  surplus 
problem,  I  thought  it  might  be  helpful  to  review  and  highlight  the  recent  history  of 
the  dairy  price  support  program. 

I  think  that  most  analysts  and  observers  would  agree  that  the  dairy  program  is 
one  of  the  more  complicated  and  least  imderstood  of  the  mcgor  farm  programs.  In 
principle,  however,  the  program  is  a  simple  one.  That  is,  the  price  of  milk  to  produc- 
ers is  supported  by  the  federal  government  at  levels  sufficient  to  assure  an  adequate 
supply  of  pure  and  wholesome  milk.  This  is  accomplished  by  the  secretuy  of  agri- 
culture annoimcing  prices  for  butter,  powder,  and  cheese  at  which  the  OOC  stands 
ready  to  purchase  imlimited  quantities  of  these  three  products.  These  (XX!  purchase 
prices  are  set  at  a  level  permitting  manufacturers  to  pay  dairy  farmers  the  support 
price  and  cover  their  cost  of  manufacturing. 

For  most  of  the  36  years  that  it  has  been  in  existence,  the  dairy  price  support 
program  has  worked  extremely  well  and  at  an  acceptable  cost  to  Uie  government 
and  the  taxpayer.  For  the  ten-year  period  FY  1970-79,  net  federal  expenditures  on 
the  dairy  program  averaged  $335  million  and  CCC  purchcises  averaged  3.8  billion 
pounds,  or  about  3  percent  of  the  average  annual  milk  production  during  that 
period. 

In  recent  years,  however,  the  program  has  simply  not  worked  as  it  was  intended. 
For  the  most  recent  five  year  period,  FY  1980-84,  dairy  program  costs  have  aver- 
aged $1.9  billion  and  COC  purchcises  have  averaged  over  12  billion  pounds  or  about 
10  percent  of  production.  Last  flscal  year,  FY  1984,  the  COC  purchased  the  eouiva- 
lent  of  10.4  billion  poimds  of  surplus  milk  at  a  cost  of  $1.5  bilUon.  This  was  a  direct 
subsidy  of  $7,500  per  commercial  dairy  farm.  This,  however,  underestimates  the 
total  cost  of  the  program,  since  there  were  also  indirect  costs  involved  to  consumerB 
who  had  to  pay  higher  prices  for  dairy  products.  If  the  price  support  had  been  re- 
duced by  $1.50  per  cwt.  in  December  of  1983,  which  many  analysts  felt  was  the 
amount  needed  to  bring  production  back  in  line  with  demand,  instead  of  the  60 
cents  that  actually  took  place,  consumers  would  have  saved  an  additional  $1.4  bil- 
lion on  dairy  product  purchases.  Thus,  total  direct  and  indirect  costs  of  th^  program 
last  flscal  year  amoimted  to  a  $14,500  subsidy  for  each  of  the  almost  200,000  com- 
mercial dsdry  farms  in  the  coimtry. 

Looked  at  another  way,  these  direct  and  indirect  costs  of  the  dairy  program  in  FY 
1984  were  equivalent  to  each  farm  receiving  an  extra  $2.12  per  cwt.  on  all  milk  pro- 
duced in  FY  1984.  This  was  equivalent  to  18  cents  per  gallon  of  milk,  21  cents  per 
pound  of  cheese,  23  cents  per  pound  of  butter,  and  13  cents  per  pound  of  nonfat  dry 
milk. 

From  my  perspective,  these  developments  beginning  in  late  1979  and  early  1980 
were  entirely  predictable  and  not  at  all  unexpected.  In  testimony  to  the  Congress  in 
1979, 1  pointed  out  that  it  made  absolutely  no  sense  to  increase  the  price  support  at 
that  time  since  the  milk-feed  price  ratio  had  reached  a  near  record  1.62  early  in  the 
year  and  was  expected  to  remain  very  favorable  for  most  of  that  year.  A  milk-feed 
price  ratio  of  1.3  or  higher  is  generally  considered  as  a  favorable  indicator  for  pro- 
ducing more  milk.  The  following  year,  BY  1980,  the  combination  of  two  price  8iq>- 
port  increases  and  a  continued  favorable  milk-feed  price  ratio  resulted  in  govern- 
ment purchases  exceeding  8  billion  pounds  for  the  first  time  since  1954  and  COC 
costs  exceeding  the  $1  billion  mark  for  the  flrst  time  ever. 

Since  1981  seven  separate  pieces  of  dairy  legislation  have  been  passed  by  the  Con- 
gress in  an  attempt  to  come  to  grips  with  the  dairy  surplus  problem.  A  variety  of 
mechanisms  including  producer  assessments,  deductions  and  paid  diversion  piD- 
grams  have  been  tried,  yet  the  COC  wiU  stUl  purchase  more  than  nine  bil&on 
pounds  of  milk  this  year  at  a  cost  of  more  than  1.7  billion  dollars.  Clearly,  the  pro- 
gram is  not  working  as  was  originally  intended. 


Digitized  by 


Google 


475 


THE  COMPROBOSE  BILL 

The  Dsdry  and  Tobacco  Adjustment  Act  of  1983,  commonly  referred  to  as  the 
"Compromise  Dsdry  Biir\  started  in  the  right  direction  by  reaucing  the  price  sup- 
port by  50  cents,  but  delayed  further  cuts  for  15  months.  That  bill  reduced  the  price 
support  by  50  cents  on  December  1,  1983,  and  authorized  two  additional  cuts  in  the 
price  support,  a  50  cent  cut  on  April  1,  1985,  and  another  50  cent  cut  on  July  1, 
1985,  if  the  Secretary  of  Agriculture  projects  that  CCC  purchases  will  exceed  6  bil- 
lion and  5  billion  pounds,  respectively,  for  the  12  months  following  those  dates. 
Based  on  current  U.S.D.A.  estimates,  these  two  price  cuts  should  occur.  Yet  already 
there  are  efforts  afoot  to  circumvent  these  price  cuts.  The  April  1  adjustment  will 
be  a  wash  to  producers  since  it  coincides  with  the  removal  of  the  50  cent  assess- 
ment. The  July  1  drop,  however,  will  send  a  clear  and  correct  signal  to  producers 
that  production  still  must  be  reduced.  This  needs  to  happen  if  we  really  want  to 
start  solving  the  surplus  problem. 

The  Compromise  Bill  complicated  the  situation  and  postponed  resolving  the  prob- 
lem by  calling  for  a  paid  milk  diversion  program  that  paid  farmers  to  dump  their 
milk  or  feed  it  to  farm  animals.  The  diversion  program  has  been  a  particularly  on- 
erous part  of  the  compromise  package  for  mUk  processors  and  has  largely  been  inef- 
fective in  reducing  milk  production.  According  to  a  recent  U.S.D.A.  news  release 
"the  drop  in  CCC  purchases  has  resulted  more  from  increased  commercial  use  and 
increased  farm  use  than  from  a  drop  in  production.''  Our  analysis  supports  the 
U.S.D.A.  announcement. 

Some  proponents  of  the  milk  diversion  program  have  made  a  tenuous  link  be- 
tween last  year's  drop  in  CCC  purchases  and  the  milk  diversion  program,  clsdming 
that  the  diversion  program  was  the  cause  of  this  drop.  Published  U.S.D.A.  statistics 
clearly  demonstrate  that  more  than  56  percent  of  the  6.2  billion  pound  decrease  in 
OCC  purchases  last  fiscal  yecu*  was  due  to  the  3.5  billion  pound  increase  in  commer- 
cial sales  of  dairy  products.  Milk  production  was  down  by  1.6  billion  pounds  during 
the  same  period  and  accounted  for  only  about  25  percent  of  the  drop  in  CCC  pur- 
chases. 

A  point  that  is  often  overlooked,  particularly  by  proponents  of  the  diversion  pro- 
gram, is  that  on-farm  use  of  milk  last  year  increased  by  almost  2  billion  pounds  or 
nearly  double  the  vear  earlier  levels.  This  milk  was  either  dumped  on  the  farm  or 
fed  to  animals  so  tnat  farmers  could  qualify  for  the  diversion  payment.  Farmers  did 
not  significantly  reduce  production,  they  simply  did  not  send  it  to  market.  This 
clearly  demonstrates  that  the  structural  changes  needed  to  reduce  surplus  produc- 
tion have  not  yet  occurred.  A  recent  U.S.D.A.  report  shows  that  dairy  replacement 
heifers  are  at  a  record  high  45.6  per  100  cows.  Tliis  compares  to  40  heifers  per  100 
cows  in  1981  and  an  average  of  30  heifers  during  most  of  the  1970's.  This  clearly 
demonstrates  that  there  is  still  far  more  productive  capacity  avsdlable  on  dairy 
farms  than  is  needed. 

WHAT  TO  DO  IN  1985? 

The  patchwork  dsdry  programs  of  the  past  four  years  have  not  worked.  Dairy 
farmers,  dairy  food  processors  and  consumers  have  had  to  respond  to  a  confusing 
vsuiety  of,  and  often  conflicting,  signals  from  the  government.  We  all  know  how  we 
got  into  the  surplus  problem  we  face  now — milk  price  supports  have  simply  been  too 
high  relative  to  what  the  commercial  demand  was  for  daiiy  products.  It  is  time  to 
adopt  a  simple  strsughtforward  program  that  we  know  will  work.  That  means  no 
fancy  gimmicks,  no  psdd  diversion  programs,  no  production  quotas,  and  no  artificial 
taxes,  assessments  or  pensdties  on  dairy  fsumers  for  producing  milk.  Dsdry  farmers, 
processors  and  consumers  can  best  respond  to  prices  that  are  reflective  of  the  com- 
mercial demand  for  those  products. 

We  believe  the  long  term  solution  to  the  dairy  surplus  problem  can  best  be  han- 
dled through  the  marketplace,  where  both  producers  and  consumers  can  react  to 
prices  dictated  by  market  supply  and  demand. 

OUR  POSITION 

We  believe  that  new  dairy  legislation  should  be  designed  to  do  the  following: 
Maintain  an  adequate  supply  of  pure  and  wholesome  milk  to  meet  current  and 
future  needs. 
Bring  a  better  balance  between  milk  production  and  demand. 
Be  market  oriented. 

Mcdntain  stability  for  producers  and  consumers. 
Provide  for  orderly  market  transition. 
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Reduce  government  costs. 

Provide  the  flexibility  needed  for  changing  technology. 

We  have  developed  a  simple,  straightforward  proposal  that  would  accomplish  all 
of  these  objectives  over  a  four  year  period.  The  basic  elements  of  the  program  would 
be  as  follows: 

The  CCC  would  purchase  between  2  and  4  billion  poimds  of  milk  on  an  annual 
basis  to  meet  feeding  and  nutritional  program  needs. 

The  price  support  for  manufacturing  grade  milk  would  be  set  at  $11.60  per  hun- 
dredweight from  October  1,  1985  through  September  30,  1989. 

The  Secretary  of  Agriculture  would  be  required  to  reduce  this  price  by  not  less 
than  50  cents,  effective  October  1,  1986,  and  at  the  beginning  of  each  subsequent 
fiscal  year,  if  CCC  purchases  exceed  4  billion  pounds  or  $750  million,  whichever  is 
less,  or  to  increase  this  price  by  not  less  than  50  cents  if  CCC  purchases  fall  below  2 
billion  pounds  milkfat  equivalent  and  300  million  pounds  of  nonfat  (hy  milk. 

The  Secretary  of  Agriculture  would  have  the  discretionary  authority  to  acljust  the 
price  one  additional  time  during  the  year  if  purchases  are  anticipated  to  exccMsd  4 
billion  pounds  or  fall  below  2  billion  pounds. 

Our  proposal  will  reduce  the  cost  of  the  federal  dairy  program  to  about  one-third 
of  the  previous  three  year  average,  will  bring  about  a  better  balance  between  milk 
production  and  demand,  and  will  at  the  same  time  continue  to  assure  an  adequate 
supply  of  pure  and  wholesome  milk  to  meet  current  and  anticipated  future  de- 
mands. 

SUPPLY  AND  DEMAND  SITUATION 

We  expect  milk  production  in  FY  1985  to  be  down  only  marginally  from  last 
Year's  137.4  billion  pounds.  Commercial  sales  of  dairy  products  are  expected  to  be  up 
by  about  1V&  percent  from  a  year  ago  to  127.5  billion  pounds.  Given  these  changes  in 
production  and  commercial  use,  we  expect  CCC  purchases  to  be  in  the  neighboi^ood 
of  9  billion  pounds.  The  cost  of  these  purchcises  will  likely  exceed  $1.7  billion. 

Our  analysis  indicates  that  even  with  a  price  support  of  $11.60  per  cwt.,  CCC  pui> 
chases  next  year  (FY  1986)  would  be  in  the  neighborhood  of  7.5  billion  pounds  and 
CCC  program  costs  would  exceed  $1.5  billion.  This  indicates  that  the  price  support 
for  milk  must  be  something  lower  than  $11.60  to  bring  mUk  production  in  balance 
with  demand.  A  price  support  of  $11.60  will  ultimately  bring  milk  production  down, 
but  our  analysis  indicates  that  it  would  take  four  years  at  this  price  level  to  get 
CCC  purchases  below  4.0  billion  pounds;  and  if  there  is  any  significant  changes  in 
productivity,  which  are  very  likely,  CCC  purchases  would  probably  remain  above  4 
billion  pounds  even  in  1989  or  1990. 

Our  projections  of  CCC  purchases  assume,  too,  that  we  will  see  continued  in- 
creases in  commercial  sales  of  dairy  products  in  response  to  a  reduction  in  the  real 
price  support  level  for  milk.  Our  estimates  for  the  four  year  period  show  that  com- 
mercial use  would  increase  from  127.5  billion  pounds  in  FY  1986  to  almost  139  bil- 
lion pounds  in  FY  1989.  These  estimates  wero  based  on  an  annual  demand  elasticity 
of  .30  and  a  continuation  of  the  most  recent  ten  year  period  trond  in  commercial 
(+1.1%  per  year). 

Significantly,  our  analysis  does  not  take  account  of  the  likely  introduction  of  tech- 
nological developments  that  could  dramatically  increase  milk  productivibr  per  cow. 
Bovine  hormones,  now  in  the  experimental  stage,  are  likely  to  be  introduced  com- 
mercially within  the  next  four  years.  These  hormones  will  increase  productivity  per 
cow  by  20-40  percent  in  some  herds  within  a  very  short  period  of  time  and  at  a 
modest  cost.  Embryo  transplants,  three  times  a  day  milkings  and  improved  feeding 
techniques  can  also  significantly  increase  productivity  per  cow.  New  dairy  legisla- 
tion must  contain  some  flexibUity  to  be  able  to  account  for  these  changes  should 
they  occur. 

MARKET  ORIENTED 

Our  proposal  assures  that  necessary  adjustments  to  milk  production  and  con- 
sumption will  be  accomplished  by  adjusting  the  price  support  level  to  clearly  under- 
stood rules  over  the  next  four  years.  As  I  noted  earlier,  during  the  past  four  years, 
seven  separate  dairy  bills  have  been  passed  by  the  Senate  with  each  providing  some 
unique  and  novel  approaches  to  solving  the  surplus  problem.  Trouble  is,  none  of 
them  have  worked.  Dsdry  farmers  did  not  know  what  to  expect  next  and  have  had 
to  respond  to  a  confusing  variety  of,  and  often  conflicting,  signals  from  the  goivem- 
ment.  We  all  know  how  we  got  into  the  surplus  problem  we  now  face— price  sup- 
ports have  simply  been  high  relative  to  what  the  market  can  bear.  It  is  time  to 
adopt  a  simple  straightforward  program  that  we  know  will  work. 
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MAINTAIN  STAfilLITY 

We  would  propose  to  extend  the  $11.60  price  support  level  with  no  adjustment 
(nor  assessments,  taxes  or  other  gimmicks)  for  an  additional  twelve  months,  begin- 
ning October  1,  1985.  This  will  result  in  the  support  price  being  held  constant  for 
fifteen  consecutive  months  with  no  assessments,  deductions  or  diversions  to  send 
confusing  and  conflicting  signals  to  producers.  This  will  give  dsdry  farmers  addition- 
al time  and  a  clear  signal  to  make  production  adjustments  to  reduce  the  level  and 
cost  of  government  dairy  purchases. 

INCREASED  COMMERCIAL  SALES 

With  no  increase  in  the  price  support  for  milk  in  the  past  three  years,  the  mcu-ket 
has  responded  in  the  way  it  should  be  increased  sales.  Last  year,  commercial  sales 
increased  by  3.5  billion  pounds,  almost  3  percent,  compared  to  a  year  earlier.  Last 
year's  surge  in  commercial  sales  is  sound  evidence  that  a  lower  support  price  means 
increased  sales.  That  increase  is  a  direct  result  of  reduced  and  stable  real  milk 
prices. 

It  is  significant  to  note  that  the  retail  price  index  for  dairy  products  increased  by 
only  1.6  percent  per  year  since  1981,  when  the  price  support  was  last  increased.  For 
the  Ave  year  period  prior  to  that,  when  the  milk  support  price  was  increased  twice 
each  year,  the  same  retail  price  index  increased  by  an  average  of  8.3  percent  per 
year.  For  the  past  few  years  dairy  products  have  been  a  good  buy  relative  to  other 
foods  and  last  year  we  saw  the  flrst  significant  increase  in  sales  in  the  past  five 
years.  It  is  clear  that  consumers  will  respond  to  price,  so  let's  sell  our  way  out  of 
this  problem,  not  buy  our  way  out! 

COST  SAVINGS — GOVERNMENT  AND  CONSUMERS 

Our  proposal  would  over  a  period  of  several  years  reduce  government  dairy  pro- 
gram costs  to  about  $750  million  per  year.  This  is  approximately  the  cost  associated 
with  purchasing,  storing  and  handling  4  billion  pounds  of  surplus  milk  on  a  fat 
equivalent  basis.  This  would  reduce  the  cost  of  the  dairy  price  support  program  by 
about  two-thirds  from  the  average  $2.1  billion  cost  of  the  program  over  the  past 
three  years  and  by  more  than  half  of  last  year's  $1.5  billion  cost. 

To  further  reduce  the  cost  of  the  dairy  price  support  program  we  would  propose 
that  the  Secretary  of  Agriculture  be  required  to  reduce  the  milk  support  price  by 
not  less  than  50  cents  per  hundredweight  on  October  1,  1986,  and  at  tne  beginning 
of  each  fiscal  year  through  1989,  if  net  purchases  by  the  Commodity  Credit  (S)rpora- 
tion  are  projected  by  the  Secretary  to  exceed  4  billion  pounds  milkfat  equivalent  or 
$750  million,  whichever  is  less,  during  each  fiscal  year. 

MINIMUM  RESERVES 

To  ensure  that  the  Commodity  Credit  Corporation  maintains  sufficient  reserves  of 
dairy  products  to  meet  national  food  aid  and  nutrition  goals,  our  proposal  would  re- 
quire the  Secretanr  to  increase  the  price  support  by  not  less  than  50  cents  per  hun- 
dredweight if  CCC  purchases  are  projected  to  fall  below  2  billion  pounds  milkfat 
equivalent  and  300  million  pounds  of  nonfat  diy  milk.  Government  purchcises  in  the 
2  to  4  billion  pound  range  will  provide  stability  in  the  marketplace  for  producers 
and  consumers  and  will  allow  the  government  to  continue  to  meet  domestic  food  aid 
and  nutritional  commitments. 

FLEXIBIUTY 

When  CCC  purchases  are  in  the  2  to  4  billion  pound  range,  our  proposal  would 
give  the  Secretary  of  Agriculture  discretionary  authority  to  adjust  the  support  price 
as  necessary,  following  120  days  of  an  announcement  to  do  so,  in  order  to  maintain 
CCC  purchases  within  that  range.  This  flexibility  is  needed  to  take  account  of  antici- 
pated technological  breakthroughs  that  may  increase  dairy  cow  productivity  by  20 
to  40  percent.  Bovine  hormones,  embryo  transfers  and  improved  feeding  metnods 
are  expected  to  have  significant  and  immediate  impacts  on  milk  production  if  intro- 
duced in  the  next  few  years.  We  have  seen  an  average  annual  increase  in  milk  per 
cow  of  only  two  percent  over  the  past  ten  years  and  consumer  demand  has  not  kept 
up  with  that. 

If  productivity  per  cow  increases  by  20  percent  over  a  short  period  of  time  without 
a  corresponding  decrease  in  cow  numbers  or  a  significant  increase  in  commercial 
sales,  we  will  once  £^ain  find  ourselves  with  mountains  of  dairy  products  with  no 
commercial  outlets.  These  developments  should  be  factored  into  the  price  support 
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level  by  giving  the  Secretary  authority  to  make  the  necessary  adjustments  to  the 
price  support. 

Thank  you  for  the  opportunity  to  appear  before  you  today.  I  would  be  pleased  to 
answer  any  questions  you  may  have. 


Statement  of  S.F.  Riepma,  President,  National  Association  of  Margarink 

Manufacturers 

Thank  you  for  this  opportunity  to  present  our  Association's  views  on  dairy  price 
support  policy.  You  may  well  ask  why  an  association  of  margarine  manufacturers 
has  views  on  dairy  price  supports.  The  answer  is  simply  this:  where  dairy  supports 
cause  the  government  to  accumulate  vast  amounts  of  butter,  and  that  butter  is 
given  away  to  schools  and  individuals,  those  recipients  of  free  butter  roduoe  or 
eliminate  their  purchases  of  reasonably  priced,  low-cholesterol  margarine. 

This  Association  is  a  nonprofit  national  organization  representing  the  makers  of 
most  of  the  margarine  products  consumed  in  the  United  States.  Margarine  is  the 
msyor  table  spread  with  a  per  capita  consumption  of  about  10.5  pounds  and  a  miyor 
market  for  soybean  and  other  edible  oils.  Our  membership  includes  firms  producmg 
dairy  products,  as  well  as  margarine. 

That  a  fundamental  adjustment  of  the  federal  dairy  price  regulating  Bystesm  is 
overdue  is  widely  recognized.  We  have  given  the  subject  careful  consideration. 

We  urge  your  Committee  to  act  to  bring  dairy  products  production  into  balance 
with  market  requirements  by 

(1)  Retaining  the  present  law  until  its  expiration  date,  September  30,  including 
the  two  authorized  deductions  April  1  and  July  1. 

(2)  Longer  term,  establishing  a  milk  support  price  system  that  will  avoid,  as  much 
as  possible,  further  acquisitions  of  dsdry  products  by  the  government.  Such  a  system 
might  include  a  lower  price  support  level  and  continued  provision  for  its  adjustment 
according  to  Department  of  Agriculture  forecasts  of  surplus  acquisition  volume. 

(3)  Making  more  effective  the  restriction  in  the  donation  law,  the  Temporary 
Emergency  Food  Assistance  Act,  Sec.  203(c),  against  displacement  of  normal  com- 
mercial sales  by  donation  of  surplus  commodities. 

We  strongly  urge  your  Committee  to  help  enact  a  dairy  price  policy  that  wOl 
closely  target  the  purpose  of  supports— to  assure  an  adequate  supply  of  milk  prod- 
ucts, not  to  accumulate  surpluses.  Excessive  government  acquisitions  and  the  ex- 
ceecUngly  high  costs  to  taxpayers  should  not  be  permitted  to  continue. 

One  particular  aspect  is  of  direct  interest  to  us.  Faced  with  hundreds  of  millions 
of  pounds  of  unsalable  butter  in  government  surplus.  Congress  approved  their  bejng 
given  to  emergency  food  relief.  That  certainly  is  a  worthy  effort  out  it  does  nothing 
to  solve  the  basic  structural  problem  and  in  fact  by  displacing  butter  and  cheese 
sales  only  adds  to  government  stocks. 

As  for  margarine,  it  is  not  price  supported  and  does  not  have  (nor  do  we  want)  a 
refuge  in  government  warehouses.  The  ii^ury  done  to  margarine  makers  and  diB- 
trtt>utors  and  the  producers  of  its  ingredient  oils,  chieflv  soybean  oil,  is  substantiaL 

We  have  caused  a  study  to  be  made,  a  summary  of  which  is  attached.  It  finds  the 
butter  giveaway  has  cost  margarine  makers  during  1983  and  1984  some  270  million 
pounds  in  sales.  The  program  commenced  earlier  and  is  going  on  this  year  and  per- 
haps next.  Soybean  farmers  have  lost  an  estimated  200  million  pounds  of  market  I 
estimate  the  dollar  losses,  respectively,  1982-84,  to  be  on  the  order  of  $120  millkm 
and  $50  million. 

Congress  inserted  into  the  donation  law  a  proviso  (Sec.  203(c))  requiring  the  Secre- 
tary of  Agriculture  to  assure  himself  that  displacement  of  normal  commercial  salei 
not  take  place.  That  has  been  ignored. 

The  donation  program,  a  direct  result  of  out  of  line  milk  price  support,  is  a  clasBic 
case  of  one  industry's  gift  from  (Congress  working  ii^ury  on  others,  creating  an  un- 
necessary burden  on  taxpayers  and  providing  no  visible  benefit  to  consumers. 

Impact  of  Surplus  Butter  Give-Away  on  Margarine 

summary  of  major  findings  of  a  study  conducted  for  the  national  a88ociati0n 
of  margarine  manufacturers 

The  butter  distribution  program  is  having  an  adverse  impact  upon  the  maigarine 
industry. 

Individuals  who  are  given  more  butter  than  they  normally  consume,  quit  purduM- 
ing  margarine  as  well  as  butter. 


Digitized  by 


Google 


479 


For  every  10  pounds  of  butter  distributed,  margarine  sales  declined  by  7.7  pounds; 
1983-84. 
Displacement  of  m£U'garine  sales  is  5  times  as  large  as  displacement  of  butter 


Most  of  the  margarine  displacement  is  concentrated  in  private  label  sales. 

Although  margarine  prices  rose  somewhat  during  1983  and  1984,  due  to  higher 
soybean  oil  prices,  the  msyor  factor  causing  reduced  margarine  sales  was  the  butter 
distribution  program. 

The  proeram  adversely  impacts  on  the  soybean  and  other  oilseed  producers  whose 
edible  food  oils  are  basic  margarine  ingredients. 

Based  on  displacement  anmysis,  approximately  200  million  pounds  of  soybean  oil 
were  lost  in  1983-84. 

When  distributed  over  all  private  label  production,  20  percent  additional  excess 
capacity  was  created  by  the  butter  distribution  program. 

Private  label  manufacturers  reduced  employment  15-20  percent  as  a  result  of  the 
distribution  program. 

It  is  entirely  possible  that  the  butter  distribution  program  will  force  one  or  more 
margarine  manufacturers  out  of  business. 

Dsdry  policies  must  be  adopted  that  attack  the  root  of  the  dairy  surplus  problem. 

Either  production  must  be  overtly  controlled  or  the  price  support  level  must  be 
lower  than  it  has  been,  and  must  be  adjusted  downward  when  CCC  stocks  and/or 
purchases  rise. 

The  margarine  industry  has  a  direct  interest  in  a  dsdry  policy  that  will  not  gener- 
ate surplus  butter  conditions. 


Statement  op  Ellen  Haas,  ExECtmvE  Director,  Pubuc  Voice  for  Food  and 

Health  Poucy 

Thank  you,  Mr.  Chairman.  My  name  is  Ellen  Haas.  I  am  Executive  Director  of 
Public  Voice  for  Food  and  Health  Policy,  a  nonproHt  research  and  educational  orga- 
nization that  works  to  promote  the  consumer  interest  in  public  and  private  decision- 
making on  food  and  health  policies.  I  very  much  appreciate  your  invitation  to 
appear  today  to  discuss  dairy  policies  and  the  outlook  for  the  next  several  years. 

Consumers  have  an  enormous  stake  in  U.S.  dairy  policy.  They  spend  $44  billion 
on  dsdry  foods  annusdly,  and  depend  on  them  for  protein,  food  energy,  and  a  broad 
remge  of  other  nutrients.  More  pounds  of  dairy  products  are  consumed  than  either 
grsun  products  or  meats.  As  a  result,  consumers,  like  producers,  are  extremely  vul- 
nerable to  unstable  prices.  This  concern,  rooted  as  it  is  in  the  need  to  assure  ade- 
quate supplies,  has  led  to  many  of  the  important  policy  decisions  in  recent  years, 
especisdly  the  decisions  to  write  into  the  law  in  1977  and  again  in  1981  requirements 
for  steady  increases  in  milk  price  supports. 

In  retrospect,  those  decisions  were  simply  wrong  and  have  let  to  unprecedented 
surpluses.  Since  FY  1980,  Commodity  Credit  Corporation  (CCC)  costs  have  averaged 
more  than  $2  billion.  Nesu-ly  hsdf  of  CCC's  34-year  totsd  cost  has  come  during  the 
last  five  vears. 

Since  1980,  the  government  has  made  repeated  attempts  to  dampen  production.  In 
esu'lv  1981,  legislation  was  passed  to  forego  the  last  price  support  increase  required 
by  the  1977  Act.  The  1981  Law  effectively  broke  the  link  to  parity  and  the  automat- 
ic incresises  required  by  that  index,  although  it  did  so  by  specifying  minimum  sup- 
port prices  that  increased  each  year. 

In  the  third  effort  in  three  vecms  to  better  balsmce  production  with  consumption, 
the  1983  Dairy  and  Tobacco  Adjustment  Act  authorized  cash  payments  to  farmers 
who  contracted  to  msu-ket  less  milk  between  Janusuy  1,  1984  and  March  31,  1985 
than  they  did  during  a  1981  base  period. 

THE  outlook  under  CURRENT  POUCY 

While  the  1983  program  likely  diminished  production,  the  sharply  hifi^her  feed 
costs  caused  by  the  PlK  program  and  drought  in  1983  and  1984  may  have  had  more 
to  do  with  the  herd  reductions  than  the  1983  program  simply  because  the  feed  cost 
impacts  were  so  much  more  widelv  spread.  Returns  per  cwt  o(  mUk  in  1984  dropped 
43  percent  below  the  1981  level.  For  many  producers,  returns  were  negative  for  the 
first  time  in  years.  The  result  was  heavy  culling,  a  reduction  in  concentrates  fed, 
emd  a  production  decline. 

Lower  feed  cost  in  1985  and  during  the  next  severed  vears  are  likely.  Low  costs, 
together  with  the  end  of  the  assessment  program  in  1985,  indicate  that  a  continu- 
ation of  current  policy  implies  a  continuation  of  current  problems.  The  1984  reduc- 
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tioDS  in  com  numbers  mean  the  herd  is  heavily  culled,  and  now  lelativeiy  young 
with  superior  capacity.  The  outlook  for  low  feed  costs  and  only  slow  increases  in 
overall  production  costs  implies  little  diminution  of  production  incentives.  With  con- 
sumption growing  slightly  faster  than  population,  the  industry  faces  the  require- 
ment to  reduce  herds  at  least  as  Cast  as  the  growth  in  output  per  cow. 

THE  DCFQBTANCE  OF  MOBE  BCtUITABLS  DAIRT  POUCBS 

Mr.  Chairman,  I  understand  that  it  is  the  purpose  of  this  hearing  to  eromine  al- 
ternative policies.  You  are  concerned  today  with  the  current  program,  iHiere  it  has 
taken  us,  and  what  alternatives  might  be  better.  In  that  context,  I  want  to  empha- 
size three  points  and  conclude  with  an  observation. 

First,  the  continuation  of  current  policy,  even  with  suf^iorts  lowered  twice  this 
vear  to  $11.60  per  cwt  and  frozen  there  for  the  ccnning  four  years,  is  not  likely  to 
balance  supply  and  consumption.  The  current  {nrospects  for  abundant  feed  supplies 
imply  that  unless  costs  increase  more  than  expected,  surpluses  will  persist,  llie  tem- 
porary 1983  program  to  help  reduce  capital  investment  in  the  industry  led  to  lower 
cow  numbers,  but  only  a  temporary  reduction  in  production  capacity. 

Seamd,  the  Administration  proposal  contains  significant  dangers  of  investment 
dislocation  and  serious  price  instability  for  consumers.  The  programs  would  operate 
in  their  current  form  for  two  years,  with  price  support  levels  reduced  twice  during 
the  period.  At  the  beginning  of  FY  1988,  the  price  support  program  would  end  and 
be  replaced  by  a  target  price,  direct  payment  program.  The  payment  would  be  limit- 
ed to  $10,000  per  producer,  and  that  amount  is  the  maximum  paymmt  for  particqia- 
tion  in  all  conmiodity  programs. 

Those  policies  would  cause  major  herd  reductions  and  likely  lead  to  an  overreac- 
tion  by  producers,  very  tight  miUL  supplies,  and  extremely  hijg^  milk  prices  during 
the  second  and  third  year  after  the  end  of  the  price  support  programs. 

Third,  we  have  looked  quickly  at  the  Helms  bill.  We  agree  with  its  conunitment  to 
reduce  supports  levels  persistently  untU  a  better  production-consumption  balance  is 
achieved.  However,  it  operates  with  a  fairly  restrictive  formula.  Price  supports  in 
FY  1986  are  held  at  $11.60  per  cwt,  the  same  as  under  an  extension  of  current 
policy.  By  requiring  the  Secretary  to  look  forward  each  year  in  his  projecticm,  and 
then  limiting  the  amount  of  the  price  support  reduction  by  formula,  the  production- 
consumption  balance  could  require  a  fairly  long  time  to  adiieve,  three  or  four  years. 
We  suggest  price  supports  should  be  reduced  below  $11.60  in  FY  1986  and  ccmtinue 
to  be  adjusted  steadily  until  a  production-consumption  balance  is  approached.  Hie 
Secretary  should  be  given  firm  direction  and  somewhat  greater  flexibility  to  aooom- 
plish  that  purpose. 

Finally,  Mr.  Chairman,  I  would  like  to  close  with  an  observation.  In  order  to 
insure  adequate  supplies  of  wholesome  milk,  and  to  limit  pressures  on  producns 
from  productivity  growth,  the  government  has  played  a  laige  role  in  dairy  market- 
ing for  more  thain  50  years.  Adequate  supplies  of  wholesome  milk  have  been  provid- 
ed, and  have  come  to  be  taken  for  granted.  In  the  process,  the  government  has  de- 
veloped a  policy  of  controlling  milk  supplies.  It  has  constructed  a  complex  set  of  pro- 
grams that  limit  imports,  separate  r^onal  markets,  and  support  mOk  prices.  This 
mtervention  alters  the  economic  and  geographic  nature  of  Uie  industiy.  It  insures 
incentives  to  produce  in  r^ons  that  would  otherwise  import  milk.  It  has  encour- 
aged the  production  of  dairy  substitutes  and  diminished  markets.  And,  it  has  eoat- 
mously  increased  consumer  costs. 

Through  the  government's  continued  market  intervention,  milk  consumption  has 
been  reduced  and  prices  held  above  levels  they  would  have  reached  in  more  onn- 
petitive  m£u*kets.  Not  only  have  consumers  paid  higher  prices,  but  they  have  paid 
higher  taxes  because  the  programs  have  operated  at  vast  government  expenses,  es- 
peciallv  since  1979. 

While  the  basic  concern  regarding  adequate  and  wholesome  milk  supplies  has  not 
changed  since  the  programs  began,  recent  experience  indicates  these  objectives 
alone  do  not  sufficiently  emphasize  consumers'  interest.  Four  additional  criteria  are 
needed.  They  would  require  that  effective  dairy  policies: 

Achieve  a  balance  between  production  and  consumption  at  reasonable  prices,  and 
be  sufficiently  flexible  to  respond  to  changing  circumstances  by  acljusting  price  sup- 
port levels  in  order  to  facilitate  such  a  balance.  Not  onl^  would  such  programs 
reduce  market  intervention,  but  they  would  operate  at  mmimal  government  cost 

Rely  on  simple,  direct  programs  thiat  permit  market  forces  to  balance  and  a4)U8t 

Sroduction  and  consumption.  Programs  that  intervene  continually  to  restrict  pro- 
uction,  marketings,  or  assess  producers  are  confusing  and  costly  to  administer  and 
may  slow  rather  than  facilitate  adjustment.  Similarly,  programs  that  use  <  ~ 
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trative  rules  to  prevent  competition  between  markets  or  divert  products  from  one 
use  to  another  tend  to  reduce  efficiency,  misallocate  resources,  and  raise  consumer 
costs. 

Protect  both  producers  and  consumers  by  limiting  the  price  and  preduction  insta- 
bility inherent  in  milk  production.  Policy  changes  must  avoid  unnecessary  disrup- 
tions and  sharp  changes  in  consumer  costs  so  that  adjustments  toward  a  balance  are 
incremental  rather  than  severe  shifts  likely  to  cause  dislocation  and  overreaction. 

Insure  that  wholesale  and  retail  price  changes  reflect  competition  and  the  indus- 
try's rapid  productivity  growth. 

Finally,  we  believe  that  a  much  more  equitable  policy  could  be  developed  through 
small  shifts  in  policy,  using  essentially  the  scune  programs  we  have  today.  Two 
small  but  important  changes  are  required.  First,  the  Secretary  must  be  required  to 
forecast  milk  production  and  consumption  frequently  and  reduce  supports  whenever 
large  surpluses  are  projected.  Second,  the  Secretary  must  have  considerable  discre- 
tion to  determine  price  supports,  but  the  law  must  contain  clear  direction  to  be  used 
in  setting  support  levels. 

The  program's  purpose  must  be  limited  to  alleviating  large  price  swings.  Thus, 
the  intent  would  be  to  provide  price  supports  generally  slightly  below  market  clear- 
ing levels  so  as  to  minimize  the  degree  of  CCC  market  intervention.  The  Secretary 
would  be  directed  to  use  recent  market  price  levels,  trends  in  production,  consump- 
tion, and  cost,  and  other  relevant  economic  factors  in  determining  price  support 
levels. 

The  program  would  be  designed  to  acquire  small  amounts  of  stocks  in  most  years 
for  use  in  ongoing  feeding  programs.  However,  in  the  event  the  price  support  pro- 
gram does  not  acquire  adequate  stocks,  they  are  to  be  purchased  through  normal 
procurement  channels  rather  than  through  increases  in  price  supports  for  that  pur- 
pose. 

We  believe  such  a  policy  would  be  simple,  effective,  and  low  cost,  and  that  it 
would  provide  crucial  protections  for  both  producers  and  consumers. 

Thank  you  very  much  for  the  opportunity  to  appear  today.  I  will  be  glad  to 
answer  any  questions  you  may  have. 


Statement  of  Irvin  J.  Elkin,  President,  Associated  Milk  Producers,  Inc. 

I  am  Irvin  J.  Elkin,  a  dairy  farmer  from  Amery,  Wisconsin.  I  am  also  president  of 
Associated  Milk  Producers,  Inc.,  a  dairy  cooperative  marketing  association  head- 
quartered in  San  Antonio,  Texas. 

AMPI  membership  is  comprised  of  more  than  25,000  dairy  farmers  in  20  states 
through  the  central  United  States.  In  developing  the  organization  that  has  become 
AMPI,  we,  as  dairy  farmers,  have  sought  assurance  of  a  market  for  our  production, 
improved  income  and  price  stability  and  the  opportunity  for  a  reasonable  return  on 
the  resources  devoted  to  our  farming  operations. 

Over  the  past  several  months  more  attention  has  been  focused  on  American  agri- 
culture and  the  individual  farmer's  situation  than  at  any  time  in  the  past  decade. 
This  is  understandable  as  a  problem  of  crisis  proportions  exists  today.  An  increasing 
number  of  the  nation's  commercial  farmers  are  carrying  debt  loads  which,  when 
balanced  against  declining  asset  values,  are  effectively  reducing  them  to  insolvency. 

The  Congress  has  sought  to  address  this  issue.  It  must  be  addressed.  However,  a 
short  term  fix  of  the  debt  crisis  will  not  be  enough.  The  farm  debt  situation  is  not 
the  basic  problem.  It  is,  in  fact,  a  S3rmptom  of  the  real  problem.  The  real  problem  is 
reduced  farm  income,  the  result  of  low  commodity  prices. 

The  chart  below  illustrates  this  problem  more  clearly  than  words.  Since  the  peak 
year  of  1973,  farm  income,  in  1972  dollars  has  steadily  declined.  As  grim  as  the  situ- 
ation is  today  in  the  spring  of  1985,  USDA's  current  forecast  of  farm  income  for  the 
coming  year  sees  another  sharp  decline  this  year. 
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TOTAL  NET  FARM  INCOME  IN  1972  DOLLARS 


The  opportunity  exists  in  the  development  of  the  1985  Farm  Bill  to  address  this 
basic  problem.  Some  have  recommended  a  "hands  off'  policy.  Such  a  policy  would 
allow  the  erosion  of  asset  value  and  the  revaluation  of  agriculture  to  the  point  that 
production  may  once  again  be  profitable  at  current  or  lower  price  levels.  Such  a 
policy  places  no  price  on  the  cost  to  be  paid  in  human  misery  and  suffering  or  the 
losses  to  main  street  America  as  financial  institutions,  agricultural  suppliers  and 
others  dependant  on  the  farm  economy  wither  and  die  along  with  many  farmers. 

There  has  to  be  a  better  way. 

While  Associated  Milk  Products,  Inc.  confines  its  specific  policy  recommendations 
to  issues  dealing  with  the  dairy  industry,  we  support  efforts  to  improve  income  op- 
portunities for  other  agricultural  producers.  We  recognize  that  no  sector  of  agriciu- 
ture  can  long  maintain  a  degree  of  economic  well-being  if  the  industry  as  a  whole  is 
depressed.  It  has  been  said,  Cheap  feed  makes  cheap  meat,  milk  and  eggs."  That  is 
a  fact. 

Since  1981,  there  has  been  almost  constant  attention  by  this  Committee  and  the 
Congress  to  dairy  price  support  legislation.  Those  efforts  have  focused  on  the  neected 
restoration  of  a  reasonable  supply-demand  balance  in  the  industry  and  a  reduction 
in  government  costs  under  the  Dairy  Price  Support  Program. 

In  1982,  the  present  administration  successfully  opposed  dairy  industry  recom- 
mendations for  a  standby  supply-management  authority  that  would  have  aUowed 
dairy  farmers  to  tailor  their  production  to  market  needs  while  placing  an  ahsolute 
cap  on  government  costs.  The  result  was  the  assessment  program  which  was  univer- 
sally unpopular  and  notably  ineffective  in  achieving  the  desired  ends. 

In  1983,  under  the  leadership  of  a  number  of  Members  of  this  Committee,  the  so- 
called  Dairy  Compromise  was  fashioned.  This  two-part  program  provided  farmen 
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with  important  self-help  elements.  First,  the  producer  funded  milk  diversion  pro- 
gram provided  a  needed  supply  management  tool.  Second,  the  Dairy  Promotion  Pro- 
gram provided  the  needed  authority  for  the  dairy  industry  to  unite  behind  a  coonli- 
nated,  full  participation  program  of  dairy  product  promotion  funded  and  directed  by 
dairy  farmers. 

The  milk  diversion  program  has  been  successful.  Net  expenditures  under  the 
Daily  Price  Support  Program  were  reduced  by  more  than  $1  billion  from  Fiscal  1983 
to  Fiscal  1984.  Milk  production,  which  had  increased  for  56  straight  months,  turned 
downward  with  implementation  of  the  program.  Dairy  product  purchases  by  the 
Commodity  Credit  Corporation  have  declined  sharply.  Each  of  these  points  are  illus- 
trated in  the  accompanying  charts. 
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CX)MMODrrY  CREDIT  CXWPORATION 
DAIRY  PROCXXH' PURCHASES.  1963 1 19B4.  TOTAL  PROCXXH' POUNDS 
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The  milk  diversion  program  could  have  been  an  even  greater  success.  The  pro- 
gram's 15  month  duration  was  too  short  to  fully  meet  the  need,  a  fact  recognized  in 
the  introduction  of  le^lation  to  extend  the  diversion  period.  Uncertainty  as  to 
exact  program  provisions  and  frequent  changes  of  administrative  interpretation 
during  the  signup  period  caused  confusion  and  disillusionment  among  many  farm- 
ers. Concern  over  possible  program  penalties  and  reporting  requirements  caused 
some  farmers  to  stay  out  of  the  program  even  though  it  would  have  been  beneHcial 
for  them  to  participate.  Others  stayed  out  of  the  program  since  there  was  no  penal- 
ty or  disincentive  to  production  expansion. 

Even  with  these  shortcomings,  the  program  has  effectively  demonstrated  the  ef- 
fectiveness of  the  concept.  The  opportunity  is  there  to  build  on  that  experience  as 
the  1985  Farm  Bill  is  developed. 

Some  have  recommended  termination  of  the  Dairy  Price  Support  Program  as  it 
has  operated  under  the  Agriculture  Act  of  1949.  Such  proposals  are  supported  by 
arguments  to  the  effect  that  the  industry  has  changed,  therefore  the  program 
should  be  changed  or  that  it  is  no  longer  needed.  The  point  is  made  that  govern- 
ment costs  under  the  program  have  risen  sharply  in  the  past  few  years  that  termi- 
nation would  be  a  certain  control  of  those  costs.  It  is  argued  that  consumers  would 
benefit  from  such  a  move. 

These  statements  ignore  basic  facts  of  the  dairy  industry  and  milk  marketing. 
The  basic  conditions  which  required  establishment  of  the  price  support  program 
continue.  In  some  respects,  the  need  for  this  price  stabilizing  element  is  greater 
todav.  The  market  for  milk  is  still  characterized  by  many  producers  and  relatively 
few  buyers.  Certainly,  there  are  fewer  dairy  farmers  today  but  there  has  also  been 
significant  consolidation  among  milk  buyers.  Even  the  largest  producer  in  a  market 
lacks  the  ability  to  influence  the  price  of  his  product. 

The  counter-seasonal  pattern  of  milk  production  and  demand  for  milk  and  dairy 
products  makes  it  essential  to  have  a  market  stabilizing  element  available  to  pre- 
vent disaster  level  prices  in  the  spring  when  milk  supplies  are  surplus  to  current 
needs  and  rapidly  rising  prices  in  the  fall  and  early  winter.  Given  the  seasonal  pat- 
tern of  both  production  and  consumption,  if  there  are  to  be  adequate  supplies  of 
milk  in  November,  there  must  be  some  excess  available  in  May.  Tne  problem  is  to 
prevent  that  excess  from  depressing  prices. 

The  nature  of  the  product  itself  creates  the  need  for  the  program.  Milk  is  a  bulky, 
highly  perishable  product  that  must  be  processed  literally  within  hours  of  produc- 
tion. The  producer  has  no  storage  option  available  to  him.  Once  produced,  the  milk 
must  be  marketed.  The  individual  producer  has  no  ability  to  hold  his  production  in 
the  hope  of  later  price  improvement. 

Looking  at  the  consumer  side  of  the  issue,  one  must  be  impressed  by  the  fact  that 
consumer  prices  for  dairy  products  have  increased  substantially  less  than  prices  for 
all  consumer  items  or  food  generally. 

Price  Index  Comparisons,  January  1985 

(1967=100) 

Consumer  Price  Index 316.1 

All  food  consumed  at  home 296.1 

Dairy  products 258.1 

The  above  demonstrates  the  effectiveness  of  dairy  policy  in  stabilizing  retail 
prices  over  time  and  encouraging  improved  efficiency  in  the  production  and  market- 
ing of  milk  and  dairy  products. 

If  implemented,  proposals  to  eliminate  the  price  support  program  would  eliminate 
the  stabilizing  effect  that  the  program  has  had  for  the  past  35  years.  It  would  set 
the  stage  for  wildly  volatile  price  conditions  at  both  the  farm  and  consumer  level. 

This  would  come  about  as  we  progressively  destroy  the  productive  capacity  of  the 
nation's  dairy  industry.  Those  are  strong  words.  Can  they  be  supported?  Some 
simple  comparisons  using  current  USDA  estimates  will  do  that. 

The  Department  of  Agriculture  recently  released  its  estimates  of  the  cost  of  pro- 
ducing milk  for  1984.  Total  economic  costs  of  milk  production  for  last  year  are  pro- 
jected at  $13.75  per  hundredweight.  That  includes  $1.47  for  unpaid  family  labor.  If 
we  were  to  eliminate  the  family  labor  factor,  total  production  costs  are  $12.28  per 
hundredweight  for  1984. 

In  outlining  its  farm  policy  recommendations,  USDA  presented  estimates  of  farm 
prices.  This  included  an  estimate  of  the  farm  price  for  manufacturing  grade  milk  for 
the  years  1987  through  1990,  years  following  termination  of  the  price  support  pro- 
gram. Nationally,  the  price  farmers  receive  for  all  milk  averages  about  $1  per  hun- 
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dredweight  above  the  manufacturing  grade  milk  price.  Adding  that,  we  have  the  fol- 
lowing USDA  farm  price  estimates  for  milk: 

RtafNifactiiring  gmte  au  -^ 

IMR 

1987 $  9.75  to  10.25  $10.75  to  lliS 

1988 10.00  to  10.75  11.00  to  11.75 

1989 10.50  to  11.75  11.50  to  12.75 

1990 11.25  to  12.00  12.25  to  13.00 

Under  this  scenario,  USDA  is  saying  that  farmers  will  produce  milk  at  less  than 
the  cost  of  production  although  they  would  see  a  slight  return  by  1989  and  1990  if 
they  are  willing  to  put  their  mmily  labor  in  at  no  value  and  costs  remained  at  1984 
levels. 

This,  of  course,  would  not  happen.  Already  the  economic  viability  of  many  daiiy 
farms  has  been  stretched  to  the  breaking  point.  We  would  see  a  massive  exodus 
from  the  business.  This  would  cause  milk  prices  to  rise  rapidly — to  what  levels,  no 
one  can  predict  with  any  accuracy.  Such  wild  swings  are  not  good  for  Hie  dairy  in- 
dustry nor  are  they  acceptable  to  the  consumer. 

Of  course,  it  mav  be  that  administration  planners  have  the  answer  to  such  a  situ- 
ation well  in  hand.  In  1973  and  1974  we  witnessed  the  repeated  expansion  of  dairy 
product  imports  for  the  express  purpose  of  holding  down  prices.  That  finally  worked 
when  the  farm  price  for  manufacturing  milk  was  driven  down  by  more  than  20  per- 
cent in  ninety  days  in  mid-1974. 

Dairy  farmers  recognize  the  need  for  policy  adjustments  to  meet  current  needs. 
This  should  be  done  by  looking  at  the  reality  of  the  situation  and  building  on  the 
lessons  we  have  learned. 

A  year  ago,  the  voting  delegates  at  the  Associated  Milk  Producers,  Inc.  annual 
meeting  adopted  the  following  statement: 

"AMPI  favors  permanent  stand-by  legislation  to  be  made  effective  in  coigunction 
with  the  existing  price  support  program  in  those  marketing  years  in  which  the  Sec- 
retary of  Agriculture  estimates  that  CCC  purchases  of  surplus  dairy  products  ^ill 
exceed  a  specified  reasonable  level,  and  suspended  at  the  discretion  of  the  Secretary 
when  he  estimates  that  CCC  purchases  will  be  below  that  level.  The  plan  would  pro- 
vide a  system  of  'pooling'  milk  proceeds  so  that  producers  would  receive  commercial 
market  prices  for  their  pro-rata  share  of  commercial  market  sedes  as  determined  l^ 
their  marketing  histories,  and  a  lesser  price  for  any  additional  milk  deliveries,  with- 
out altering  the  prices  charged  handlers  and  manufacturers,  provided  that  the  mar- 
keting histories  of  producers  participating  in  the  dsdry  diversion  program  shall  not 
be  reduced  as  a  result  of  such  participation." 

The  National  Milk  Producers  Federation  membership  unanimously  adopted  a 
policy  position  also  calling  for  a  dairy  policy  emplo3ring  a  standby  authority  for  the 
use  of  an  incentive/penalty  program  when  substantial  adjustments  in  supplies  are 
necessary. 

AMPI  is  working  within  the  framework  of  the  Federation  to  develop  a  program 
outline  that  would  achieve  that  objective. 

There  are  several  other  dairy  policy  questions  raised  with  respect  to  the  1985 
Farm  Bill. 

Authority  for  seasonal  base  plans  and  so-called  "Louisville"'  plans  under  Federal 
milk  market  orders  expire  this  year.  Such  programs  are  included  as  part  of  a 
number  of  market  orders.  Their  purpose  is  quite  simply  to  encourage  dairy  farmers 
to  tailor  their  production  to  the  seasonal  pattern  of  market  demand.  They  hove 
been  quite  effective  in  accomplishing  this.  This  has  meant  greater  efficiency  in  the 
handling  of  market  reserve  supplies  and,  overall,  has  reduced  the  cost  of  milk  mar- 
keting. It  has  meant  both  greater  returns  to  producers  and  reduced  costs  to  consum- 
ers. This  authority  should  be  continued. 

Authority  to  transfer  CCC  held  dairy  products  to  the  Veterans  Administration 
hospitals  and  the  military  expires  at  the  end  of  this  year.  This  should  be  continued. 
This  authority  can  be  effective  in  reducing  government  costs  by  making  beneficial 
use  of  commodities  already  held  by  the  government. 

The  Dairy  Indemnity  Program  also  expires  this  year.  For  the  past  several  years, 
proposals  have  been  made  to  terminate  the  program  as  part  of  tne  budget  prooeas. 
Congress  has  rejected  these  plans  and  the  program  should  be  extended  as  part  of 
this  l^islation.  The  indemnity  program  has  been  a  low  cost  operation  throu^^iout 
its  existence.  It  has,  however,  prevented  the  economic  devastation  of  individual 
farms  where  milk  is  barred  from  the  market  due  to  the  presence  of  pesticide,  toxic 
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chemical  or  nuclear  residue.  Safeguards  are  built  into  the  program.  In  the  case  of 
pesticide  residues,  it  must  be  established  that  the  problem  is  not  the  result  of 
misuse  of  a  product  by  the  dairyman.  In  the  case  of  other  residues,  no  indemnity 
will  be  paid  if  it  is  determined  that  the  producer  has  recourse  for  recovery  against 
another  party- 

The  administration  has  proposed  creation  of  a  task  force  to  study  the  Federal 
Milk  Market  Order  Program.  Frankly,  we  see  little  need  for  such  work  at  this  time. 
The  1981  Farm  Bill  directed  a  broad  study  of  dairy  policy,  including  Federal  milk 
market  orders.  This  work  has  been  completed  and  its  findings  are  available  to  the 
Secretary  at  present.  Further,  the  procedures  for  any  needed  change  in  market 
orders  are  in  place  and  available  for  use.  We  find  it  difficult  to  understand  the  po- 
tential value  of  duplicating  the  e£u-lier  work.  This  could,  in  fact,  be  detrimental  to 
the  extent  that  the  existence  of  such  a  task  force  might  be  used  as  a  reason  to  delay 
making  needed  order  revisions  pending  completion  of  the  study. 

The  proposed  agricultural  trade  title  advanced  by  the  administration  bill  seeks  to 
encourage  or  direct  negotiations  with  U.S.  trading  partners  for  reduction  of  barriers 
to  U.S.  exports.  In  exchange,  the  U.S.  would  reduce  barriers  it  maintains.  This  could 
be  taken  as  a  basis  for  elimination  of  the  Section  22  import  restraints  on  dairy  prod- 
ucts. 

These  imitations  are  essential  to  prevent  the  U.S.  from  becoming  a  dumping 
ground  for  world  dairy  surpluses.  Prices  in  the  so  called  world  market  for  da' 
products  generally  bear  little  relation  to  the  value  of  milk  used  to  produce  the  pr 
ucts  or  the  price  in  the  markets  of  most  exporting  nations. 

USDA  reports  current  "world"  prices  for  dairy  products  as  follows:  Butter,  82  Per- 
cent Butteifat,  61  to  68  cents  per  pound;  Cheddar  Cheese,  48  to  57  cents  per  pound; 
and  Nonfat  Dairy  Milk  27  to  32  cents  per  pound. 

These  price  levels  are  determined  by  the  level  of  export  subsidy  mcgor  exporters 
use  to  move  their  products  into  international  trade. 

Actually,  the  import  limits  imposed  by  the  United  States  can  be  Viewed  as  em- 
minently  fair  from  the  standpoint  of  providing  market  access.  Since  the  first  quotas 
were  imposed  in  1953,  U.S.  dairy  product  imports  have  increased  by  more  than  500 
percent.  This  does  not  include  the  skim  milk  equivalent  of  casein  imports  which 
continue  to  grow  and  increased  the  cost  of  the  Dairy  Price  Support  Program. 


Statebient  of  Dan  Hollingsworth,  Dairyman,  San  Jacinto,  CA,  Endorsed  By: 
Washington  State  Dairymen's  Federation,  Olybapia,  WA,  and  Northwest 
Dairymen's  Association,  Seattle,  WA 

Mr.  Chairman  and  Members  of  the  Subcommittee:  It  is  a  pleasure  to  testify  before 
this  committee  and  tell  you  how  we  can  bring  the  supply  of  milk  production  down 
to  demand  levels  within  a  very  short  period  of  time,  eliminate  the  excess  purchases 
of  dairy  products  by  the  Commodity  Credit  Corporation,  not  cost  the  government 
any  money,  and,  on  balance,  not  cost  the  dairjrmen  any  money  and  not  hurt  a  single 
producing  dairyman  in  the  process. 

Today  the  total  dairy  industry  is  suffering  financial  disaster,  economic  chaos  and 
is  troubled  with  burdensome  over-production  resulting  in  low  prices  for  our  product. 
All  this  trauma  to  the  industry  is  a  result  of  over  expansion  caused  by  a  national 
dairy  support  price  bearing  no  relationship  to  the  market  and  consimier  demands. 

We  are  challenged  to  reduce  the  total  resources  within  the  industry  approximate- 
ly ten  percent. 

I  believe  the  "No  Net  Cost  Self  Help  Dairy  Plan"  offers  the  best  way  to  contract 
the  total  resources  within  the  dairv  industry. 

However,  before  I  outline  the  plan,  let  me  define  our  industry  goals — short  term 
and  long  term. 

Our  short  term  industry  goal,  which  I  believe  all  of  us  can  agree  on,  is  one  that 
achieves  the  following: 

1.  brings  supply  and  demand  into  balance, 

2.  reduces  Commodity  Credit  Corporation  purchases  to  less  than  four  billion 
pounds  milk  equivalent  on  an  annual  basis, 

3.  relieves  the  taxpayers  of  the  burdensome  cost  of  funding  an  exorbitant 
dairy  program, 

4.  returns  profitability  to  the  nation's  dairy  industry. 

The  "No  Net  Cost  Self  Help  Dairy  Plan"  is  designed  to  accomplish  this  short  term 
goal. 

Our  long  term  goal  has  to  be  one  that  allows  the  market  to  work,  insures  an  ade- 
quate supply  of  milk  for  the  consumer,  maintains  profitability  for  the  dairy  indus- 
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try,  but  allows  the  laws  of  supply  £uid  dem£uid  to  work  to  be  sure  we  never  find  our 
industry  in  such  chaos  again. 

With  any  effective  program  to  reduce  total  production  of  milk,  certain  things 
have  to  happen  and  cannot  be  avoided. 

These  are  as  follows: 

1.  Dairy  cattle  must  go  to  slaughter  or  export,  a.  The  industry  can  witness  hun- 
dreds of  foreclosures,  forced  sales  and  bankruptcies  with  cattle  and  dairy  facilities 
moving  to  other  dairymen  at  depressed  prices  in  traumatic  and  stressMl  situations. 
However,  we  do  nothing  to  decrease  production  until  cattle  go  to  slaughter. 

2.  Some  dair3rmen  must  leave  the  industry. 

3.  Manufacturing  plants  will  not  have  adequate  supplies  of  milk  to  operate  effi- 
ciently, and  some  will  have  to  cease  operations,  a.  The  fluid  milk  market  accounts 
for  about  half  of  all  marketings.  This  demand  is  relatively  constant  If  we  reduce 
total  supply  by  10  percent,  we  reduce  available  milk  for  manufacturing  plants  ap- 
proximately 20  percent. 

4.  Allied  industries  will  suffer  a.  With  fewer  cows  £uid  dairies,  hay  and  feed  grain 
needs  and  basic  suppliers  to  the  industry  will  be  reduced. 

These  adverse  impacts  cannot  be  avoided  regardless  of  how  we  accomplish  our 
goal  £uid  should  no  longer  be  at  issue.  However,  we  should  do  everything  possible  to 
lessen  these  negative  impacts. 

For  example,  I  believe  a  task  force  should  be  appointed  to  determine  how  we  can 
lessen  the  impact  on  the  red  meat  industry.  This  group  should  represent,  but  not  be 
limited  to,  dairymen,  the  red  meat  industry,  the  U.S.D.A.,  the  Departments  of  Omd- 
merce.  Defense,  State,  Trade  and  the  Export/Import  Bank. 

They  should  consider,  but  not  be  limited  to,  increased  usage  of  meat  bv  the  mili- 
tary £uid  school  lunch  programs,  diverting  or  reducing  imports  of  beef  and  exporting 
a  Mgh  percentage  of  good  young  cows. 

How  do  we  accomplish  our  short-term  goal  with  the  least  economic  impact  on  the 
industry?  I  believe  there  is  a  simple,  efficient  £uid  effective  solution  that  doesn't 
hurt  a  single  dair3rman,  is  voluntary  and  doesn't  cost  the  government  any  money. 

This  solution  is  called  the  "No  Net  Coat  Self  Help  Dairy  Plan." 

Under  this  proposal,  enough  cows  in  total  herd  units  would  be  removed  or  "re- 
tired" to  bring  supply  into  balance  with  dem£uid.  The  dairyman  whose  bid  is  accept- 
ed would  also  agree  to  remain  out  of  business  for  a  specified  period  of  time.  This 
would  be  a  voluntary  program  on  a  bid  basis,  administered  by  the  Secretary  of  Agri- 
culture and  carried  out  over  a  period  of  six  to  twelve  months,  in  order  to  soften  the 
impact  on  the  red  meat  industry.  500,000  to  one  million  cows  in  total  herd  units 
would  probably  be  removed. 

The  dair3rm£ui  wishing  to  participate  in  the  program  would  submit  a  binding  (^er 
to  U.S.D.A.  and  give  the  price  over  and  above  slaughter  value  that  he  would  to  will- 
ing to  accept  for  his  entire  milking  herd  of  cows  two  years  old  and  over.  He  would 
also  submit  copies  of  his  creamerv  statements  for  the  past  twelve  months  so  the  Sec- 
retary can  determine  total  pounds  of  milk  reduced  nationally.  If  this  dairyman's  bid 
is  accepted,  he  would  have  30  days  to  dispose  of  all  cattle,  but  thev  must  jgo  to 
slaughter  or  export,  £uid  he  would  receive  the  slaughter  or  export  value.  If  his  bid 
was  not  low  enough  to  be  accepted  the  first  month,  he  may  resubmit  it  the  following 
month  at  the  same  price,  a  higher  or  lower  price,  or  withdraw  it.  This  process 
should  continue  until  such  time  as  total  C.C.C.  purchases  would  be  projected  at  less 
th£ui  four  billion  pounds  milk  equivalent  on  an  £uinual  basis. 

If  the  remaining  dair3rmen  paid  the  purchase  cost  of  this  herd  reduction  program, 
it  would  probably  cost  6  to  12  cents  per  hundredweight  of  milk  over  a  penod  of 
three  years. 

This  estimate  is  based  on  average  purchase  costs  above  slaughter  value  of  $450 
per  head  or  $450  million  for  one  million  head.  While  this  figure  is  £ui  estimate  (mly, 
it  is  helpful  to  compare  it  to  1983  C.C.C.  purchase  costs  of  $2.6  billion,  the  estimated 
one  billion  dollars  dair3rmen  will  spend  to  pay  the  purchase  costs  of  the  Milk  Diver- 
sion Program,  and  the  $2.7  billion  projected  cost  of  the  dairy  program  under 
U.S.D.A.'s  proposal  for  the  Agriculture  Aajustment  Act  of  1985. 

After  the  milk  supplv  is  in  bal£uice  £uid  we  are  at  times  short  of  milk,  the  mariLet 
price  should  rise  considerably  £uid  more  th£ui  make  up  the  assessment  cost 

Now  let's  look  at  savings  to  the  taxpayer.  For  every  cow  removed,  producing 
12,000  pounds  of  milk  annually,  $2,040  will  be  saved  based  on  purchase,  storage  ana 
transportation  costs  of  $17  per  hundredweight.  If  500,000  cows  are  removed,  one  bil- 
lion ooUars  will  be  saved  each  ye£u-.  If  one  million  cows  are  removed,  two  billion 
dollars  will  be  saved. 

During  the  calendar  year  1983,  12  percent  of  all  milk  marketed  was  purchased  1^ 
the  Commodity  Credit  Corporation  at  a  cost  of  $2.6  billion.  Products  purchsned  rep- 
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resented  32  percent  of  U.S.  butter  production,  70  percent  of  nonfat  dry  milk  produc- 
tion £uid  28  percent  of  American  cheese  production.  The  Administration,  Congress 
and  the  taxpayer  will  no  longer  tolerate  this  drain  on  budget  dollars.  We  must  con- 
tract the  total  resources  witlun  the  dairy  industry. 

Although  domestic  usage  of  milk  has  increased  in  recent  months,  and  the  Milk 
Diversion  Program  has  reduced  cow  numbers  by  330,000  head,  we  still  have  800,000 
more  heifers  over  500  pounds  than  we  had  when  the  surplus  build  up  began  in  1979. 
When  the  Milk  Diversion  Program  ends,  no  one  really  knows  how  much  more  re- 
duction in  supply  will  be  necessary.  The  "Self  Help''  plan  is  flexible  enough  to  bring 
supply  and  demand  in  balance  and  should  also  prevent  overkill  or  shortages  of  milk. 

In  simamary,  upon  completion  of  this  program,  we  will  see  the  following: 

1.  Supply  will  be  back  in  bal£mce  with  demand. 

2.  The  dair3rm£m  who  wanted  out  of  business  was  given  an  opportunity. 

3.  Those  dairjrmen  whose  bids  were  accepted  went  out  voluntarily  £md  were  paid 
the  price  they  asked. 

4.  If  their  bid  was  not  accepted,  or  they  did  not  bid,  they  are  left  in  an  economical- 
ly healthy  industry. 

5.  The  government  is  no  longer  buying  excess  dairy  products. 

6.  CJost  of  the  program  is  paid  for  by  the  industry  but  should  be  returned  by  in- 
creased prices  in  the  market  place. 

7.  The  combined  dairy-beef  cow  herd  will  have  been  reduced  two  percent  based  on 
today's  figures  of  approximately  11  million  dairy  cows  £md  39  million  beef  cows. 

No  producing  dairyman  will  be  hurt  by  this  program.  If  the  program  doesn't  flt 
an  individual,  he  doesn't  need  to  apply.  The  plan  is  voluntary. 

The  ''No  Net  Ck)st  Self  Help  Dairy  Pl£m  should  be  used  as  a  one  time  tool  to 
correct  the  tremendous  over  supply  of  dairy  production  in  this  nation. 

After  we  have  accomplished  our  short-term  goal,  we  must  have  a  sound  long-term 
program  to  maintain  stability  within  the  industry  for  years  to  come. 

T^e  support  price  must  reflect  market  conditions,  and  it  should  never  be  profita- 
ble to  produce  milk  solely  for  the  government  and  for  C.C.C.  storage. 

The  support  price  should  remain  at  $12.10  per  hundredweight  for  milk  containing 
3.67  percent  butter  fat.  This  price  would  be  adjusted  every  six  months  based  on  pro- 
jected C.C.C.  purchases  on  an  annual  basis. 

If  C.C.C.  projected  purchases  exceed  four  billion  pounds  milk  equivalent  on  an 
annual  basis,  the  support  price  would  be  lowered.  If  C.C.C.  projected  purchases  are 
less  than  two  billion  poundls,  the  support  price  would  be  increased. 

The  sell  back  provisions  of  the  C.C.C.  should  be  frozen  at  the  higher  of  110  per- 
cent of  $12.10  per  hundredweight  milk  equivalent  or  the  support  price. 

The  market  price  must  be  allowed  to  work.  However,  with  huge  government  in- 
ventories of  dairy  products,  the  C.C.C.  can  in  effect  ''cap"  the  market  price.  If  the 
sell  back  provision  is  not  frozen  £md  support  price  drops,  market  price  will  also  drop 
until  this  inventory  is  depleted. 

In  testimony  before  this  committee  on  April  14,  1983,  Deputy  Secretary  Richard 
E.  Lyng  stated  that  "A  solution  to  the  dairy  problem  must  be  unique.  It  should  be 
designed  to  strike  directly  at  the  heart  of  the  situation." 

He  fiirther  quoted  the  Secretary  of  Agriculture's  dairy  policy  statement  issued  in 
March  1983  in  which  the  Secretaiy  urged  that  a  solution  embrace  these  principles: 
"It  should  allow  freedom  of  initiative  for  an  individual  dair3rman.  It  should 
not  force  him  to  operate  under  any  type  of  restrictive  system. 

"It  should  maintain  the  basic  t3rpe  of  program  that  has  served  the  producers 
and  the  industry  so  well  since  1949. 

"It  should  lower  dairy  surpluses  by  simultaneously  reducing  milk  production 
£md  increasing  consumption. 
"It  should  be  simple  to  administer  £md  easily  understood  by  dairy  farmers. 
"It  should  give  the  Secretary  of  Agriculture  the  flexibility  over  time  to  adjust 
the  program  to  changing  supply  £md  dem£md  situations. 
"Proposals  which  embrace  these  principles  will  receive  the  support  of  this  Admin- 
istration." 
These  principles  are  just  as  valid  today  as  they  were  two  years  ago. 
The  "No  Net  Cost  Self  Help  Dairy  Plan,"  with  a  support  price  reflecting  market 
conditions,  coupled  with  a  promotion  program  already  in  effect,  embraces  all  of 
these  principles  £md  deserves  the  support  of  Congress  and  the  Administration  £md 
should  be  enacted  as  soon  as  practical. 

Mr.  Chairmam  and  Members  of  the  Committee,  I  want  to  thank  you  for  the  oppor- 
tunity to  present  my  remarks  today.  I  will  be  happy  to  respond  to  any  questions  you 
might  have. 
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NO  NET  COST  SELF  HELP  DAIRY  PLAN — LEGISLATIVE  OUTLINE 

Term:  Not  less  than  six  months  and  not  more  than  twelve  months,  beginning  as 
soon  as  practical  after  April  1, 1985. 

The  Secretary  of  Agriculture  shall  have  the  authority  to  reduce  national  milk 
production  by  reducing  the  number  of  milking  herds  nationally  with  voluntary  par- 
ticipation on  a  bid  basis. 

The  program  shall  be  under  the  administration  of  the  Secretary  of  Agriculture. 

The  total  amount  of  milk  equivalent  reduction  shall  be  the  amount  neceasary  to 
result  in  Commodity  Credit  Corporation  purchases  less  than  four  billion  pounds 
milk  equivalent  projected  on  an  annual  basis. 

This  pro-am  is  open  to  all  producing  dair3rmen. 

Bids  shall  be  submitted  and  accepted  monthly. 

Bids  not  accepted  may  be  withdrawn,  increased  or  decreased  the  following  month. 

Dair3rman  who  wishes  to  participate  submits  a  binding  ofiTer  to  U.S.D.A. 

Offer  submitted  shall  include  price  per  head  over  and  above  slaughter  value  for 
the  entire  milking  dairy  herd  over  two  years  of  age. 

Dairym£ui  signs  a  statement  stating  he  has  not  sold  any  female  dairy  cattle  two 
years  old  and  over  other  than  to  slaughter  or  export  in  the  past  60  days  and  will  not 
sell  any  other  than  to  slaughter  or  export  prior  to  the  acceptance  or  rejection  of  his 
bid. 

Dairyman  will  have  up  to  30  days  from  date  of  bid  acceptance  to  dispose  oi  all 
female  dairy  cattle  two  years  old  and  over. 

AU  cattle  must  go  to  slaughter  or  export. 

Dair3rman  may  choose  his  own  slaughter  market. 

Registered  cattle  of  genetically  superior  quality  would  be  exempt  from  slaughter, 
but  exempt  animals  must  represent  the  top  20  percent  of  cattle  in  the  respective 
breed  organizations.  The  Secretary  shall  develop  these  criteria  in  cooperation  with 
the  Purebred  Dairy  Cattle  Associations. 

Receipt  for  slaughter  shall  be  submitted  to  U.S.D.A. 

Payment  by  U.S.D.A.  shall  be  made  within  60  days  from  date  of  compliance. 

Dair3rman  agrees  to  remain  out  of  milk  production  business  for  five  years. 

With  his  offer,  the  dairyman  shall  submit  a  cop^  of  his  creamery  statement  or 
other  records  substantiating  production  for  the  previous  12  months. 

On  a  total  herd  basis,  the  lowest  per  cow  bids  received  shall  be  accepted  first, 
then  the  next  highest,  until  the  amount  is  reached  for  that  specific  bid  period. 

The  Secretary  shall  have  discretion  to  spread  the  bidding  process  over  the  entire 
term  of  the  program. 

The  Secretary  shall  develop  safeguards  to  insure  the  integrity  of  the  program. 

The  support  price  will  be  maintained  at  $12.10  per  hundredweight  for  milk  con- 
taining 3.67  percent  butterfat. 

Herd  purcnase  costs  shall  be  paid  for  by  the  nation's  producing  dairvmen. 

The  Secretary  is  authorized  to  deduct  up  to  25  cents  per  hundredweight  for  all 
milk  produced. 

Term  of  the  deduction  shall  not  exceed  three  years  beginning  with  the  effective 
date  of  the  program. 

Monies  collected  shall  be  submitted  to  the  Commodity  Credit  Corporation  each 
calendar  month. 

All  deductions  shall  cease  when  total  herd  purchase  costs  have  been  remitted  to 
the  Commodity  Credit  Corporation. 


Statement  of  Fred  Douma,  Chairman,  Milk  Producers  Council 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Fred  A.  Douma.  I  am 
a  dairy  producer  from  Southern  California.  I  am  also  the  Chairman  of  Milk  Produc- 
ers Council,  a  trade  association  of  dairy  producers.  M^  testimonv  today  is  endorsed 
b^  all  of  the  various  producer  groups  of  Southern  California  and  in  concert  in  prin- 
ciple with  the  mcgority  of  the  entire  dairy  industry  in  California. 

Our  proposals  for  the  1985  Farm  Act  dairy  programs  can  be  divided  into  four 
basic  positions. 

The  first  position  is  a  firm  belief  in  the  necessity  of  maintaining  the  current  ^pe 
of  purchase  program,  i.e.  outright  purchase  of  cheese,  butter  and  non-fat  powder. 
This  type  of  program  is  necessary  to  maintain  stability  in  the  dairy  industary  be- 
cause of  the  very  perishable  nature  of  fluid  milk  products  and  the  response  time  to 
changing  market  conditions.  The  response  time  to  a  tight  market  is  at  a  minimum 
two  and  one  half  years  to  enable  the  necessary  increase  in  milking  cows  to  come  on 
line.  Conversely,  once  a  signal  is  given  to  increase  production  and  the  neceamy  in- 
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crease  of  replacement  heifers  has  taken  place,  the  response  time  to  change  a  flooded 
market  is  equally  as  long  since  the  increase  in  replacement  heifers  has  cdready  hap- 
pened. 

This  natural  response  time  to  change  in  market  dem£mds  and  the  increase  rela- 
tionship in  the  commercial  market  place  should  clarify  the  necessity  of  maintaining 
a  truly  market  related  support  program.  Any  dairy  program  should  truly  be  a  price 
stabilization  program  and  not  a  price  enh£mcement  program. 

Our  second  position  is  to  achieve  for  the  long  term  a  tie  between  the  support  price 
for  dairy  products  and  the  real  cost  of  producing  milk.  A  dairy  speciflc  parity  index, 
as  developed  by  National  Milk  Producers  Federation,  appears  to  achieve  this  goal. 
This  type  of  index  has  the  abilitv  to  track  current  and  actual  costs  of  producing 
milk,  whereas  the  parity  index  which  exists  in  current  law  has  very  little  relation- 
^lip  to  milk  production  costs. 

The  third  position  that  we  support  is  the  application  of  mandatory  £md  discretion- 
ary supply-demand  adjustments  to  £my  price  which  is  determined  through  a  dairy 
speciflc  index.  This  kind  of  adjustment  would  enable  the  Secretary  to  achieve  a 
proper  market  oriented  price. 

A  three  to  four  billion  pounds  of  milk  equivalent  purchase  by  Commodity  Credit 
Corporation  should  be  the  base  level  to  implement  either  a  plus  or  minus  factor  to 
the  index  price.  Any  increase  in  import  quotas  of  dairy  products  should  be  added  to 
the  base  level  of  C.C.C.  purchases. 

Our  fourth  position  is  the  acceptance  of  the  $11.60  per  hundredweight  support 
price,  which  appears  to  be  inevitable  under  current  law  to  be  the  price  on  July  1  of 
this  ye£u-,  as  the  support  price  until  expected  C.C.C.  purchases  are  below  four  billion 
pounds  of  milk  equivalent. 

We  believe  this  price  level  will  accomplish  this  goal  by  October  of  1986  unless  feed 
prices  do  not  make  the  expected  and  justifled  upward  adjustment.  As  a  last  resort, 
we  could  accept  a  stand-by  authority  after  October  1986  for  further  adjustment 
below  the  $11.60  per  hundredweight  support  price  of  $.50  increments  if  the  goal  of 
four  billion  pounds  of  C.C.C.  purchases  is  still  not  expected  to  be  achieved. 

The  groups  that  I  represent  emphatically  oppose  any  program  or  even  "stand-by 
authority"  for  a  milk  support  program  based  on  quotas,  production  bases,  diversion 
payments,  producer  assessments  or  similar  programs.  Adjustments  in  production 
and  consumption  must  be  accomplished  through  adjustments  in  the  price.  Any  di- 
version program  or  quota  system  will  £md  has  created  distortions  in  available  milk 
supplies  in  some  areas  while  maintaining  C.C.C.  purchases  in  other  areas. 

Assessments  on  all  milk  production  are  a  penalty  on  producers  who  are  serving 
the  commercial  market  and  creates  a  source  of  funds  to  purchase  products  from 
areas  which  are  unable  or  unwilling  to  serve  a  greater  share  of  the  commercial 
market. 

Likewise,  quota  programs  would  prohibit  the  proper  allocation  of  resources  to  the 
production  areas  which  are  the  most  efficient  sources  of  milk  to  a  particular  area 
because  of  costs  and  location  of  that  milk. 

The  recent  experience  of  the  Milk  Diversion  Program  has  shown  how  ineffective 
this  type  of  program  is  in  achieving  the  structural  adjustments  necess^uy  to  reduce 
the  potential  nmk  marketing  capabilitv.  The  mcgor  part  of  the  recent  reduction  in 
milk  marketing  was  an  increase  of  on  farm  use  of  milk.  This  was  a  ridiculous  use  of 
diversion  payments  which  allowed  participants  the  ability  to  enter  or  exp£md  in  the 
yeal  £md  pork  industries  with  monies  intended  to  reduce  overall  cow  numbers. 

The  majority  of  particip£mts  in  the  Milk  Diversion  Program  had  already  reduced 
production  in  the  ye£u-  following  the  base  period  before  a  diversion  program  was  im- 
plemented for  reasons  not  related  to  the  Milk  Diversion  Program  but  were  compen- 
sated for  this  reduction  also.  Even  more  astounding  was  the  fact  that  non-partici- 
pants in  the  Milk  Diversion  Program  with  reductions  in  their  total  production  ex- 
ceeding 5%  of  their  base,  amounted  to  a  larger  share  of  the  net  reduction  in  produc- 
tion overall  than  the  total  volume  reduced  by  participants.  This  could  only  mean 
that  the  price  adjustment  which  took  place  did  and  will  have  an  effect  on  milk  pro- 
duction. 

A  voluntary  diversion  program  would  always  have  as  its  main  outfall  the  desire 
for  producers  to  make  temporary  cutbacks  in  production  with  the  goal  of  being  in  a 
position  to  return  to  full  capacity  at  the  end  of  amy  contract  period.  This  does  not 
achieve  the  necessary  adjustments  needed  for  long  range  solutions. 

The  price  alternative  will  send  the  proper  signal  to  producers.  More  importantly 
the  demand  side  of  the  supply-demand  equation  will  respond  with  increased  sales  of 
dairy  products. 

The  recent  historv  can  only  emphasize  this  important  fact.  While  milk  production 
decreased  by  1%,  the  commercial  use  oi  dairy  products  increased  by  3%.  This  was 
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the  result  of  stable  and  lower  prices  £uid  the  improved  economy  in  general.  This  in- 
crease in  commercial  use  of  dairy  products  has  played  a  msgor  role  in  reducing 
C.C.C.  purchases  in  the  past  marketing  year. 

We  urge  your  consideration  and  support  for  a  price  and  market  oriented  dairy 
support  program.  We  oppose  any  type  of  base,  diversion  £uid  assessment  type  of  pro- 
gram. We  oppose  any  consideration  of  a  target  price  program  with  deficiency  pay- 
ments. A  dairy  price  support  program  with  appropriate  and  timely  supply-deniand 
adjustments  will  achieve  the  necessary  stability  needed  in  the  dairy  industry  to 
maintain  the  milk  production  necessary  to  adequately  serve  the  consuming  pubhc 
with  a  necessary  and  vital  food  product  at  the  most  reasonable  price. 

We  thank  this  committee  for  the  opportunity  to  have  this  input  on  this  important 
subject. 

[From  Dairy  Market  News,  Week  of  Feb.  25-Mar.  1, 1985] 

Milk  Diversion  Program  (MDP)  Analysis  Summary  ^ 

Market  administrators  in  Federal  milk  marketing  orders  combined  their  records 
with  Milk  Diversion  Program  information  provided  by  the  Agricultural  Stabilization 
£md  Conservation  Service  (ASCS)  in  order  to  analsrze  marketing  changes  on  individ- 
ual dairy  farms.  The  report  contains  information  for  the  first  three  quarters  (Janu- 
ary-September) of  1984. 

Monthly  Federal  order  marketing  records  for  over  100,000  farms,  representing  ap- 
proximately 60  percent  of  total  U.S.  milk  marketings,  were  compiled  and  analyzed 
for  this  study.  ASCS  diversion  contracts  were  used  to  divide  farms  into  two  groups: 
Farms  with  a  signed  diversion  contract  to  reduce  marketings  (MDP  participante>, 
£md  farms  which  chose  not  to  participate  (nonparticipants).  Three  comparisons  were 
made  for  both  participants  £md  nonparticipants:  1983  marketings  versus  the  base 
period  marketings;  1984  marketings  versus  the  base  period;  and  1984  marketingB 
versus  1983  marketings. 

Even  prior  to  the  MDP,  eventual  participants  were  generally  reducing  market- 
ings, while  nonparticipants  tended  to  increase  marketings.  Between  the  base  period 
and  1983,  approximately  69  percent  of  the  participants  reduced  marketings,  while 
the  remaining  31  percent  increased  marketings.  Nearly  the  inverse  proportions  oc- 
curred with  nonparticipants:  Approximately  36  percent  reduced  marketings  (base 
period— 1983),  while  64  percent  increased  marketing.  On  average,  participants  de- 
creased marketings  5  percent  between  the  base  period  and  1983,  while  nonpartici- 
pants increased  marketings  7  percent. 

MDP  participants,  on  average,  decreased  marketings  in  each  quarter  of  1984  rela- 
tive to  the  base  period.  The  rate  of  decrease  escalated  as  the  ye£u-  progressed:  21^ 
27.0,  £uid  28.4  percent,  respectivelv,  for  the  three  quarters.  For  the  nine-montii 
period  in  its  entirety,  participants  decreased  marketings  25.5  percent  relative  to  the 
base  period.  For  most  Federal  orders,  participants  reduced  marketings  during  the 
nine-month  period,  on  average,  to  a  greater  extent  than  called  for  in  their  contracts. 
Approximately  83  percent  of  all  participants  in  the  study  were  at  or  below  the  ac- 
ceptable contracted  level  after  9  months.  The  remaining  17  percent  were  still  mar- 
keting milk  at  levels  in  excess  of  their  contract.  All  Federal  order  groups  represent- 
ed, except  two  (Texas  and  the  Florida  orders),  had  approximately  80  percent  or  nu»re 
of  participants  within  acceptable  contract  compliance  levels. 

Large  numbers  of  nonparticipants  also  reduced  marketings  between  the  base 
period  £uid  1984.  In  fact,  the  number  of  nonparticipants  with  marketing  declines  (k 
5  percent  or  more  exceeded  the  number  of  participants  for  all  orders  onnbined. 
However,  some  regional  disparity  did  exist  among  orders.  In  Federal  orders  in  the 
northern  U.S.,  nonparticipants  with  marketing  declines  of  5  percent  or  more  toided 
to  greatly  exceed  the  number  of  participants;  while  in  the  south,  the  number  of  par- 
ticipants exceeded  the  number  of  nonparticipants  with  marketing  declines  exceed- 
ing 5  percent.  Participation  in  the  MDP  could  have  doubled  if  these  nonparticipants 


1  This  summary  was  from  a  report  entitled  "MARKETING  CHANGES  IN  FEDERAL  MILK 
MARKETING  OkDERS:  A  farm  level  analysis  of  the  milk  diversion  program,  participants  and 
nonparticipants.  Part  I:  January-September  1984."  Federal  milk  market  administrators'  officM 
contributed  data  necessary  for  the  report.  The  report  was  prepared  by  the  New  York-New 
Jersey  milk  market  administrator's  office— Robert  D.  Wellington,  project  leader.  For  additioiial 
information  about  or  requests  for  copies  of  the  report,  contact  Mr.  Wellington  at  (212)  300-1661. 

Editors  Note.— For  additional  background  information  r^iarding  the  MDP,  see  weekly  Dairy 
Market  News  Report  Volume  52,  Report  No.  6  and  Volume  51,  Report  Nos.  45, 6,  and  1. 


Digitized  by 


Google 


493 


had  chosen  to  participate.  However,  the  cost  of  the  MDP  might  also  have  increased 
significantly  without  £uiy  significant  decreases  in  U.S.  marketings. 

MDP  participants  generally  decreased  marketings  between  1983  and  1984.  Howev- 
er, their  level  of  decrease  was  less  than  the  level  which  occurred  in  the  base-1984 
period.  For  the  nine-month  period,  the  base-to-1984  decrease  was  25.5  percent;  how- 
ever, the  1983-84  decline  was  only  22.5  percent.  This  was  the  result  of  marketing 
declines  which  occurred  between  the  base  period  and  1983. 

More  th£m  half  (55.1  percent)  of  the  nonparticipants  increased  marketings  during 
the  nine-month  period  of  1984  relative  to  the  same  period  of  1983.  The  remaining 
44.9  percent  decreased  marketings.  However,  the  percentage  varied  among  the  quar- 
ters— the  number  of  nonparticipants  decreasing  marketings  exceeded  the  number 
increasing  marketings  in  the  third  quarter.  Also  larger  volume  farms  had  a  greater 
tendency  to  increase  marketings  than  smaller  farms  which  tended  to  decrease  mar- 
ketings. 

Nonparticipants  who  decreased  marketings  represented  a  substantial  number  of 
farms.  In  most  quarters  of  1984,  this  group  contained  twice  as  m£my  farms  as  the 
group  of  participants.  Moreover,  in  each  quarter,  nonparticip£mts  with  marketing 
decreases  were  responsible  for  total  declines  approximately  equal  to  or  greater  th£m 
the  participants'  declines. 

Further  analyses  for  the  entire  MDP  period  (January  1,  1984,  through  March  31, 
1985)  as  well  as  for  a  period  after  the  program  ends  are  planned. 


Statebient  of  Dr.  Ronald  D.  Knutson,  Professor,  Agricultural  and  Food 
PoucY  Center,  Texas  Agricultural  Experiment  Station,  T^xas  A&M  Univer- 
sity System 

My  name  is  Dr.  Ronald  D.  Knutson.  I  am  a  professor  in  the  Agricultural  and  Food 
Policy  Center  in  the  Department  of  Agricultural  Economics  at  Texas  A&M  Univer- 
sity. The  Center  staff  has  conducted  extensive  research  on  issues  of  dairy  policy. 
The  purpose  of  m^  testimony  is  to  present  the  results  of  that  research  in  terms  of 
its  policy  implications. 

The  most  basic  finding  of  our  research  is  that  the  dairy  industry  is  on  the  verge  of 
a  technological  revolution.  This  revolution  holds  the  potential  for  generating  chron- 
ically surplus  milk  supplies  £md  marked  region  shifts  in  milk  production.  Even  with 
the  wisest  policy  decisions,  these  conditions  will  in  all  probability  foster  extensive 
economic  and  social  turmoil  in  the  milk  industry  over  the  next  two  decades. 

The  primary  sources  of  change  lie  in  the  combination  of  the  development  of 
highly  efficient  large  scale  dairy  farms  £uid  the  introductions  of  new  technologies. 
These  technologies  have  the  potential  for  further  exaggerating  the  comparative  ad- 
vantage of  laige  scale  dairy  farms.  While  most  of  these  large  farms  are  currently 
concentrated  in  the  Southwest  and  Florida,  they  are  developing  in  other  states 
stretching  from  Washington  to  Georgia. 

The  mcgority  of  the  milk  today  is  produced  in  the  Northeast  and  the  Upper  Mid- 
west on  some  150,000  farms  having  from  20  to  160  cows — typical  family  size  dairy 
farms.  In  contrast,  only  5,000  well  managed  dairv  farms  of  the  scale  typical  of 
Southwest  dairying  could  produce  all  of  the  milk  sold  commercially  in  1985.  Accord- 
ing to  USDA  statistics  and  an  Office  of  Technology  Assessment  study  released  this 
week  by  this  Committee,  these  large  scale  farms  are  clearly  the  most  efficient  in  the 
United  States.  This  efficiency  is  probably  best  illustrated  by  the  increasing  quantity 
of  CCC  purchases  from  the  Southwest. 

Large  scale  dairying  has  become  more  efficient  because  of  the  lower  required  cap- 
ital investment,  because  of  the  application  of  the  most  recent  technologies,  because 
of  a  superior  infrastructure  serving  its  needs,  and  because  of  its  high  quality  m£m- 
agement.  These  are  adv£mtages  that  present  major  challenges  to  dair3rmen  in  the 
Northeast  and  Upper  Midwest  who  have  traditionally  produced  most  of  the  milk 
needed  for  butter  and  cheese. 

designing  dairy  POUCY  TO  COPE  WITH  CHANGE 

In  the  past,  the  dairy  industry  has  been  relatively  stable.  Dairy  policy  has  played 
an  important  role  in  fostering  this  stability.  Yet  to  date,  the  milk  industry  has  not 
been  beset  by  nugor  structural  changes  such  as  those  that  have  occurred  in  broilers 
or  cattle  feeding.  In  addition,  milk  producers  have  not  felt  the  direct  brunt  of  inter- 
national forces  such  as  embargoes  and  the  high  valued  dollar. 

In  the  future,  the  dairy  industry  will.be  more  unstable.  Government  will  have  a 
more  difficult  time  promoting  stability— and  if  it  is  overly  aggressive  iij  trying  to 
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stabilize  the  industry,  surpluses  and  high  government  expenditures  will  be  the  rule 
rather  thaui  the  exception. 

One  of  the  lessons  of  dairy  policy  over  the  past  decade  has  been  that  the  milk 
industry  has  great  potential  for  generating  surpluses.  Unless  these  surpluses  are 
curbed  in  their  infancy,  they  have  adverse  effects  on  other  segments  of  agriculture 
including  beef  producers  and  margarine  manufacturers.  In  light  of  these  research 
results,  conditions,  £uid  observations,  the  following  suggestions  are  made  for  future 
dairy  policy: 

(1)  The  major  goal  of  dairy  policy  should  be  to  facilitate  adjustment  in  the  milk 
industry  while  providing  every  opportunity  for  all  sizes  £md  types  of  milk  producers 
to  compete.  Milk  prices  should  be  allowed  to  move  gradually  to  market  clearing 
levels  while  fostering  conditions  of  economic  stability  to  the  extent  that  is  possible. 

(2)  The  price  support  purchase  program  should  be  continued  in  its  present  form. 
The  support  price  level  should  by  law  be  adjusted  to  automatically  achieve  a  rela- 
tive supply-demand  balance.  This  can  be  accomplished  automatically  by  using  either 
a  supply-demand  adjuster  or  bv  a  producer  assessment  that  covers  the  cost  of  a  sub- 
stantial proportion  of  the  purchase  program. 

The  supply-demand  adjuster  schedule  should  be  used  to  both  raise  and  lower  the 
price  according  to  the  magnitude  of  CCC  purchases.  The  incremental  adjustments 
should  be  large  enough  to  significantly  affect  milk  supply  and  demand  conditions. 

An  acceptable  alternative  automatic  price  adjustment  mechanism  would  be  to  put 
the  support  program  on  a  self  financing  basis  through  an  assessment  program.  The 
size  of  the  assessment  would  equal  the  projected  net  cost  of  COC  purchases  divided 
by  the  pounds  of  milk  produced  annually. 

(3)  Authorization  for  the  current  dairy  diversion  program  should  be  continued  but 
on  £m  enabling  and  self  fin£mcing  basis.  When  surplus  conditions  warrant,  it  could 
then  be  implemented  without  delay.  With  an  effective  supply-demand  adjuster,  it 
should  not  be  necessaiy  to  use  the  diversion  option  very  often.  However,  it  is  entire- 
ly possible  that  the  milk  price  cannot  be  maintained  within  a  politically  acceptable 
range  without  reinstatement  of  supply  management  policies. 

(4)  Authorization  should  be  provided  for  special  targeted  study  of  the  problems  of 
technology  generation  £md  transfer  to  family  size  dairy  farms.  Such  authorization 
should  consider  both  the  extension  £md  research  dimensions  of  the  problem.  It 
should  also  explicitly  recognize  the  role  of  cooperatives  in  developing  technology 
transfer  mechanisms. 

(5)  A  special  study  should  be  authorized  of  the  needed  adjustments  in  the  Federal 
Milk  Marketing  Order  system  in  recognition  of  changes  in  the  economics  of  milk 
production.  One  of  the  original  justifications  for  pricing  Class  I  milk  Eau  Claire  plus 
transportation  cost  was  that  Wisconsin  had  the  lowest  milk  production  cost.  Now 
that  milk  can  be  produced  in  several  areas  at  approximately  the  same  cost/cwt.,  the 
concept  of  a  single  basing  point  may  be  obsolete.  The  point  is  that  major  adjust- 
ments in  the  Federal  Order  system  are  likely  now  needed.  The  precise  nature  of 
those  adjustments  requires  serious  study  and  evaluation. 

Contemporary  studies  of  the  dairy  industry  foretell  msgor  changes  in  the  future. 
Many  of  these  changes  are,  in  fact,  alreadv  occurring,  but  the  pace  of  change  is  ac- 
celerating. Dairy  policy  must  be  sufficiently  flexible  to  cope  with  that  change.  This 
can  best  be  accomplished  with  programs  that  automatically  adjust  support  prices  to 
market  clearing  levels.  Even  with  such  a  policy  change,  special  attention  will  need 
to  be  given  to  surplus  £md  structural  change  issues  evolving  from  the  technolo^cal 
dynamics  of  the  milk  industry. 


Statement  of  Richard  T.  O'Connell,  President,  Chocolate  Manufactursrs 
Association  of  the  U.S.A. 

Mr.  Chairman,  Members  of  the  Committee,  I  am  Richard  O'Connell,  President  of 
the  Chocolate  Manufacturers  Assdciation  of  the  U.S.A.  (CMA).  CMA  represents  fif- 
teen manufacturers  of  chocolate  and  chocolate  products.  These  products  include 
baking  chocolate,  chocolate  confections,  chocolate  syrups  and  cocoa  for  drinking  pur- 
poses, and  chocolate-flavored  milk.  Our  members  also  manufacture  chocolate  and 
cocoa  ingredients  used  in  ice  cream,  bakery  goods,  cereals,  biscuit  and  cracker  prod- 
ucts. 

The  chocolate  industry  uses  about  $430,000,000  worth  of  milk  annually,  principal- 
ly in  the  manufacture  of  milk  chocolate.  Milk  chocolate  constitutes  about  90  percent 
of  total  chocolate  confectionery  sales.  About  20  percent  of  a  chocolate  bar  u  milk. 

Although  we  are  discussing  dairv  price  supports  today,  the  dairy  program  is 
symptomatic  of  the  problems  in  all  the  agriculture  price  support  programs. 
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Mr.  Chairman,  throughout  the  last  fifty  years  government  programs  have  inter- 
vened ahnost  constantly  in  markets  for  agricultural  products.  Through  price  sup- 
port loans  and  target  prices,  and  through  direct  purchases  of  commodities,  produc- 
ers have  been  given  incentives  to  maintain  or  increase  production  even  when 
market  needs  were  declining.  Not  only  have  the  results  been  huge  government 
costs,  but  consumer  prices  far  higher  than  necessary. 

Since  the  e£u-ly  1970s,  growth  of  agricultural  export  markets  has  dominated  our 
thinking,  and  provided  the  basis  for  policies  which  continue  incentives  to  maintain 
or  increase  production.  The  declines  in  exports  experienced  since  1981  were  seen  as 
temporary,  with  growth  expected  year  after  ye£u-.  However,  the  resumption  of  world 
economic  growth  has  not  rekindled  U.S.  export  markets  because  our  dollar  is  too 
strong  and  our  prices  too  high — ^held  high  in  many  cases  by  inflexible  price  support 
programs.  Nineteen  eighty  five  likely  will  see  another  nugor  dedine  in  export  reve- 
nues, now  almost  $10  billion  below  the  1981  peak. 

Along  with  a  decline  in  exports  has  come  a  tremendous  increase  in  the  costs  of 
the  commodity  programs.  The  1981  Farm  Bill  was  the  most  expensive  Farm  Bill  in 
history  by  a  wide  margin. 

It  is  cle£u-  that  the  farm  programs  of  the  past  are  in  need  of  fundamental  changes. 

The  dairy  program  is  a  good  example.  The  principal  purposes  of  the  dairy  pro- 
gram are  to  insure  an  adequate  supply  of  wholesome  milk  and  to  provide  reasonable 
returns  to  the  dairy  farmer. 

An  adequate  supply  of  wholesome  milk  is  as  important  today  as  it  was  50  years 
ago.  However,  the  programs  have  gone  far  beyond  that  need,  and  have  worked  pri- 
marily to  help  protect  producers  from  the  necessary  economic  adjustments  restdting 
from  the  substantial  mcreases  in  productivity  accompanied  by  only  modest  in- 
creases in  demand. 

In  1955,  the  average  U.S.  dairy  cow  produced  5,841  pounds  of  milk.  In  1984,  the 
average  was  12,532  pounds,  a  115  percent  increase.  During  the  same  29  vears,  com- 
mercial use  of  dairy  products  increased  from  104  billion  pounds  to  125  billion,  just 
over  20  percent.  The  rapid  productivity  growth  and  slow  increases  in  consumption 
have  meant  enormous  economic  pressures. 

The  programs  have  attempted  to  reduce  and  alleviate  those  pressures,  a  goal  ev- 
eiyone  can  understand.  But  no  matter  how  worthy  the  goal,  it  can  only  succeed 
within  an  economic  environment  that  fosters  and  promotes  change.  Rather  than  al- 
leviate economic  pressures  as  they  facilitated  adjustment,  the  programs  have  de- 
layed necessary  adjustments,  caused  enormous  resource  misallocations,  and  cost 
consimiers  and  the  government  billions  of  dollar^. 

Since  the  1930s,  the  government's  continual  presence  in  the  dairy  program  has 
had  three  results.  First,  the  programs  have  become  enormously  complicated,  by  far 
the  most  complex  in  agriculture.  Not  only  are  the  programs  difficult  to  understand, 
but  they  minimize  international  and  regional  trade  and  have  majoT  impacts  on  pro- 
ducers, consumers,  and  on  resource  use. 

Second,  they  have  changed  the  geo^aphic  and  economic  nature  of  the  industry. 
Not  only  is  milk  now  produced  where  it  would  otherwise  be  imported,  but  producers 
are  signaled  to  expand  production  even  when  surpluses  are  mounting.  Tbey  have 
encouraged  the  development  of  dairy  substitutes  such  as  margarine  and  artificial 
cheese  and  diminished  dairy  markets. 

Third,  the  dairy  industry  has  not  passed  new  production  efficiencies  on  to  con- 
sumers. For  an  industry  wnich  claims  to  support  a  dairy  program  beneficial  to  all 
those  affected  by  it—producers,  consumers,  users,  and  taxpayers—the  reasons  for 
not  passing  along  cost  savings  are  not  supportable.  We  would  submit  the  only 
reason  such  economic  policies  are  possible  is  that  the  government's  commitment  to 
purchase  unlimited  quantities  of  milk  products  have  masked  the  production  efficien- 
cies. 

We  compliment  the  dairy  industry  on  their  efficiencies,  particularly  on  output  per 
cow,  but  the  fact  that  these  efficiencies  are  overwhelming  the  price  support  program 
indicates  the  program  adjusts  too  slowly  to  the  production  realities  oi  tne  dairy  pro- 
gram. Therefore,  more  flexibility  is  needed,  along  with  swifter  adjustments  to  pro- 
duction changes,  £uid  a  possible  recognition  that  perhaps  not  every  dairy  farmer  can 
produce  as  much  milk  as  he  likes. 

Recent  surpluses  and  costs  are  unprecedented.  Since  1950,  the  Commodity  Credit 
Corporation  (CCO  has  spent  $17.5  billion  on  dairy  price  supports,  with  almost  half 
of  the  34-year  total  during  the  past  five  years. 

The  pressure  for  chanqge  in  these  programs  is  undeniable.  The  last  five  year's 
overprcxiuction  can  be  linked  directly  to  the  inability  of  the  current  program  to 
change  supports — production  incentives — as  surpluses  mounted.  The  Congress  at- 
tempted many  ways  to  avoid  a^direct  oonfrontatioa  on  that  issue  since  the  problem 
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became  apparent  in  1979.  We  urge  that  any  new  legislation  take  steps  to  insure  that 
the  program  be  changed  so  as  to  no  longer  provide  incentives  for  large  suroluses. 

The  latest  facts  and  figures  on  milk  surpluses  are  familiar  to  everyone.  Milk  pro- 
duction in  FY  1984  was  136.8  billion  pounds,  1.6  percent  below  year  earlier,  bi  FY 
1985,  production  is  forecast  to  be  about  136.5  billion  pounds,  little  changed  from  last 
year's  level. 

USDA  net  removals  under  the  milk  price  support  program  totaled  9.8  billion 
pounds  during  FY  1984,  down  ne£u-ly  half  from  FY  1983.  Government  costs  de- 
creased from  nearly  $2.6  billion  in  FY  1983  to  $1.5  billion  in  FY  1984. 

But  the  reasons  for  the  reduction  in  government  purchases  are  the  most  interest- 
ing aspect  of  these  statistics.  Earlier  in  the  year,  many  groups  said  that  lower  gov- 
ernment purchases  were  entirely  due  to  the  paid  diversion  program,  which  went 
into  effect  after  the  passage  of  the  Dairy  Stabilization  Act  of  1983. 

Late  last  fall  reports  surfaced  suggesting  that  much  of  the  reduction  in  govern- 
ment purchases  was  caused  by  an  increase  in  commercial  use  of  dairy  products.  In 
fact,  1984  production  was  down  2.2  billion  pounds,  while  consumption  was  3.2  billion 
pounds  higher.  Noncommercial  farm  use  was  also  higher.  Of  the  5.4  billion  pound 
reduction  in  net  removals  that  came  from  changes  in  production  and  commercial 
use,  60  percent  was  due  to  the  consumption  increase.  Some  of  that  increase  came 
from  a  more  robust  economy,  but  more  moderate  retail  prices  made  possible  by  re- 
duced price  supports  certainly  helped. 

Dairy  production  responds  to  economic  incentives.  While  the  temporary  diversion 
program  reduced  cow  numbers,  it  also  increased  the  capacity  of  the  remaining  herd 
by  introducing  higher  quality  replacements.  The  outlook  for  low  feed  costs  this  year 
means  strong  incentives  to  produce  milk. 

The  diversion  program  must  end  on  March  31,  1985.  It  has  not  served  its  purpose 
and  there  is  no  reason  to  extend  it.  CMA  was  opposed  to  paying  dairy  farmers  not 
to  produce  milk  in  1984  and  we  continue  to  oppose  the  concept.  The  1983  Act  does 
not  appear  to  have  improved  longer-term  prospects  for  balanced  supply  and  use. 
The  herd  is  not  heavily  culled  £uid  relatively  young,  with  superior  production  capac- 
ity. If  milk  production  incentives — price  support  levels — are  not  reduced,  surplus 
production  and  enormous  program  costs  can  be  expected  to  continue. 

Mr.  Chairm£ui,  the  1984  production  figures  indicate  that  the  Secretary  of  Agricul- 
ture will  have  every  reasons  to  institute  the  provisions  of  the  1983  Dairy  Act  and 
reduce  price  supports  on  April  1  and  July  1,  as  provided  by  the  law,  since  the  out- 
look for  COC  purchases  in  FY  1985  remains  well  over  5  billion  pounds.  This  will 
result  in  an  $11.60/cwt  price  support. 

CMA  is  conducting  an  analysis  of  the  dairy  program  and  various  policy  options. 
We  believe  that  even  with  supports  at  $11.60/cwt,  CCC  purchases  will  continue  to 
be  extremely  large,  well  in  excess  of  the  7^  billion  pound  level  for  most  of  the 
coming  four-year  period. 

While  our  dairy  program  analysis  is  not  complete,  we  have  studied  the  possible 
consequences  of  three  proposals:  1)  continuation  of  the  present  daiiy  program  as- 
suming the  price  support  will  be  $11.60/cwt  after  July  1,  2)  the  Admmistration's 
dairy  proposal,  and  3)  the  dairy  program  submitted  b^  Senator  Helms.  In  addition, 
we  have  looked  at  a  no  dairy  program  scenario  beginning  in  FY  1986. 

While  no  one  has  proposed  an  immediate  end  to  the  program,  we  feel  such  a  sce- 
nario gives  a  clearer  view  of  the  long-term  consequences  of  the  Administration's 
proposal. 

Mr.  Chairm£ui,  I  won't  go  into  detail  here  regarding  our  appraisal  of  these  alter- 
natives. However,  I  do  want  to  mention  three  mcgor  conclusions  and  offer  a  few 
comments  on  the  Helms  bill,  which  we  feel  has  some  possibilities. 

First,  a  continuation  of  current  policy  even  with  price  support  levels  frozen  for 
four  years  at  $11.60/cwt  is  likely  to  mean  a  continuation  of  current  problems— 
largely  costly  surpluses.  Low  feed  prices  likely  will  encourage  continuing  strong  pro- 
duction incentives  in  most  regions.  Productivity  increases  will  outpace  consumption 
£uid  CCC  net  removals  will  exceed  10  billion  pounds  through  the  FY  1987-89  pmod. 
Costs  will  again  exceed  $2  billion  annually. 

My  second  conclusion  is  that  the  Administration  proposal  includes  the  risk  of 
quite  unstable  prices.  In  addition,  the  direct  payments  program  could  be  quite  costly 
if  the  payments  are  not  strictly  limited. 

The  Administration  has  proposed  changes  to  be  made  in  two  stages.  In  FY  1966 
and  FY  1987,  the  milk  price  support  would  be  reduced  in  two  50  cent  increments  if 
production  surpluses  are  expected,  a  situation  that  seems  ouite  likely. 

Beginning  in  FY  1988,  a  direct  payment  program  would  be  substituted  for  the  ear- 
rent  price  support  program,  and  government  price  support  purchases  would  end. 
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Target  prices  would  be  established,  with  pa3rments  based  on  the  difference  between 
the  national  average  price  for  all  milk  and  the  target  price. 

A  very  significant  feature  of  the  Administration's  proposal  is  the  direct  payment 
limitation.  A  declining  schedule  of  limits  is  proposed,  $20,000  per  person  in  FY  1986, 
$15,000  in  FY  1987,  and  $10,000  in  FY  1988  and  thereafter.  However,  the  limit 
would  apply  to  total  payments  made  under  all  commodity  titles  of  the  bill.  As  a 
result,  a  producer  who  is  eligible  for  direct  payments  under  the  feed  grain  or  other 
programs  in  FY  1988  when  the  dairy  direct  payment  program  began  would  be  limit- 
ed to  a  total  of  $10,000  under  all  programs. 

This  policy  would  result  in  much  slower  production  increases  th£m  would  a  con- 
tinuation of  current  policy,  and  could  achieve  a  near  balance  between  production 
and  consumption  by  the  program's  end,  about  FY  1989.  COC  net  removals  would  be 
10.2  billion  pounds  in  FY  1986  but  decrease  to  zero  as  the  purchase  program  is 
ended  in  FY  1988.  Substantial  direct  pa3rments  would  be  made  in  both  FY  1988  and 
FY  1989,  even  though  target  prices  would  be  lowered  sharply. 

Our  primal^  concern  about  this  program  is  its  potential  for  highly  unstable 

prices,  probably  by  FY  1990  and  thereafter.  In  order  to  gauge  such  a  likelihood,  a 

no  program''  scenario,  beginning  in  FY  1986,  allows  us  a  better  look  at  changes  the 

Adnunistration's  dairy  provisions  would  bring  to  the  industry  in  1990  or  thereafter. 

Because  the  price  support  program  would  end  while  production  was  still  at  a  sur- 
plus level,  prices  would  fall  shiuply.  Heavy  culling  would  cut  milk  production  by 
nearly  6  billion  pounds  during  the  first  three  years  of  the  program.  The  low  prices 
and  increasing  consumption  would  strengthen  markets  so  that  government  stocks 
could  be  sold.  However,  the  tight  supplies  during  FY  1988  £md  FY  1989  could  in- 
crease prices  and  consumer  costs  dramatically.  It  is  this  potential  price  swing  that 
concerns  us.  We  believe  the  industry  might  cut  back  too  fast  and  too  far,  £md  that 
the  resulting  shortages  would  be  damaging. 

Finally,  Wt.  Chairman,  we  support  the  basic  goal  of  S.  616.  Under  the  Helms'  bill, 
the  price  support  for  FY  1986  would  be  $11.60/cwt.  In  following  years,  the  Secretary 
would  set  milk  price  support  levels  as  necessary  to  stabilize  government  purchases 
between  2  and  4  billion  pounds  annually.  We  are  in  favor  of  a  program  which  limits 
government  purchases. 

To  establish  price  support  levels,  the  Secretary  would  project  milk  production  and 
consumption  before  each  year  begins.  If  COC  purchases  are  expected  to  be  above  10 
billion  pounds,  price  supports  must  be  cut  by  $1.00;  by  75  cents  if  purchases  above 
7.5  billion  pounds  are  expected;  and  by  50  cents  if  purchases  are  likely  to  be  above  6 
billion  pounds. 

The  Secretary  could  raise  price  supports  if  the  projection  indicates  that  would  be 
necessarv  to  insure  an  adequate  supply  of  milk. 

Mr.  Chairman,  we  believe  S.  616  would  achieve  a  close  balance  between  milk 
supply  and  use  in  the  later  years  of  the  proposal.  By  gradually  reducing  supports,  it 
would  avoid  incentives  to  overproduce,  but  would  also  avoid  price  instability.  How- 
ever, we  have  some  problems  with  the  first  two  years  of  the  program. 

Because  the  price  support  remains  at  $11.60/cwt  for  FY  1986,  government  costs 
will  remain  high  as  net  removals  increase.  Under  the  Helms  bill,  we  predict  a  gov- 
ernment cost  of  $1.9  billion  in  FY  1986  with  COC  purchases  of  10.38  billion  pounds. 

Since  purchases  will  be  8.2  billion  pounds  in  FY  1987,  the  price  support  would  be 
reduced  only  75^/cwt.  when  a  $1.00/cwt  is  needed. 

In  general,  S.  616  adjusts  daiiy  price  supports  about  one  year  behind  the  need.  We 
believe  the  price  support  should  be  reduced  at  least  $.50/cwt.  in  April  of  1986  with 
another  $.50  decrease  in  October.  It  is  important  to  make  the  necessary  reductions 
e£urlv  £md  steadily  in  small  increments. 

We  have  two  other  concerns  about  the  Helms'  proposal.  Basically,  we  believe  for- 
mulas work  only  if  they  are  very  simple,  and  perhaps  the  Helms'  formula  could  be 
simplified.  If  the  Secretary  were  directed  to  reduce  the  support  by  $1.00/cwt  when 
surpluses  are  projected  to  exceed  5  billion  pounds,  the  direction  to  USDA  to  avoid 
large  surpluses  would  be  even  clearer.  If  they  had  discretion  to  manage  the  program 
as  necessary  to  hold  surpluses  between  2  to  4  billion  pounds,  the  Department^  au- 
thority would  be  less  limited  than  under  S.  616. 

In  addition,  Mr.  Chairman,  we  believe  the  Secretory  should  be  required  to  exam- 
ine the  regional  implications  of  price  support  ch£mges  in  each  of  his  annual  projec- 
tions. The  industry  is  very  different  from  region  to  region.  Some  of  the  recent  prob- 
lems have  come  from  different  regional  responses  and  failures  to  respond.  A  more 
comprehensive,  regional  analysis  each  year  would,  we  believe,  improve  the  accuracy 
and  usefulness  of  these  forward  looks. 

One  final  comment  on  £mother  proposal,  Mr.  Chairm£m.  It  has  been  suggested  by 
some  that  a  two-tier  pricing  system  pe  vied  .sJimilar  to  the  peanut  program.  Milk 
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became  appcu-ent  in  1979.  We  urge  that  any  new  legislation  take  steps  to  insure  that 
the  program  be  changed  so  as  to  no  longer  provide  incentives  for  large  surpluses. 

The  latest  facts  and  figures  on  milk  surpluses  are  familiar  to  everyone.  NUlk  pro- 
duction in  FY  1984  was  136.8  billion  pounds,  1.6  percent  below  yefir  earlier.  In  FY 
1985,  production  is  forecast  to  be  about  136.5  billion  pounds,  little  changed  from  last 
year's  level. 

USDA  net  removals  under  the  milk  price  support  program  totaled  9.8  billion 
pounds  during  FY  1984,  down  nearly  half  from  FY  1983.  Government  costs  de- 
creased from  nearly  $2.6  billion  in  FY  1983  to  $1.5  billion  in  FY  1984. 

But  the  reasons  for  the  reduction  in  government  purchases  are  the  most  interestp 
ing  aspect  of  these  statistics.  Earlier  in  the  year,  many  groups  said  that  lower  gov- 
ernment purchases  were  entirely  due  to  the  paid  diversion  program,  which  went 
into  effect  after  the  passage  of  the  Dairy  Stabilization  Act  of  1983. 

Late  last  fail  reports  surfaced  suggesting  that  much  of  the  reduction  in  govern- 
ment purchases  was  caused  by  £m  increase  in  commercial  use  of  dairy  products.  In 
fact,  1984  production  was  down  2.2  billion  pounds,  while  consumption  was  3.2  billion 
pounds  higher.  Noncommercial  farm  use  was  also  higher.  Of  the  5.4  billion  pound 
reduction  in  net  removals  that  came  from  changes  in  production  and  conunerdal 
use,  60  percent  was  due  to  the  consumption  increase.  Some  of  that  increase  came 
from  a  more  robust  economy,  but  more  moderate  retail  prices  made  possible  by  re- 
duced price  supports  certainly  helped. 

Dairy  production  responds  to  economic  incentives.  While  the  temporary  diversion 
program  reduced  cow  numbers,  it  also  increased  the  capacity  of  the  remaining  hsard 
by  introducing  higher  quality  replacements.  The  outlook  for  low  feed  costs  this  year 
means  strong  incentives  to  produce  milk. 

The  diversion  program  must  end  on  March  31,  1985.  It  has  not  served  its  purpose 
and  there  is  no  reason  to  extend  it.  CMA  was  opposed  to  paying  dairy  farmers  not 
to  produce  milk  in  1984  and  we  continue  to  oppose  the  concept.  The  1983  Act  does 
not  appear  to  have  improved  longer-term  prospects  for  balanced  supply  and  use. 
The  herd  is  not  heavily  culled  and  relatively  young,  with  superior  production  capac- 
ity. If  milk  production  incentives — price  support  levels — are  not  reduced,  surplus 
production  £uid  enormous  program  costs  can  be  expected  to  continue. 

Mr.  Chairman,  the  1984  production  figures  indicate  that  the  Secretary  of  Agricul- 
ture will  have  every  reasons  to  institute  the  provisions  of  the  1983  Dairy  Act  and 
reduce  price  supports  on  April  1  and  July  1,  as  provided  by  the  law,  since  the  out- 
look for  CCC  purchases  in  FY  1985  remains  well  over  5  billion  pounds.  This  will 
result  in  an  $11.60/cwt  price  support. 

CMA  is  conducting  an  analysis  of  the  dairy  program  and  various  policy  optioas. 
We  believe  that  even  with  supports  at  $11.60/cwt,  CCC  purchases  will  continue  to 
be  extremely  large,  well  in  excess  of  the  7^  billion  pound  level  for  most  of  the 
coming  four-year  period. 

While  our  dairy  program  analysis  is  not  complete,  we  have  studied  the  possible 
consequences  of  three  proposals:  1)  continuation  of  the  present  daiiy  program  as- 
suming the  price  support  will  be  $11.60/cwt  after  July  1,  2)  the  AdmmiBtration's 
dairy  proposal,  and  3)  the  dairy  program  submitted  by  Senator  Helms.  In  addition, 
we  have  looked  at  a  no  dairy  program  scenario  beginning  in  FY  1986. 

While  no  one  has  proposed  an  immediate  end  to  the  program,  we  feel  such  a  sce- 
nario gives  a  clearer  view  of  the  long-term  consequences  of  the  Administration's 
proposal. 

Mr.  Chairman,  I  won't  go  into  detail  here  regarding  our  appraisal  of  these  alter- 
natives. However,  I  do  want  to  mention  three  mcgor  conclusions  and  offer  a  few 
comments  on  the  Helms  bill,  which  we  feel  has  some  possibilities. 

First,  a  continuation  of  current  policy  even  with  price  support  levels  frozen  for 
four  years  at  $11.60/cwt  is  likely  to  mean  a  continuation  of  current  problems— 
largely  costly  surpluses.  Low  feed  prices  likely  will  encourage  continuing  strong  pro- 
duction incentives  in  most  regions.  Productivity  increases  will  outpace  consumption 
and  CCC  net  removals  will  exceed  10  billion  pounds  through  the  FY  1987-89  period. 
Costs  will  again  exceed  $2  billion  annually. 

My  second  conclusion  is  that  the  Administration  proposal  includes  the  risk  of 
quite  unstable  prices.  In  addition,  the  direct  payments  program  could  be  quite  costly 
if  the  pa3rments  are  not  strictly  limited. 

The  Administration  has  proposed  changes  to  be  made  in  two  stages.  In  FY  1986 
£uid  FY  1987,  the  milk  price  support  would  be  reduced  in  two  50  cent  increments  if 
production  surpluses  are  expected,  a  situation  that  seems  ouite  likely. 

Beginning  in  FY  1988,  a  direct  payment  program  would  be  substituted  for  the  cur 
rent  price  support  program,  and  government  price  support  purchases  would  end. 
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Target  prices  would  be  established,  with  payments  based  on  the  difference  between 
the  national  average  price  for  all  milk  and  the  target  price. 

A  very  significant  feature  of  the  Administration's  proposal  is  the  direct  payment 
limitation.  A  declining  schedule  of  limits  is  proposed,  $20,000  per  person  in  FY  1986, 
$15,000  in  FY  1987,  and  $10,000  in  FY  1988  and  thereafter.  However,  the  limit 
would  apply  to  total  payments  made  under  all  commodity  titles  of  the  bill.  As  a 
result,  a  producer  who  is  eligible  for  direct  pa3rments  under  the  feed  grain  or  other 
programs  in  FY  1988  when  the  dairy  direct  payment  program  began  would  be  limit- 
ed to  a  total  of  $10,000  under  all  programs. 

This  policy  would  result  in  much  slower  production  increases  than  would  a  con- 
tinuation of  current  policy,  and  could  achieve  a  near  balance  between  production 
and  consumption  by  tne  program's  end,  about  FY  1989.  COC  net  removals  would  be 
10.2  billion  pounds  in  FY  1986  but  decrease  to  zero  as  the  purchase  program  is 
ended  in  FY  1988.  Substantial  direct  payments  would  be  made  in  both  FY  1988  and 
FY  1989,  even  though  target  prices  would  be  lowered  sharply. 

Our  primal^  concern  about  this  program  is  its  potential  for  highly  unstable 

prices,  probably  by  FY  1990  and  thereafter.  In  order  to  gauge  such  a  likelihood,  a 

no  program"  scenario,  beginning  in  FY  1986,  allows  us  a  better  look  at  changes  the 

Adnunistration's  dairy  provisions  would  bring  to  the  industry  in  1990  or  thereafter. 

Because  the  price  support  program  would  end  while  production  was  still  at  a  sur- 
plus level,  prices  would  fall  sharply.  Heavy  culling  would  cut  milk  production  by 
ne£irly  6  billion  pounds  during  the  first  three  years  of  the  program.  The  low  prices 
and  increasing  consimiption  would  strengthen  markets  so  that  government  stocks 
could  be  sold.  However,  the  tight  supplies  during  FY  1988  and  FY  1989  could  in- 
crease prices  and  consumer  costs  dramatically.  It  is  this  potential  price  swing  that 
concerns  us.  We  believe  the  industry  might  cut  back  too  fast  £md  too  far,  £md  that 
the  restdting  shortages  would  be  damaging. 

Finally,  Mr.  Chairman,  we  support  the  basic  goal  of  S.  616.  Under  the  Helms'  bill, 
the  price  support  for  FY  1986  would  be  $11.60/cwt.  In  following  years,  the  Secretary 
would  set  milk  price  support  levels  as  necessary  to  stabilize  government  purchases 
between  2  and  4  billion  pounds  annually.  We  are  in  favor  of  a  program  which  limits 
government  purchases. 

To  establish  price  support  levels,  the  Secretary  would  project  milk  production  £md 
consimiption  before  each  year  begins.  If  CCC  purchases  are  expected  to  be  above  10 
billion  pounds,  price  supports  must  be  cut  by  $1.00;  by  75  cents  if  purchases  above 
7.5  billion  pounds  are  expected;  and  by  50  cents  if  purchases  are  likely  to  be  above  6 
billion  pounds. 

The  Secretary  could  raise  price  supports  if  the  projection  indicates  that  would  be 
necessarv  to  insure  an  adequate  supply  of  milk. 

Mr.  Chairman,  we  believe  S.  616  would  achieve  a  close  balance  between  milk 
supply  and  use  in  the  later  years  of  the  proposal.  By  gradually  reducing  supports,  it 
woiila  avoid  incentives  to  overproduce,  but  would  also  avoid  price  instability.  How- 
ever, we  have  some  problems  with  the  first  two  years  of  the  prc^am. 

Because  the  price  support  remains  at  $11.60/cwt  for  FY  1986,  government  costs 
will  remain  high  as  net  removals  increase.  Under  the  Helms  bill,  we  predict  a  gov- 
ernment cost  of  $1.9  billion  in  FY  1986  with  CCC  purchases  of  10.38  billion  pounds. 

Since  purchases  will  be  8.2  billion  pounds  in  FY  1987,  the  price  support  would  be 
roduced  only  75^/cwt.  when  a  $1.00/cwt  is  needed. 

In  general,  S.  616  adjusts  dainr  price  supports  about  one  year  behind  the  need.  We 
believe  the  price  support  should  be  reduced  at  least  $.50/cwt.  in  April  of  1986  with 
another  $.50  decrease  in  October.  It  is  important  to  make  the  necessary  reductions 
e£u-lv  £md  steadily  in  small  increments. 

We  have  two  other  concerns  about  the  Helms'  proposal.  Basically,  we  believe  for- 
mulas work  only  if  they  are  very  simple,  and  perhaps  the  Helms'  formula  could  be 
simplified.  If  the  Secretary  were  directed  to  reduce  the  support  by  $1.00/cwt  when 
surpluses  are  projected  to  exceed  5  billion  pounds,  the  direction  to  USDA  to  avoid 
large  surpluses  would  be  even  cletirer.  If  they  had  discretion  to  manage  the  program 
as  necessary  to  hold  surpluses  between  2  to  4  billion  pounds,  the  Department's  au- 
thority womd  be  less  limited  than  under  S.  616. 

In  addition,  Mr.  Chairman,  we  believe  the  Secretary  should  be  required  to  exam- 
ine the  regional  implications  of  price  support  changes  in  each  of  his  £mnual  projec- 
tions. The  industry  is  very  different  from  region  to  region.  Some  of  the  recent  prob- 
lems have  come  from  different  regional  responses  and  failures  to  respond.  A  more 
comprehensive,  regional  analysis  each  year  would,  we  believe,  improve  the  accuracy 
and  usefulness  of  these  forward  looks. 

One  final  comment  on  another  proposal,  Mr.  Chairman.  It  has  been  suggested  bv 
some  that  a  two-tier  pricing  system  pe  u^ed  .similar  to  the  peanut  program.  Milk 
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produced  for  the  export  market  would  be  supported  at  a  lower  price  than  that  pro- 
duced for  the  domestic  market. 

The  problem  with  this  proposal  is  that,  as  in  the  case  of  peanuts,  the  domestic 
price  is  kept  much  higher  than  necessary,  while  foreign  users  benefit  from  the  sub- 
sidized lower  export  price. 

As  manufacturers  with  heavy  international  competition,  a  lower  price  for  the 
export  market  has  a  real  impact  on  us.  A  two-tier  system  would  mean  that  foreign 
manufacturers  could  buy  the  same  quality  U.S.  milk  at  a  much  cheaper  price,  use  it 
as  £ui  ingredient  in  their  chocolate  and  then  export  the  finLshed  product  to  the 
United  States  at  a  lower  price  than  our  manufacturers  can  sell  it  in  the  United 
States — simply  because  of  the  lower-priced  American  ingredients  available  to  them. 

Mr.  Chairm£ui,  in  my  testimony  I  have  reviewed  a  niunber  of  proposed  chcuoges  in 
the  dairy  program — some  rather  simple,  some  more  complex.  C^IA  believes  simplici- 
ty is  the  key  to  an  effective  dairy  program. 

The  dairy  program  has  been  considered  by  Congress  seven  times  in  the  last  four 
years.  All  kinds  of  proposals  have  been  attempted.  But  the  one  simple  proposal 
which  has  never  been  adopted  is  the  easiest  to  implement  and  the  most  economical- 
ly rational.  And  that  is,  simply  lower  the  price  support.  A  lower  price  will  decrease 
production,  decrease  government  purchases  and  costs,  and  decrease  ^e  retail  price 
of  the  product. 

The  elimination  of  excessive  surpluses  and  somewhat  lower  retail  prices  will  bal- 
ance the  interest  of  the  producer,  the  consumer,  the  taxpayer,  and  tiie  user.  What 
more  could  anyone  want  from  a  dairy  program? 

Thank  you. 


Statement  of  Robert  F.  Anderson,  Executive  Director,  National  Chbkb 
Institute  and  American  Butter  Institute 

My  name  is  Robert  F.  Anderson.  I  am  the  Executive  Director  of  the  Naticmal 
Cheese  Institute  (NCI)  and  the  American  Butter  Institute  (ABD.  (hi  behalf  of  the 
members  of  both  institutes,  I  am  pleased  to  be  invited  to  present  the  views  df  the 
processors  of  over  half  the  milk  produced  in  this  country. 

Both  the  National  Cheese  Institute,  founded  in  1927,  and  the  American  Butter  In- 
stitute, founded  in  1908,  are  nonprofit  corporations  whose  members  are  broadly  rep- 
resentative of  the  cheese  £uid  butter  industries.  Their  members  include  independent 
and  cooperative  m£uiufacturers  as  well  as  assemblers,  packagers,  wholesalers,  dis- 
tributors and  marketers  of  these  products.  ABI  and  NCI  members  represent  over  80 
percent  of  the  butter  and  cheese  marketed  in  the  United  States. 

Our  members  primary  purpose  is  to  supply  products  to  the  commercial  trade. 
However,  we  also  have  the  responsibility,  under  the  dairy  price  support  program,  to 
provide  the  processing,  packaging  and  sales  link  between  the  farmer  and  tine  Com- 
modity Credit  Corporation.  We  assume  this  task  willingly  because  experience  has 
shown  the  importance  of  this  link  to  market  stability  in  the  dairy  industry.  T%e 
farmer,  the  processor  and  the  consumer  benefit  from  a  stable  dairy  industry. 

Dairying  is  in  many  ways  unique.  This  imiqueness  is  understood  by  national  gov- 
ernments of  countries  with  a  substantial  dairy  industry.  In  these  countries  the  nu- 
tritional benefits  of  milk  and  dairy  products  are  recognized  as  an  essential  part  of 
the  diet.  Milk  production  is  afforded  special  consideration. 

Each  of  these  governments  have  dairv  policies  that  are  intended,  among  several 
objectives,  to  promote  stability  in  the  dairy  industry.  We  are  today  discussing  the 
role  our  government  should  taJce. 

ABI  and  NCI  have  just  conducted  lengthy  £uid  profound  reviews  of  various  daiiy 
policy  proposals.  As  a  result  we  wish  to  go  on  record  as  favoring  a  dairy  policy 
which  will  utilize  a  commodity  purchase  program  to  bring  about  a  supply  amd 
demand  market  within  a  five  ye£u-  period. 

We  favor  this  policy  because  it  is  a  positive,  workable  program.  We  do  not  agree 
that  a  target  price  policy  designed  for  field  crops  can  work  for  dairying.  I  suppose 
every  industry  believes  they  are  different  and  in  need  of  special  attention.  Hearings 
such  as  this  one  will  help  sort  out  and  establish  the  facts.  We  submit  the  following 
factors  are  unique  to  the  dairy  industry  and  not  other  agricultural  industries  smd 
are  important  enough  to  deserve  that  special  legislative  consideration. 

Specialized  Inputs.— The  production  of  milk  requires  specialized  inputs — milk 
cows,  buildings,  machinenr,  and  skilled  management.  AU  of  these  have  fitUe  or  no 
value  in  other  agricultural  uses. 

Rate  of  Output— Choice  of  rate  of  output  is  severely  limited  for  milk  productioii. 
Downward  a^ustments  can  be  made  rapidly  by  culling.  Whereas,  increases  in 
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output  are  limited  to  available  replacement  heifers,  a  biological  lag  of  two  to  three 
years. 

Entry  or  Exit — Entering  or  leaving  milk  production  involves  migor  shifts  in  cap- 
ital structure.  Shifts  among  crops  on  a  given  farm  require  relatively  little  capital. 

Harvesting. — ^Harvesting  of  a  field  crop  is  a  single  time  thing,  3rielding  a  product 
which  may  be  stored  on  the  farm  in  anticipation  of  the  best  price.  In  contrast,  milk 
is  "harvested"  two  or  three  times  a  day,  every  day  of  the  year.  Milk,  being  perish- 
able, must  move  ofT  the  farm  in  a  rapid  and  orderly  manner.  No  other  product  must 
move  as  rapidly  or  as  regularly,  llie  market-clearing  value  of  a  unit  of  output 
varies  among  producing  units,  i.e.,  by  location  and  product  characteristics.  The 
value  on  any  given  day  is  a  function  of  the  supply  available  that  day  and  the 
demand.  The  flow  of  milk,  not  the  unit  of  milk,  must  be  priced. 

Marketing. — Processor  assembly  of  milk  is  costly  and  must  be  scheduled  well  in 
advance  to  prevent  quality  deterioration  or  loss  of  saleable  product. 

These  are  nugor  unique  factors  which  distinguish  dairying  from  other  agricultural 
industries.  The  underlying  condition  that  makes  the  dairy  industry  in  the  United 
States  work  is  stability.  Stability  has  been  the  goal  of  government  policy  through 
the  "product  purchase"  provision  of  the  dairy  support  program.  We  do  not  believe  a 
system  of  "target  pricing"  would  promote  dairy  stability;  actually  it  would  likely 
promote  instability  by  a  recurrence  of  distress  milk,  i.e.,  milk  with  no  ready  pur- 
chaser. 

I  cannot  emphasize  too  strongly  the  devastating  impact  on  the  market  when  milk 
seeks  its  own  market-clearing  level.  It  only  takes  a  few  loads  of  "distress"  milk  to 
send  shock  waves  through  the  market.  Milk  cannot  be  set  aside  to  wait  for  the 
market  to  open  up;  it  must  be  sold.  At  other  times  the  shortage  of  milk  can  cause 
severe  disruptions  and  distortions  in  the  flow  of  milk.  The  product  purchase  pro- 
gram we  recommend  provides  that  measure  of  stability  which  permits  the  flow  of 
milk  to  adjust  to  market  needs  in  an  orderly  manner. 

Without  stability  we  could  again  witness  the  chaotic  marketing  conditions  I  saw 
as  a  youth  in  Iowa.  Farmers'  nulk  shipments  halted  by  other  farmers  and  by  threat 
and  actual  bloody  battles  with  clubs,  Anally  resulting  in  loads  of  milk  being  dimiped 
on  the  ground.  This  terrible  scene  was  repeated  in  other  states  £uid  Congress  took 
action  to  bring  back  stability  to  the  dairy  industry.  At  first  this  action  took  the  form 
of  milk  pricing,  but  during  World  War  n  a  system  of  product  purchasing  to  support 
prices  was  also  developed.  It  was  from  these  activities  that  the  dairy  support  provi- 
sion of  the  Agricultural  Act  of  1948  was  formed  into  law. 

Since  1949  the  dairy  support  program  has  for  the  most  part  successfully  accom- 
plished its  goal.  Granted,  during  the  current  situation  and  in  1953  £uid  again  in 
1962-65  the  government  removals  have  been  excessive.  These  aberrations  were 
more  a  matter  of  the  program  lacking  flexibility  to  react  in  a  responsive  way  to  ad- 
justments in  the  general  economy  than  as  a  result  of  the  policy  of  product  purchas- 
ing. 

Through  all  its  35  years  the  program  has  assured  the  consumer  £ui  adequate 
supply  of  dairy  products  at  a  reasonable  price  and  the  dairy  farmer  was  assured  a 
market.  The  undergirding  principle  of  "product  purchases"  remains  today  and  for 
the  future  the  m^gor  factor  needed  to  maintain  the  stability  vital  to  the  dairy  indus- 
try. 

It  is  also  appcu-ent  from  the  following  chart  the  support  level  worjks  better  if  it  is 
a  "floor"  rather  than  a  "ceiling"  to  the  market.  Events  also  indicisite  the  original 
percent  of  parity  equivalent  index  is  no  longer  relev£uit. 
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The  key  to  a  workable  product  purchase  program  is  to  keep  support  prioeB  at  a 
level  which  is  slightly  below  market-clecuing  prices.  This  wiU  assure  a  measure  of 
stability  to  the  producer  and  consumer  without  overloading  government  ware- 
houses. 

Under  any  circumstcuices  our  domestic  prices  wiU  probably  be  above  levels  at 
which  dairy  products  especially  cheese  and  butter  are  available  for  ezpcnrt  at  subsi- 
dized prices  in  other  dairy  producing  countries.  Under  such  conditions  import  con- 
trols are  necessary  to  prevent  flooding  the  U.S.  market  with  imports.  The  UJS.  is 
the  largest  cheese  producer  and  one  of  the  largest  importers  of  cheese  in  the  worid 
and  should  not  be  mtimidated  into  making  ui^ustified  changes  in  our  present  dairy 
import  policies.  World  trade  in  daiij  products  is  not  large,  less  than  10  percent  of 
the  toted  world  production.  Much  of  this  is  surplus,  pushed  onto  the  world  marlDBt 
and  sold  through  subsidies.  This  is  not  a  market  the  U.S.  needs  to  develop. 

Dairy  price  acljustments  for  the  near  future  are  expected  to  be  reductions,  using 
some  type  of  triggering  level  probably  based  on  net  market  removals.  Therefore  the 
cheese  industry,  which  must  store  its  products  for  several  months  before  it  is  readjr 
for  the  market,  recommends  that  a4justments  be  made  once  a  year  on  April  1.  This 
is  in  time  with  the  seasonal  increase  in  production  when  an  a4justment  in  the 
market  is  expected.  Further,  the  announcement  should  be  made  in  early  March  so 
the  commercial  market  can  react  and  make  a4justments  to  minimise  inventoty 
losses. 

The  cheese  industry  also  urges  OOC  to  increase  the  price  at  which  government 
owned  cheese  is  sold  back  to  the  trade  from  110  to  115%  of  the  purchase  price.  This 
would  encourage  commercial  long-hold  storage.  In  addition  to  this  action  to  encour- 
age commercial  storage  of  cheese  the  government  should  also  state  that  any  i 
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tion  ^  a  sell-back  price  in  effect  when  a  support  level  decrease  is  announced  will 
not  be  lowered  for  3  months.  This  protects  the  commercial  inventory  of  stored 
cheese  from  being  devalued  by  lower  priced  government  stored  cheese. 

In  a  different  vein,  we  believe  any  plan  thiat  could  place  200,000  dairy  farmers  on 
a  list  to  get  supplemental  deficiency  pa3rments  under  a  target  pricing  system  would 
not  get  government  out  of  dairying.  Furthermore,  the  target  price  level  would  be  a 
bone  of  contention,  fought  over  and  argued  about  within  these  walls  and  elsewhere 
with  nobody  a  winner. 

In  conclusion  we  recommend  that  any  revisions  in  the  dairy  program  should 
retain  the  "product  purchases"  provision  as  the  undergirding  principle  that  will 
maintain  the  stability  so  essential  to  dairying.  This  feature  should  be  coupled  with  a 
procedure  that  wiU  carefully,  efficiently  and  effectively  bring  about  a  more  balanced 
supply  and  demand  market  in  which  the  government  is  not  the  primary  market  or 
price  leader.  The  purpose  of  the  program  should  be  to  have  government  as  the 
silent,  non-involved  partner. 


Statement  of  Donald  A.  Randall,  Executive  Vice  President-General  Counsel, 
National  Independent  Dairy-Foods  Association 

The  National  Independent  Dairy-Foods  Association  is  a  national  trade  association 
of  independent  proprietary  dairy  processors,  manufacturers  and  distributors  of  fluid 
milk  and  a  complete  variety  of  dairy  food  products.  We  address  some  of  the  current 
issues  facing  the  dairy  industry.  More  importantly,  we  try  to  focus  on  those  future 
issues  inherent  in  the  1985  proposed  farm  legislation  which  will  be  the  law  for  most 
of  this  1980  decade.  NIDA  supports  the  basic  principles  and  some  of  the  specific  pro- 
visions of  the  Administration  s  bill  and  also  the  bill  offered  by  Chairman  Helms. 
Each  one  is  a  partial  remedy  for  nagging  problems  which  hangover  ftx)m  the  depres- 
sion years  of  the  1930's.  The  market  oriented  provisions  of  this  legislation  should 
begin  to  weave  the  fabric  of  a  new  healthy  agricultural  society— a  much  stronger 
material  to  bind  the  small  businesses  producing  our  nation's  food  supplies  into  a 
real  world  industry  with  efficient  economic  freedom  and  progress.  It  will  not  be 
quick  or  easy. 

The  disastrous  legislation  of  recent  years  haunts  us,  but  we  will  not  let  it  dictate 
our  future.  We  are  all  familiar  with  multlmillion  dollar  payments  to  agricorporate 
dairy  producers  who  are  using  their  diversion  money  to  increase  their  herds  and 
improve  their  production  facilities  for  1985  and  thereafter.  This  windfall  gave  tax- 
payers a  partial  temporary  respite,  but  solved  nothing.  The  diversion  program  ac- 
counted for  only  25  to  30  percent  of  the  decrease  in  CCC  purchases.  Tliousands  of 
our  farmers  have  not  benefited  from  this  scandalous  1983-1984  program— they  have 
suffered  the  indignity  of  being  taxed  $.50  per  hundredweight  to  pay  other  distant 
dairy  farmers  not  to  produce  milk.  Many  of  these  large  new  dairy  farmers  had  no 
valid  business  reason  for  increasing  production  of  milk  except  for  our  government's 
misguided,  over-indulgent  support  prices  of  the  past  seven  or  eight  years.  There 
must  be  no  diversion  progrcuns,  quotas,  supply  controls  or  supply  management 
schemes. 

We  need  to  put  business  sense  back  into  our  government's  dealings  with  agricul- 
ture, particularly  the  business  of  dairy  farming.  We  have  a  growing  economy,  lower- 
ing inflation  and  stable  employment,  but  we  are  told  that  we  have  a  devastating 
depression  in  agriculture  and  in  the  dairy  farming  industry.  If  this  is  true,  why  is  it 
so?  Why  have  our  terribly  expensive  farm  programs  failed  to  help  our  small  family 
farmers? 

One  of  the  culprits  we  have  identified  is  legislation  developed  by  Congress  in 
direct  response  to  the  urgings  of  the  producer  groups.  We  know  of  others:  unrealis- 
tic expansion  of  farms  and  tools  of  production;  high  interest  rates;  lack  of  export 
opportunity;  and  most  important,  low  farm  products  prices.  Some  of  these  culprits 
will  be  handled  in  the  eventual  course  of  domestic  and  foreign  commerce  and  some 
have  been  handled,  such  as  runaway  interest  and  inflation. 

Past  failures  to  act  responsibly  about  support  prices  for  milk  and  dairy  products 
cannot  be  repeated  this  year. 

NIDA  proposes  a  dairy  support  and  price  measure  which  doesn't  go  the  extra  mile 
of  the  Administration's  bill.  We  do  not  propose  to  end  the  purchase  program  in  sup- 
port of  dairy  prices,  but  we  advocate  a  balanced  market  with  supply  meeting 
demand.  When  this  occurs  in  the  future,  there  will  be  little  or  no  CCC  purchasing. 
We  want  flexibility  for  the  Secretary  to  handle  support  prices  in  a  responsible 
manner.  It  wiU  limit  CCC  purchases.  He  wiU  be  directed  to  keep  dairy  support 
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prices  in  the  range  of  reasonableness.  The  disgraceful  surpluses  cannot  be  contin- 
ued. 

We  offer  qualified  support  for  the  Administration's  proposal.  NIDA  is  proposing 
to  allow  a  manageable  surplus  for  a  number  of  reasons: 

1.  We  need  to  continue  to  assure  our  nation  an  adequate  supply  of  milk  for  com- 
mercial and  emergency  needs,  but  without  budget  straining  surpluses; 

2.  We  need  the  lowest  reasonable  support  price  to  assure  farmers'  milk  prices  do 
not  fall  catastrophically; 

3.  We  need  to  encourage  as  many  of  our  producers  as  possible  to  remedn  in  the 
dairy  business  by  an  underpinning  of  their  raw  product  cost,  while  not  encouraging 
them  to  over  produce;  and, 

4.  We  need  to  assist  in  maintaining  local  production  of  milk  and  not  to  encourage 
the  shift  of  production  to  large  aggregate  feed  lot  operations  in  distant  areas. 

Our  proposal  initially  sets  a  range  of  total  OOC  expenditures  between  a  minimmn 
of  $300,000,000  and  a  maximum  of  $800,000,000  to  be  accomplished  by  adjustable 
support  prices  to  be  set  at  the  discretion  of  the  Secretary;  up  to  a  maximum  expend- 
iture of  $800  million  in  1986;  in  a  range  of  $300  to  $600  million  in  1987;  and  in  a 
range  of  $300  million  to  $400  million  in  198i8.  Thereafter,  support  prices  for  milk 
would  be  set  by  the  Secretary  at  levels  necessary  to  bring  forth  an  adequate  nation- 
al supply  of  fluid  milk,  but  in  no  event  would  the  price  level  cause  an  annual  rate  of 
OOC  purchases  which  exceed  2%  of  the  three  year  moving  average  of  total  retail 
market  sales  of  milk  and  its  products.  This  orderly  transition  wiU  move  production 
and  consumption  into  balance  with  a  minimum  of  trauma  for  those  dairy  farmers 
who  entered  the  business  because  Federal  programs  encouraged  them  to  do  so. 

TOWARD  A  MARKET  ORIENTED  SYSTEM,  A  MORE  EQUTTABLE  MARKETING  ACT 

In  addition  to  the  dairy  support  law  changes.  Congress  must  address  some  of  the 
problems  which  have  developed  over  the  years  in  the  Agricultural  Marketing  Agree- 
ment Act.  (Agricultural  Marketing  Agreement  Act  (AMAA)  of  1937,  7  USC  601,  et 
seq.)  From  a  historic  viewpoint,  the  AMAA  has  served  the  nation  satisfturtorily.  The 
act  has  been  amended  on  several  occasions  during  the  past  forty-seven  years.  How- 
ever, it  now  needs  a  major  overhaul  predicated  upon  long-term  equity  and  fairness. 
As  you  are  preparing  farm  legislation  this  year  to  reach  toward  a  true  market  ori- 
ented agriculture  policy,  particularly  in  the  dairy  industry,  we  urge  you  to  be  will- 
ing not  only  to  examine  the  AMAA,  but  to  amend  it  to  harmonize  with  a  market 
oriented  support  program.  Congress  must  not  create  an  imbalance  or  inequitable 
market  situation! 

We  must  face  the  reality  that  the  AMAA  was  enacted  during  the  depression  years 
as  emergency  legislation.  If  we  still  have  an  emergency  in  the  dairy  industry  today, 
we  submit  that  the  emergency,  in  part,  may  be  caused  by  this  legislation  wmch  was 
created  to  alleviate  industry  problems.  Mim  Marketing  Orders  and  agreements  au- 
thorized by  AMAA  are  entrenched  in  our  society  today.  Are  they  compatible  with 
the  goal  of  a  market  oriented  industry  in  light  of  the  structure  of  the  dainr  industry 
today?  More  properly  stated  the  question  is,  can  we  have  dairy  markets  directed  1^ 
the  indisputable  forces  of  supply  and  demand  while  marketing  orders  regulate 
prices,  supplies  and  shipments  of  milk?  Congress  must  not  place  the  A^riciutural 
Marketing  Agreement  Act  and  the  thousands  of  regulations  issued  under  its  author- 
ity off  limits  again  this  year.  It  wiU  not  be  easy,  but  the  enormity  of  the  problem 
demands  that  Congress  revise  the  entire  system— not  just  price  support  programs.  It 
is  necessary  to  change  the  Act  to  make  it  more  effective,  fair  and  more  compatible 
with  our  new  market  directed  dairy  industry.  That  is  why  we  propose  spedfk 
amendments  to  the  AMAA.  There  are  other  changes  that  can  and  should  be  made, 
but  we  propose  a  start  in  this  direction.  Although  we  support  the  AdministratioD'i 
proposal  for  a  study  commission  of  the  Milk  Marketing  Orders,  it  is  not  ademute  to 
deal  with  the  existing  problems  and  those  which  wul  become  critical  dunng  the 
next  five  years.  From  1975  to  1985  the  number  of  dairy  processors  and  handlers  de- 
clined from  about  7,000  down  to  about  1,200  today.  Unless  some  amendments  are 
made  to  the  AMAA  to  assure  an  equitable  balance,  by  1990  it  wiU  be  too  little  and 
too  late  to  help  the  industry. 

Nn)A's  members  are  extremely  concerned  about  the  future  of  a  market  oriented 
dairy  industry.  Large  interstate  and  super  regional  dairy  cooperatives  haire  im- 
mense market  power.  They  have  the  power  to  impose  over  order  premium  prices  for 
fluid  milk  and  to  influence  market  order  provisions.  Our  smaller  tax  pajong  proprie- 
tary companies  need  to  be  assured  bv  Congress  that  they  wiU  receive  fair  and  equi- 
table treatment  under  new  laws  and  changed  market  conditioiis.  Thegr  must  not  be 
victimized  by  imprudent  laws  and  regulations. 
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I.  PROPOSED  AMAA  AMENDMENT 

Our  first  proposal  would  amend  the  statement  of  purposes  and  public  interest  sec- 
tion of  the  AMAA.  It  corrects  a  basic  deficiency  in  the  Agricultural  Marketing 
Agreement  Act  and  should  clear  up  considerable  confusion.  Tlus  amendment  is  com- 
patible with  the  market  oriented  intent  of  proposed  1985  farm  legislation. 

Our  proposed  amendment  clarifies  the  public  interest,  and  thereby  the  consumer 
interest  in  agricultural  marketing  orders  and  agreements.  The  degree  of  public  in- 
terest which  the  Secretary  of  Agriculture  has  been  required  to  consider  in  approv- 
ing and  issuing  hundreds  of  marketing  orders  or  agreements,  was  thrown  in  doubt 
by  the  Supreme  Court's  decision  in  Block  v.  Community  Nutrition  Institute,  et  aU 
No.  83-458,  (June  4,  1984). 

In  that  case,  the  Court  decided  that  consumers  of  dairy  products  had  only  an  indi- 
rect and  derivative  interest  in  the  regulation  of  handlers  of  milk  under  the  Agricul- 
tural Marketing  Act,  and  thereby  have  no  standing  to  seek  judicial  review  of  the 
Milk  Marketing  Orders. 

The  purpose  of  this  amendment  is  not  to  grant  authority  to  any  or  all  consumers, 
whether  affected  or  not,  to  petition  or  intervene  in  15A  proceedings  under  the  Act, 
or  to  cause  regulatory  impasse.  The  intention  is  to  require  the  Secretary  to  make 
clear  findings  that  anv  proposed  order  or  amendment  is  in  the  public  interest.  He 
must  justify  the  use  of  the  extreme  power  granted  under  the  Act  that  such  use,  spe- 
cifically in  each  case,  is  beneficial  to  the  consumers  of  the  products  regulated,  as 
well  as  beneficial  to  the  farmers  who  produce  them. 

It  has  been  demonstrated  many  times  that  market  orders  which  restrict  produc- 
tion, prorate  or  allocate  production  of  agricultural  commodities  may  not  be  in  the 
public  interest.  Provisions  of  these  orders  are  prepared  and  largely  determined  by 
the  managers  of  producer  (cooperative)  organizations,  and  are  not  necesscuily  in  the 
best  interests  of  mdividual  producers.  For  example,  independent  dairy  farmers  are 
almost  totallv  powerless  to  influence  any  of  the  hundreds  of  provisions  which  regu- 
late the  handling  of  their  milk.  Consumers  are  totally  powerless  to  affect  any  of  the 
Milk  Marketing  Orders  which  determine  the  prices  they  shall  pay  and  the  types  of 
products  they  are  offered.  Mr.  Chairman,  consumers  deserve  a  more  definite  state- 
ment of  their  interests. 

U.  PROPOSED  AMAA  AMENDBftENT 

Our  second  proposed  amendment  to  the  AMAA  would  direct  full  disclosure  to 
members  of  cooperatives  under  the  Act,  of  the  gross  sales  receipts  for  their  milk  and 
all  amounts  withheld,  deducted  or  charged  against  their  milk  cnecks. 

Although  practices  of  disclosure  vary  with  cooperative  associations  depending 
upon  local  laws  and  regulations  and  the  degree  of  involvement  of  members,  there  is 
no  uniform  requirement  for  regularly  informing  members  of  how  their  withheld 
funds  are  being  utilized.  Each  farmer  should  be  aware  of  the  manufacturing  and 
processing  costs  being  assessed  by  his  cooperative.  A  cooperative  member  is  entitled 
to  know  how  much  it  is  costing  him  to  belong  to  a  dairy  cooperative.  This  is  vitally 
important  where  producers  are  receiving  less  than  the  uniform  federal  order  price 
specified  by  the  Act.  Uniform  prices  to  producers  are  established  under  Section 
8c(5XB)  which  provides  for  the  fixing  of  ''uniform*'  prices  to  be  paid  to  all  producers 
or  associations  of  producers  ''irrespective  of  the  uses  made  of  such  milk  by  the  indi- 
vidual handler  to  whom  it  is  delivered."  However,  under  Section  8c(5)(F),  producers 
are  paid  by  their  cooperatives  according  to  the  terms  of  their  contracts  with  their 
cooperatives.  Of  course,  various  adjustments  are  allowed  in  the  Act  for  (a)  volume, 
market  and  production  differentials  customarily  applied  by  handlers,  (b)  ^ade  and 
quality  of  milk,  (c)  locations  of  delivery,  and  (d)  seasonal  acgustments.  Yet  it  appears 
to  be  the  common  practice  of  cooperatives  to  pay  their  members  less  than  the  Feder- 
al order  prices  in  order  to  cover  their  costs  for  operating  extensive  processing  facili- 
ties. 

The  need  for  this  amendment  at  this  time  results  from  the  migor  financial  crises 
which  face  many  of  the  nation's  dairy  cooperatives.  Unwise  investments  in  process- 
ing and  manufacturing  plants  have  caused  financial  drains  on  members'  milk  re- 
ceipts. Major  integrated  cooperatives  such  as  Agri-Mark  with  3,200  members  in  New 
England  and  Dairymen,  Inc.  with  7,700  members  in  the  Southeast  have  unneeded 
plants  which  must  be  closed.  These  facilities  were  built  and  acquired  with  borrowed 
money  from  banks  for  cooperatives  and  the  equity  of  members.  The  cash  flow  of 
members'  milk  marketings  is  the  real  collateral  pledged  to  secure  these  overbuilt 
facilities.  In  New  York,  NEDCO  is  experiencing  the  financial  problems  of  excessive 

Slant  investment  which  can't  be  supported  1^  a  dwindling  membership  and  cash 
ow.  New  York  States'  Dairylea  has  had  fmancial  problems  for  several  years. 
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caused  by  brick  and  mortar  investments.  The  problem  is  so  severe  that  some  pro- 
ducer organizations  have  suggested  an  amendment  of  the  AMAA  to  receive  reim- 
bursement from  the  market  pools  for  the  cost  of  operation  of  these  cooperative 
plants  under  the  guise  of  market  wide  balancing  services.  It  is  believed  that  an  in- 
formed cooperative  membership  could  have  made  the  difference  in  management  de- 
cisions to  acquire  questionable,  and  subsequently  unneeded  processing  £EunlitieB, 
with  the  resultant  pledging  of  their  milk  receipts.  If  member  farmers  had  known 
how  their  money  was  being  spent,  they  probably  would  not  have  aUowed  unwise 
processing  investments. 

Members  should  be  continuously  informed  about  the  costs  of  marketing  throu^  a 
cooperative,  so  they  can  decide  whether  to  renew  their  cooperative  membership  or 
become  an  independent  producer. 

m.  PROPOSED  ABiAA  AMENDBfENT 

Our  third  proposed  amendment  to  the  AMAA  would  help  to  achieve  equity  in 
payments  to  producers  of  fluid  milk.  It  also  would  help  equalize  competition  be- 
tween cooperative  processors  and  proprietary  handlers.  We  would  propose  that 
where  minimum  prices  to  producers  are  fixed  by  orders  and  where  any  cooperative 
association  subject  to  an  order  competes  with  any  handler,  such  cooperative  associa- 
tion shaU  not  pay  less  than  the  federal  order  prices  to  its  members  for  the  sale  of 
their  milk  or  products.  Payments  shaU  be  by  cash  and  not  in  the  form  of  promises 
to  pay,  or  other  evidence  of  indebtedness,  or  stock. 

The  purpose  of  market  orders  is  to  bring  about  orderly  marketing  for  milk  and 
other  agricultural  commodities.  Milk  Marketing  Orders  address  these  problems  in 
the  dairy  industry  by  establishing  administered  minimum  prices  for  botli  produoers 
and  hsmdlers  in  defined  geographic  areas.  The  three  basic  elements  o£  market 
orders  are  set  forth  in  Sections  8c(5XAHC)  of  the  AMAA:  uniform  handler  prices, 
uniform  producer  prices  and  producer  settlement  funds. 

'The  very  foundation  of  the  Act  is  to  provide  uniform  prices  .  .  .  subject  onlyto 
specifically  enumerated  acUustments.''  Dairylea  Cooperative,  Inc.  vs.  Butz,  504  F2d 
80,  87  (2  Qr.  1974).  All  mcgor  cases  interpreting  the  legislative  history  of  the  AMAA 
make  it  clear  that  the  backbone  of  the  market  order  authority  is  uniformity  of 
prices  to  be  paid  by  handlers  and  received  by  producers,  subject  only  to  the  enumer^ 
ated  acljustments.  Fairmount  Foods  Ck).  vs.  Hardin,  442  F2d  762,  766  (D.C.  Cir.  1971); 
Zuher  vs.  Allen,  396  US  168  (1969). 

Section  8c(5)CF)  currently  allows  producers  to  be  paid  less  than  the  uniform  mini- 
mum prices  by  their  cooperatives.  Cooperatives  receive  uniform  payments  from  han- 
dlers or  the  pool,  and  pay  their  producers  according  to  contracts.  This  procedure 
does  not  conform  to  the  basic  purpose  of  the  AMAA. 

Our  amendment  proposal  does  not  require  uniformity  of  prices  as  received  be- 
tween cooperative  members  and  nonmember  producers  within  the  same  marketing 
order,  but  it  should  help  to  eliminate  the  inequity  between  ccnnpeting  cooperative 
handlers  and  noncooperative  handlers.  This  inequity  has  been  a  nuuor  factor  in  the 
decline  in  independent  milk  handlers  from  about  7,000  in  the  1970  s  to  only  about 
1,200  in  1984. 

Uniform  prices  are  essential  to  the  handlers  in  the  orders.  Noncooperative  han- 
dlers often  compete  at  a  disadvantage  as  they  are  paying  the  minimum  uniform 
prices  for  the  largest  cost  factor  in  their  business — fluid  milk— while  competing 
against  the  processing  plants  of  cooperatives  who  pay  below  federal  order  price  for 
fluid  milk  for  the  same  chain  stores,  convenience  stores  or  other  fluid  milk  ac- 
counts. 

The  Amendment  would  have  a  positive  benefit  of  requiring  more  prudent  invest- 
ment of  cooperative  members'  funds  in  plants  and  in  their  operation.  These  associa- 
tions can  still  use  equity  contributions,  dues  and  assessments.  However,  they  must 
be  obtained  directly  from  the  members,  and  not  obtained  by  reducing  membei^ 
prices  to  subsidize  marginal  processing  plant  operations. 

It  is  estimated  that  most  of  the  largest  cooperatives  with  wholesale  and  retail 
sales  have  underpaid  their  members  during  the  past  several  years.  This  is  especially 
true  for  most  of  tiie  large  Eastern  and  Southeastern  cooperatives. 

IV.  PROPOSED  ABIAA  AMENDBfENT 

Our  fourth  proposed  amendment  to  the  AMAA  would  make  block  voting  by  pro- 
ducer associations  for  their  members  on  market  orders  and  amendments  optioiial 
with  the  Seoretary  of  Agriculture.  Additionally,  it  would  require  an  aoequats 
sample  poU  of  producers. 
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Block  voting  distorts  the  democratic  process  written  into  the  Acts  by  Congress, 
such  as  Capper- Volstead,  which  prescribed  one  vote  per  member,  and  the  AMAA, 
which  sets  forth  the  votes  needed  to  issue  orders  (8cX8XA)&(B).  The  order  process 
should  not  be  left  to  block  voting  which  allows  cooperative  managers  to  substitute 
their  determinations  of  the  questions.  It  disenfranchises  members.  It  concentrates 
power  in  the  hands  of  a  few  officers. 

Block  voting  discriminates  against  independent  farmers  and  independent  han- 
dlers. In  certain  market  areas,  such  as  Number  2  for  New  York  and  New  Jersey, 
approximately  50  percent  of  all  producers  are  noncooperative  members.  Each  one  of 
them  must  vote  individually  on  orders  and  amendments,  and  no  handler  may  repre- 
sent them  at  hearings  and  vote  for  them.  Individual  farmers,  whether  cooperative 
or  noncooperative,  are  not  consulted  on  order  changes.  Frequently,  they  have  no 
knowledge  of  the  proceedings,  and  usually  cannot  afford  to  travel  to  hearings  and 
vote.  They  cannot  afford  market  order  hearing  representation.  Large  cooperatives 
and  their  federations  are  represented  and  block  vote  for  members. 

In  many  of  the  Federal  market  orders  today,  a  single  cooperative  will  represent  in 
excess  of  50%  of  the  producers,  and  often  in  excess  of  two-thirds.  USDA  will  record 
votes  required  by  the  statute  by  a  single  phone  call  or  letter  to  cooperative  officers. 

V.  PROPOSED  AMAA  AMENDMENT 

Our  fifth  proposed  amendment  to  the  AMAA  would  be  added  to  the  existing  anti- 
barrier  provision  of  Section  8c(5XG)  of  the  Act  which  prevents  market  orders  from 
prohibitmg  or  limiting  the  sale  of  milk  or  its  products  as  between  market  order 
areas.  This  new  amendment  is  needed  to  eliminate  other  barriers  that  have  been 
erected  during  the  past  fifty  years. 

This  broad  amendment  would  have  a  far  reaching  effect  on  the  regulations  in 
market  orders.  It  would  make  milk  more  marketable  and  probably  change  the 
entire  order  S3rstem.  It  could  create  an  entirely  new  competitive  market  for  milk.  It 
could  initiallv  lower  the  cost  of  milk,  particularly  Class  I  milk.  Class  I  milk  is  arbi- 
trarily priced  higher  than  manufacturing  milk  even  though  it  is  usually  of  the  same 
quality.  Less  than  50%  of  the  Nation's  milk  is  used  in  Class  I  fluid  products,  and 
tne  remainder  is  sold  at  lower  prices  after  being  diverted  to  manufacturing  plants. 
This  amendment  would  bar  cooperatived  federations  from  using  pooling  agreements 
or  options  or  other  schemes  to  prevent  milk  from  moving  at  market  prices  between 
milk  markets  and  other  areas. 

VI.  PROPOSED  AMENDMENT 

Finally,  NIDA  supports  a  long  overdue  amendment  to  the  Capper- Volstead  Act  (7 
use  292). 

The  Capper-Volstead  Act  of  1922  is  the  most  significant  law  enacted  by  Congress 
to  benefit  cooperative  orgsuiizations.  It  fulfilled  a  need  to  give  a  partial  exemption 
from  antitrust  enforcement  to  associations  of  farmers,  growers,  etc.,  to  organize 
either  as  noncorporate  or  corporate  organizations,  and  to  function.  It  mav  be  said 
that  the  entire  modern  cooperative  portion  of  agriculture  is  based  on  the  rights 
granted  in  this  Act  (7  USC  291-2). 

In  granting  this  immunity  from  prosecution.  Congress  intended  to  equalize  the 
bargaining,  marketing  and  processing  positions  of  farmers  with  the  positions  of 
large  interstate  food  processors.  During  the  legislative  discussions,  the  question  of 
monopoly  and  market  power  abuse  of  these  rights  were  considered.  The  majority 
eventually  agreed  that  due  to  the  independence  of  farmers  and  the  diverse  and  frag- 
mented industry,  there  was  little  to  fear  from  the  large  types  of  powerful  consolida- 
tions that  had  occurred  in  other  businesses — absent  antitrust  enforcement. 

Sulwtantial  market  power  and  cooperative  monopolies  have  grown  in  agriculture, 
particularly  in  fruits,  vegetables  and  in  dairy.  Congress  included  Section  2  of  the 
Act  (7  US(J  292)  for  the  purpose  of  checking  any  abuses  of  market  power  by  coopera- 
tives or  their  use  of  monopoly  power  by  action  of  the  Secretary  of  Agriculture.  Some 
investigations  have  been  instigated  by  the  Secretary  on  complaints  from  consumers 
and  industry  members,  but  the  Secretary  has  never  used  his  authority  to  hold  hear- 
ings, issue  orders  and  enforce  them,  or  to  find  and  end  any  undue  price  enhance- 
ment. 

Pursuant  to  7  USC  292,  the  Secretary,  exclusively,  may  issue  a  complaint  when  he 
has  reason  to  believe  any  association  (or  federation)  monopolizes  or  restrains  trade 
to  the  extent  of  undue  price  enhancement,  hold  hearings,  issue  a  cease  and  desist 
order,  and  seek  enforcement  in  a  U.S.  District  Court.  Our  proposed  amendment 
would  give  joint  or  concurrent  jurisdiction,  or  duty  of  investigations,  hearings, 
orders  and  enforcement  to  the  U.S.  Attorney  General. 
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The  abuses  of  Capper-Volstead  chartered  cooperatives  in  the  dairy  industry  and 
in  the  California-Arizona  naval  oranges  and  lemon  industry  are  weU  documented  by 
the  large  number  of  antitrust  enforcement  actions  brought  against  all  of  the  laige 
cooperatives  and  their  federations  by  the  Justice  Department,  Federal  Trade  Com- 
mission and  private  litigants.  Also,  the  National  Commission  for  Review  ofAntitnut 
Laws  and  Procedures  documented  the  unlawful  uses  of  market  power  and  monopoly 
in  agriculture  and  recommended  l^islation.  This  amendment  is  vitally  important 
as  we  move  to  a  market  oriented  dairy  industry. 

This  Amendment  would  not  reduce  any  authority  or  immunity  now  held  hy  coop- 
eratives. It  would  not  subject  them  to  any  new  laws;  would  not  interfere  wiu  thar 
formation  and  operation;  and  would  not  prevent  them  from  acquiring  market  power 
or  ftx)m  merging  into  monopolies.  It  woidd,  however,  introduce  permissible  enforce- 
ment by  the  U.S.  Attorney  General  where  prices  were  unduly  enhanced.  Tlie  De- 
partment of  Justice  would  have  no  greater  authority  than  the  Secretary  ai  Agricul- 
ture. 

This  Amendment  is  needed  because  the  Secretary  has  neither  the  expertise  or  the 
resources  to  deal  with  antitrust  issues.  He  is  charged  by  Congress  with  piomoting 
cooperatives  in  many  other  programs.  The  fifty  year  record  shows  that  the  Secre- 
tary does  not  have  the  willingness  to  examine  anticompetitive  and  trade  restraining 
practices  of  these  giant  corporate  cooperatives.  The  Secretary  recognizes  his  con- 
stituency to  be  farmers  and  their  organizations.  The  U.S.  Attorney  General  has  no 
charge  to  favor  one  economic  group  over  another.  He  has  a  broader  constituency— 
the  American  public. 

NIDA  urges  the  committee  to  carefiilly  study  our  proposals  and  to  incorporate 
them  into  the  1985  farm  legislation. 

Thank  you  Mr.  Chairman,  I  wiU  be  happy  to  answer  any  questions. 


MARCH  25  HEARING— FEED  GRAINS 

Statement  of  Hon.  Edward  Zorinsky,  U.S.  Senator  From  Nebraska 

Mr.  Chairman,  feed  grains  represent  a  significant  portion  of  total  VS.  exports,  as 
well  as  a  fundamental  link  in  the  chain  that  provides  food  for  American  consumers. 
Feed  grain  production  is  the  economic  cornerstone  not  only  of  my  State  of  Nebras- 
ka, but  of  numerous  other  States  as  well.  For  these  reasons,  it  is  incumbent  upon  all 
Americans  to  realize  that  profitable  and  st£di>le  feed  grain  production  is  in  the  best 
interest  of  the  Nation. 

Feed  grain  production  is  inexorably  linked  to  the  livestock  industry.  My  State, 
and  many  other  States  similarly  situated,  produce  both  feed  grains  and  livestock  in 
great  quantity.  Federal  farm  progrcuns  must  be  fashioned  in  such  a  maimer  as  to 
provide  a  fair  and  reasonable  return  to  the  grain  producer  without  burdening  the 
livestock  producer  with  intolerable  costs  for  f^. 

These  goals  are  not  in  confiict.  Last  Thursday,  we  heard  testimony  from  livestock 
producers  and  agricultural  economists  who  were  almost  unanimous  in  acknowled^ 
ing  that  low  grain  prices  lead  to  low  meat  prices. 

Let  us  keep  that  testimony  in  mind  in  the  course  of  our  deliberations.  The  grain 
farmer  is  not  seeking  windfall  profits,  and  the  livestock  producer  does  not  want  the 
grain  farmer  to  sell  at  a  loss.  In  short,  both  the  feed  grain  producer  and  the  live- 
stock feeder  appreciate  that  their  survival  is  contingent  upon  mutual  profitabUity. 

As  Congress  considers  the  1985  farm  bill,  we  have  three  options— we  can  continue 
to  have  expensive  farm  programs  and  cheap  food;  we  can  bankrupt  the  farm  econo- 
my and  have  cheap  food  for  awhile;  or  we  can  have  a  costreffective  fcurm  program 
that  will  ensure  an  ample  supply  of  reasonably  and  fairly  priced  food. 

In  my  judgment,  consumers  must  realize  tiiat  unless  they  begin  to  pay  a  some- 
what larger  share  of  the  cost  of  producing  food,  bargain  prices  and  abundant  sup- 
plies are  destined  to  become  a  thing  of  the  past  as  control  of  agricultural  productioD 
falls  into  fewer  and  fewer  hands. 

Just  as  a  great  quantity  of  our  feed  grains  is  marketed  in  the  form  of  cattle,  pigi, 
and  other  livestock,  so  too  can  feed  grains  be  exported.  The  KOBI  beef  lobby  must 
be  put  on  notice  that  we  will  no  longer  tolerate  our  unfavorable  balance  of  trade 
with  Japan.  In  similar  fashion,  we  must  consider  whether  further  limits  should  be 
placed  on  the  importation  of  Argentine  and  Australian  beef,  and  Canadian  pork. 

I  look  forward  to  reviewing  the  testimony  of  today's  witnesses. 
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Statement  of  Varel  Bailey,  President,  the  National  Corn  Growers 

Association 

Mr.  Chairman  and  committee  members:  I  am  Varel  Bailey,  the  farmer-president 
of  the  National  Com  Growers  Association  [NCGA],  and  a  com  and  hog  farmer  ftx)m 
Anita,  Iowa.  The  members  of  our  organization  appreciate  having  the  opportunity  of 
testifying  today  before  you  and  your  committee  on  the  needed  provisions  and  pro- 
grams for  the  1985  farm  bill.  As  many  of  you  may  know,  our  organization  repre- 
sents com  farmers  in  16  afHliated  member  States:  Colorado,  Illinois,  Indiana,  Iowa, 
Kansas,  Kentucky,  Maryland,  Michigan,  Minnesota,  Missouri,  Nebraska,  Nortii 
Carolina,  Ohio,  Pennsylvania,  Virginia  and  Wisconsin.  In  addition,  there  are  indi- 
vidual com  grower  members  in  all  48  continental  States.  Accompanying  me  today  is 
Jerry  Franz,  a  vice  president  of  our  organization  and  chairman  of  the  NCGA  legisla- 
tive affairs  committee,  who  grows  com,  wheat  and  soybeans  in  Wisconsin. 

Our  organization  has  long  supported  the  concept  that  profitability  for  com  pro- 
duction must  come  from  the  marketplace — and  not  from  growing  com  for  Govern- 
ment progrcuns.  We  continue  to  support  market  oriented  farm  progrcuns;  farm  pro- 
grams that  are  designed  and  supported  by  Government  action  to  compete  in  tiie 
international  marketplace  for  grains.  Having  presented  this  introductorv  statement 
about  the  basic  philosophy  of  the  National  Com  Growers  Association,  I  would  like 
to  simply  submit  our  prepared  statement  for  the  record  with  your  permission,  and 
summarize  my  statement  and  attempt  to  answer  any  questions  you  and  the  otiier 
committee  members  may  have. 

Our  present  farm  legislation  has  evolved  from  the  necessity  of  providing  the 
American  people  with  a  stable  and  plentiful  supply  of  food  and  fiber.  In  keeping 
with  this  goal,  our  present  agricultural  system  has  been  successful  beyond  any 
imagination.  No  other  agricultural  system  in  the  world  has  developed  like  our 
system  since  the  inception  of  U.S.  agricultural  legislation. 

In  this  regard,  we  would  like  to  submit  to  you  and  the  members  of  the  committee 
a  synopsis  of  programs  and  provisions  for  the  1985  farm  bill  that  are  a  natural  ex- 
tension of  the  general  resolutions  adopted  at  the  1984  annual  convention  of  the  Na- 
tional Com  Growers  Association.  We  will  come  back  to  several  programs  and  provi- 
sions in  our  s3mopsis  of  farm  progrcuns  and  provisions.  If  the  following  measures 
were  to  be  encompassed  in  the  1985  farm  bill,  we  are  convinced  that  U.S.  grain  agri- 
culture would  become  market  oriented  on  the  basis  of  competitive  prices  in  the 
export  market  as  well  as  providing  the  necessary  margin  of  income  support  to  farm- 
ers during  the  near  depression-like  crisis  that  grain  farmers  are  experiencing  in  the 
United  States: 

SYNOPSIS  OF  programs  AND  PROVISIONS  FOR  THE  1985  FARM  BILL 

1.  Target  Price.— iA)  Freeze  at  $3.18  per  bushel  for  3  years;  and  (B)  after  3  years, 
adijusted  no  more  than  one-half  of  the  loan  rate  adjustment. 

2.  Loan  Rate.— (A)  Freeze  at  $2.55  for  3  years;  (B)  after  3  years,  100  percent  of  the 
past  5  years  average  (deleting  high  and  low  years)  with  no  more  than  a  5  percent 
adjustment  per  year;  (C)  to  be  changed  immediately  to  a  "market  oriented''  loan 
rate  with  payback  based  on  a  "5-month  State  average  farmgate  price''  or  the  maxi- 
mum of  the  loan  rate  and  not  subject  to  the  payment  limitation;  and  (D)  loan  be- 
comes a  recourse  loan  with  possible  extensions  and  storage  payments. 

3.  Payment  Limitation. — (A)  Opposes  any  limitation;  and  CB)  in  the  event  of  a  limi- 
tation on  payments,  $50,000  payment  limitation  applies  only  to  deficiency  payments 
as  defmed  as  difference  between  the  target  and  the  loan  (or  market  price  if  it  is 
greater  than  the  loan). 

4.  Conservation  Acreage  Reserve.— iPi)  Long-term  (5  to  10  years);  (B)  set  by  a  formu- 
la based  on  excessive  production  capacity;  and  {O  participation  on  a  bid  basis  and 
targeted  toward  fragile  lands 

5.  Reserve.— {A)  Phase  out  to  a  minimum  level  of  500  million  bushels;  (B)  matur- 
ing farmer  owned  reserve  inventory  will  be  phased  into  P.L.  480  program;  and  (C) 
COC  acquired  inventory  utilized  as  stocks  for  export  incentives  and  as  an  equalizer 
to  the  value  of  the  U.S.  dollar. 

6.  Export  Expansion.— {A)  Increased  funding  for  USDA  Foreign  Agricultural  Serv- 
ice; (B)  appropriations  for  the  Export  Revolving  Fund;  (C)  P.L.  480  programming: 
double  the  appropriations  immediately  with  the  increase  going  into  both  title  11  and 
III;  (D)  increase  appropriations  for  both  direct  and  guaranteed  export  credit  pro- 
grams; and  (E)  if  it  is  U.S.  policy  to  provide  for  special  subsidies  to  the  U.S.  mari- 
time industry,  then  provide  direct  appropriations  for  the  subsidy  (include  in  the 
budget  of  the  Department  of  Defense)  to  prevent  the  reduction  of  the  amount  of 
monies  available  to  feed  the  hungry— and  starving— people  in  developing  countries. 
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Central  to  a  sound  farm  bill  is  the  maintenance  of  an  investment  environment 
that  insures  adequate  resources  devoted  to  production  agriculture.  Target  prices 
have  provided  agriculture  a  safeguard  against  short-term  capital  fluctuation  in  a 
long-term  capital  investment  commitment.  The  resources  devoted  to  food  production 
are  a  direct  function  of  the  marginal  expectation  of  profit.  Taiget  prices  provide  the 
basis  for  long-term  agricultural  policy.  They  provide  the  capitalization  base  (asset 
valuations)  for  production  agriculture.  They  directly  translate  into  land  and  asset 
values,  which  in  turn  provide  collateral  for  the  securing  of  production  credit  needs. 
As  an  investment  for  societv,  target  prices  are  an  essential  ingredient  in  our  £^ility 
to  produce  food  at  the  world's  lowest  cost  as  a  percent  of  disposable  income. 

The  implication  that  target  prices  are  not  essential  has  been  one  cause  for  the 
precipitous  decline  in  land  values  across  the  country.  Perpetuation  of  this  idea  will 
compound  U.S.  agriculture's  credit  crisis  in  an  exponential  fashion.  A  return  of 
target  prices  to  the  level  prior  to  the  1984  target  price  freeze  is  paramount  to  the 
preservation  of  a  viable  U.S.  agricultural  S3rstem  in  the  future. 

Agriculture  is  vulnersJble  to  the  shims  of  Mother  Nature  and  the  international 
marketplace.  Domestic/U.S.  demand  for  food  is  relatively  inelastic.  A  very  small 
shortage  or  excess  in  the  marketplace  can  cause  very  wide  swings  in  prices.  Such 
movements  increase  the  risks  in  the  vertical  food  chain,  thereby  increasing  the 
price  of  food  to  the  consumer.  Over  the  last  50  years,  the  commodity  loan  mecha- 
nism has  not  only  provided  critical  short-term  credit  requirements  to  production  ag- 
riculture, it  has  also  served  the  dual  function  of  providing  a  steady  flow  of  food 
products  and  lowered  the  cost  of  food  by  reducing  the  risks  of  wild  price  gyrations 
for  farmers  and  processors  alike.  It  is  surely  in  the  best  interest  of  consumers,  proc- 
essors and  farmers  to  freeze  commodity  loan  prices  in  these  violent  worldwide  eco- 
nomic fluctuations. 

However,  there  are  three  major  changes  that  make  the  old  commoditv  loan  mech- 
anism obsolete:  (1)  the  opening  of  international  trade  in  the  early  1970*8;  (2)  the 
floating  of  world  currencies  values;  and,  (3)  the  sharp  rise  in  international  trade 
protectionism.  All  of  these  three  factors  are  external  to,  and  not  subject  to,  influ- 
ence from  conventional  U.S.  agricultural  policy.  These  three  external  factors  re- 
quire innovative  modification  of  the  traditional  U.S.  commodity  loan  concept. 

The  internationalization  of  the  U.S.  agricultural  markets  has  been  nothing  short 
of  explosive  when  considered  in  the  history  of  worldwide  commercial  trade.  World 
agricultural  trade  has  increased  from  $26.8  billion  in  1955  to  $251.3  billion  in  1980. 
As  a  nation,  we  have  committed  ourselves  to  compete  in  this  competitive  envirm- 
ment  as  a  way  to  raise  our  national  standard  of  living  and  utilize  our  God-given 
natural  resources.  The  problem  is  that  this  internationalization  of  trade  plus  our 
dominance  in  the  world  marketplace  has  resulted  in  other  nations  developing  ezoeas 
capacity  based  on  the  U.S.  fixed  commodity  loan  rates.  Other  competing  countries 
simplv  sell  for  a  few  cents  per  bushel  lower  than  the  equivalent  fob  value  of  the 
U.S.  loan  rate  to  capture  our  markets.  These  forei^  countries  know  too  that  the 
U.S.  will  simply  store  the  excess  production  that  does  not  move  into  the  market 
These  foreign  countries  now  know  also  that  the  United  States,  under  pressures  from 
mounting  supplies  of  grain,  will  set  aside  land  to  lower  our  production  by  ttut 
amount  of  the  increase  in  foreign  grain  production.  If  we  continue  to  'flow  this  pat- 
tern in  the  future,  we  will  shut  down  the  one  U.S.  industry  that  has  a  clear  compar- 
ative economic  advantage  in  the  world  and  deny  our  citizens  the  benefits  of  our  efiB- 
cient  agricultural  production. 

The  internationalization  of  the  U.S.  dollar— along  with  it  serving  as  the  world  re- 
serve currency— may  have  been  heralded  as  modernization  of  world  monetary 
policy.  But  tms  international  monetary  system  has  caused  distortions  in  interna- 
tional commercial  trade.  The  worst  of  these  distortions  is  that  provided  incentives  to 
foreign  countries  to  produce  agricultural  products  based  on  the  value  of  the  UJS. 
dollar,  the  German  mark  or  the  Japanese  yen  rather  than  on  the  basis  of  real 
demand  for  such  production.  Because  of  these  false  signals,  these  distortions  created 
an  illusion  of  euphoria  in  the  1970's  and  a  real  disaster  in  the  1980's.  The  capitalte- 
tion  base  for  U.S.  agriculture  in  the  1970's  is  now  threatened  with  mass  liq^udatioD. 
This  critical  liquidation  of  the  U.S.  agricultural  capital  base  is  based  not  on  signali 
of  demand  for  agricultural  products,  out  rather  on  false  signals  of  current  relative 
currency  values. 

Political  interruptions  in  the  export  flow  of  U.S.  agricultural  products,  plus  the 
inherent  sovereign  desire  for  food  self-sufficiency  around  the  world,  have  built  a 
worldwide  S3^m  of  increasing  domestic  protectionism  from  the  world  market|daoe. 
This  lowers  the  standard  of  living  of  all  citizens  of  the  world  community;  protectioii- 
ism  and  barriers  to  trade  against  the  most  efficient  production  areas  raise  tiM  cost 
of  agricultural  products  to  everyone.  International  negotiations  to  alleviate  theie 
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trade  barriers  over  the  last  20  years  have  basically  been  offset  by  embargoes  and 
other  political  actions  by  the  U.S.  Government.  It  is  now  obvious  that  cost  to  the 
treasuries  of  some  foreign  countries  is  the  force  that  will  reduce  such  foreign  bar- 
riers to  U.S.  exports.  Nevertheless,  some  mechanism  must  be  devised  to  allow  our 
products  to  always  be  available  to  the  world  marketplace  so  that  U.S.  farmers  can 
respond  to  the  true  demand  of  the  world  marketplace. 

Of  all  the  acceptable  alternatives  available  in  this  market  oriented  environment, 
the  market  oriented  loan  mechanism  is  the  best  alternative.  Such  a  loan  mechanism 
allows  U.S.  farmers  to  be  knowledgeable  of  the  loan  value  in  advance  for  the  most 
efficient  production  management.  The  payback  provision  is  based  on  the  market- 
place. Any  price  lower  than  the  initial  loan  rate  is  a  measure  of  the  accumulated 
effects  of  currency  exchange  rates  and  protectionism  as  practiced  now  by  our  com- 
petitors in  the  world  marketplace.  Without  this  mechanism,  we  jeopardize  the  long- 
term  ability  of  the  U.S.  farmers  to  produce  food.  We  cannot  allow  foreign  countries 
to  shut  down  the  most  efficient  agricultural  plant  in  the  world.  U.S.  farmers  must 
not  bear  the  cost  of  agricultural  policies  decided  by  foreign  governments,  and  their 
national  treasury  expenditures  in  sustaining  such  policies. 

Upon  closer  examination  of  the  market  oriented  commodity  loan  mechanism, 
there  are  distinctly  additional  advantages  that  would  accrue  to  U.S.  farmers  and 
the  U.S.  Government: 

1.  No  accumulation  of  grain  stocks,  and  substantial  reductions  in  Government 
outlays  for  storage  programs:  (A)  elimination  of  storage  payments;  (B)  elimination  of 
interest  on  storage  payments;  (C)  reduced  Government  borrowing  to  finance  such 
programs;  and  (D)  reduced  Government  lending  impact  on  financial  markets. 

2.  In  the  absence  of  multi-year  grain  storage,  market  oriented  loan  rates  will 
move  grain  from  the  harvest  to  the  market  without  an  appreciable  deterioration  in 
grain  quality. 

3.  On  the  basis  of  price  and  quality  competitiveness,  the  United  States  would 
again  become  the  preferred  supplier  to  the  world  market. 

4.  The  market  oriented  loan  rate  would  not  provide  a  fixed  and  clear  price  signal 
for  competitor  countries  to  use  as  a  price  target  for  export  marketing. 

5.  Discourage  increased  acreage  into  grain  production  in  foreign  countries  inas- 
much as  the  level  of  the  market  oriented  loan  rate  would  acljust  to  changing  supply 
and  demand  situations. 

6.  Would  increase  the  cost  of  protectionism  in  foreign  countries  and  increase  the 
expense  for  export  subsidies  offered  by  foreign  countries  inasmuch  as  U.S.  farmers 
would  have  a  fixed  measure  of  income  support  although  the  market  oriented  loan 
rate  would  adjust  to  meet  world  price  competition. 

7.  Eliminate  the  rising  pressures  in  the  United  States  for  direct  export  subsidies 
and  expansion  of  the  U.S.  export  credit  programs  inasmuch  as  the  U.S.  market  ori- 
ented loan  rate  would  permit  U.S.  prices  to  meet  world  price  competition. 

8.  Inasmuch  as  the  market  oriented  loan  rates  would,  through  the  "payback"  pro- 
vision provide  income  support  to  farmers,  the  applicability  of  cargo  preference  re- 
quirements would  be  restricted  simply  to  P.L.  480  export  prc^ams. 

9.  The  market  oriented  loan  rate  would  be  a  domestic  price  support  program  for 
farmers,  eliminating  any  foreign  claims  that  U.S.  grain  exports  are  in  fact  receiving 
direct  export  subsidies. 

10.  The  market  oriented  loan  rate  would  permit  both  domestic  consumers  and  for- 
eign consumers  to  compete  for  U.S.  grain  at  the  same  price  levels. 

11.  Substantial  reduction  in  administrative  cost  along  with  reduced  export  pro- 
gram development  and  supervision  by  the  U.S.  Government  inasmuch  as  the 
market  oriented  loan  rate  mechanism  would  permit  for  price  to  be  the  most  com- 
petitive feature  of  U.S.  grains  for  export. 

Within  the  next  several  weeks,  our  organization  will  have  obtained  an  independ- 
ent analysis  of  either  the  cost  of  or  the  exposure  to  the  federal  budget  for  such  a 
multi-year  farm  bill.  Preliminary  analysis  show  that  the  market  oriented  loan  rate 
mechanism  would  accrue  substantial  savings  to  the  U.S.  Treasury  without  any  ap- 
preciable increase  in  U.S.  outla3rs  to  sustain  such  a  program.  At  that  time,  we  will 
be  pleased  to  share  the  results  of  that  independent  cost-saving  analysis  for  our  pro- 
posed farm  bill  with  you,  Mr.  Chairman,  and  the  members  of  this  committee. 

We  appreciate  having  this  opportunity  to  appear  before  you  today,  and  will  at- 
tempt to  answer  any  questions  that  you  may  have  about  our  testimony. 
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Statement  of  Jack  Gray,  Ralston,  OK 

My  name  is  Jack  Gray,  I  live  at  Ralston,  Oklahoma,  my  telephone  number  is  918- 
738-4122. 

Our  farm  and  dairy  is  what  we  would  call  a  family  farm  operation.  I  have  3  chil- 
dren, all  grown.  They  work  for  me  and  my  wife.  The  two  boys  are  32  and  27  yean  of 
age,  they  have  always  farmed  with  us,  both  are  married.  We  also  have  a  37  year  old 
daughter  that  has  come  back  to  the  farm.  She  works  in  the  dairy.  Our  farming  oper- 
ation is  composed  of  1,300  acres  in  crops,  2,000  acres  of  grass  and  a  herd  m  dmry 
cattle.  We  milk  over  100  head. 

Since  1979  we  have  not  been  able  to  show  a  profit  with  the  exception  of  1980.  Low 
grain  prices  has  been  the  downfall,  also  we  had  some  drought  years  like  19K84.  In 
1983  something  hit  our  wheat  and  our  test  wasn't  any  good. 

In  1984  we  had  a  gross  income  of  over  $400,000,  but  after  taking  our  expenses 
from  it,  my  wife  and  I  had  a  little  over  $2,0()0  left  for  our  work  for  the  year,  with  no 
depreciation  taken.  How  do  we  get  on  food  stamps? 

After  getting  this  income  tax  from  our  accountant  I  went  to  see  our  F.HA 
County  Supervisor,  Mr.  Jimmie  Stormont  on  February  19,  1985.  He  wrote  me  this 
letter: 

After  careful  consideration,  we  were  unable  to  take  favorable  action  on  your  re- 
quest for  special  debt  set-aside  for  Farmers  Home  Administration  (FmHA)  services. 
The  specific  reason  for  our  decision  is: 

In  working  your  annual  and/or  typical  plan,  the  cash  flow  projection  indicates 
that  you  can  not  achieve  a  positive  cash  flow  during  the  next  five  years,  and  no 
portion  of  the  debt  will  be  eligible  for  set-aside. 

Then  I  talked  with  my  bcmkers  about  getting  a  Government  Guaranteed  Loan. 
Both  told  me  that  they  hadn't  received  anything  from  the  government  on  these 
loans.  One  complained  that  it  took  from  4  to  6  months  to  get  anything  done.  So  that 
is  that. 

Now  to  set  to  the  business  at  hand. 

It  should  be  clear  enough  by  this  time  to  all  who  have  studied  the  present  plij^t 
of  the  farm  industry  that  one  of  four  things  must  soon  happen: 

1.  The  price  of  farm  products  must  be  increased  arbitrarily. 

2.  The  dollar  must  be  deflated,  causing  a  rise  in  all  commodities  including  farm 
products. 

3.  Farm  debts  must  be  written  down  to  the  ability  of  the  farmer  to  pay. 

4.  Or  the  holders  of  farm  mortgages  must  take  the  farms  given  as  security  for 
those  mortgages. 

With  farm  prices  what  they  now  are,  and  have  been  for  the  last  year,  the  farm 
industry  cannot  pay  taxes,  interest  or  indebtedness,  upkeep  of  equipment,  mainte- 
nance of  improvements,  and  make  necessary  replacements. 

Ninety  percent  of  our  farm  troubles  is  bound  up  in  two  words. 

"low  prices" 

Sounds  like  today  doesn't  it?  This  was  written  by  Mr.  Clarence  Roberts  in  Decem- 
ber, 1932. 

Todav  for  the  American  farmer  it  is  one  word  proflt.  In  this  testimony  that  I  give 
today  the  underlyii^  theme  is,  how  does  the  farmer  realize  a  proflt.  We  must  dve 
a  proflt  to  survive.  Where  do  we  get  this  jMroflt?  It  has  to  come  from  the  people  that 
we  call  consumers.  It  must  come  from  them  in  one  of  two  wa3rs,  either  through  tax- 
ation or  from  their  billfold.  It  is  that  simple.  There  is  no  other  solution.  That  is  this 
Committees  problem.  Now  do  you  have  the  guts  to  do  it? 

This  Committee  should  be  able  to  walk  through  that  door  and  put  aU  their  petty 
differences  aside  and  come  up  with  an  answer.  This  farm  bill  believe  it  or  not  is  one 
of  the  most  important  issues  to  come  before  this  Congress,  more  important  that  the 
budget  or  the  deflcit  spending.  Let  me  stress  just  one  more  time,  this  form  crisis 
will  be  the  most  important  issue  that  will  come  before  this  Congress. 

Farming  is  the  basic  industry  of  Oklahoma,  the  United  States,  and  the  World. 
The  choice  is  clear.  We  must  support  our  farmers  and  help  our  farmers,  or  we  stop 
eating. 

Sixty  years  ago  jobs  were  plentiful,  movies  were  silent,  flappers  were  noi^,  buB- 
ness  boomed,  the  Stock  Market  went  crazy  and  U.S.  farmers  went  broke.  Now  there 
are  lots  of  jobs,  movies  are  talking,  flappers  are  still  noisy,  the  plastic  card  busines 
is  booming  and  the  U.S.  farmers  are  still  going  broke.  Plus  the  domino  theory  is 
starting  in. 

Enough  of  this  rattling,  lets  get  down  to  testifying,  because  I  just  have  5  minutes 
to  testify.  Boy,  I  sure  hope  you  listen. 
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Most  of  my  testimony  will  be  on  the  need  for  a  High  Loan  Program  to  stabilize 
American  agriculture. 

As  I  have  said  before,  this  Farm  Bill  is  more  important  to  this  nation  as  any  bill 
that  will  come  before  this  Congress. 

If  the  nation's  farmers  go  under,  so  shall  the  nation. 

We  are  now  seeing  the  effects  of  the  last  11  years  of  our  farm  progrcuns. 

That  this  Congress  must  come  up  with  a  Bill  that  the  farmer  has  a  chance  to 
make  a  profit. 

The  bottom  line  of  the  Farm  Bill  must  have  one  word— PROFIT. 

I  hope  you  have  a  lot  of  questions. 

Thank  you. 

HIGH  LOAN 

The  American  farmers  cannot  do  it.  They  cannot  buy  inputs  on  a  fixed  or  steadily 
rising  market  and  sell  their  crops  on  a  continuouslv  fluctuating  and  totally  unde- 
pendable  world  market.  We  need  wait  no  longer,  tne  handwriting  is  on  tiie  wall. 

No  problem  worthy  of  the  name  has  an  obvious  and  easy  solution.  If  American 
agriculture  is  to  survive  it  must  face  up  to  some  hard  facts  and  completely  abandon 
some  highly  cherished  and  long  held  beliefs:  (1)  That  a  ''free  agricultural  market" 
works  better  than  a  controlled  one.  False.  (2)  That  we  must  get  the  government  out 
of  agriculture.  False.  (3)  That  ''market  oriented''  philosophies  must  be  pushcKl  and 
that  they  will  make  things  better  for  the  farmers  and  for  all  who  depend  upon  their 
success  for  their  own.  False.  (4)  We're  feeding  a  hungry  world.  False.  The  vast  over- 
whelming proportion  of  what  we  sell  overseas  isn't  going  to  the  hungry,  it's  going  to 
Japan,  China,  Russia,  the  Common  Market  nations  and  others  with  the  money  to 
pay,  not  the  starving  millions  in  the  bcurios  outside  of  Mexico  City  and  Caracas  and 
Africa  and  southeast  Asia.  If  our  nation  wants  to  feed  the  hungry  world  or  help  on 
the  balance  of  pa3rments  or  if  it  wants  to  punish  Russia,  let  the  nation  as  a  whole  as 
represented  by  the  federal  government  share  in  the  cost  equally.  Why  should 
800,000  farmers  who  produce  98  percent  of  America's  crops  bear  the  burden  alone 
and  go  broke  in  the  process  dragging  at  least  35  million  other  people,  and  probcd>ly 
the  whole  nation,  behind  them?  ^^^ 

The  foregoing  are  just  a  few  of  the  currently  held  ideas  that  must  be  abandoned. 
These  ideas  are  not  just  held  by  Congress  or  by  the  present  Administration  or  by 
the  previous  Administration,  my  friends  they  are  held  by  many,  many  of  YOU. 
They  are  held  by  the  large  majority  of  our  farm  organizations.  They  are  held  by  our 
"thinkers"  and  by  our  economists.  Please  read  the  following  sentence  carefully: 

Nothing  is  going  to  get  better  for  the  American  farmers  on  a  permanent  or  de- 
pendable basis  until  he  abandons  the  free  market  concept  and  goes  back  to  a  suffi- 
ciently high  federal  government  support  program  that  will  make  it  possible  for  him 
to  be  assured  of  a  profit  if  he  makes  a  good  crop. 

This  probably  will  mean  acreage  controls  on  mcgor  crops  and  it  will  mean  a  great- 
ly reduced  emphasis  on  the  export  market.  Who  cares  cdbout  exports  if  the  individ- 
ual farmer  cannot  make  a  profit  on  them?  I'll  tell  you  who  cares  .  .  .  That  tiny  mi- 
nority of  people  who  have  already  gotten  rich  beyond  their  wildest  dreams  bu3ring 
commodities  from  Americsui  farmers  and  selling  them  overseas  at  a  profit.  It  is  not 
a  high  priority  to  these  middlemen  that  the  American  farmer  makes  a  profit.  It  is  of 
top  priority,  naturally,  that  they  make  a  profit. 

Labor  unions  have  considerable  control  over  what  they  receive  for  the  fruits  of 
their  work  through  the  power  of  collective  bargaining.  Industry  has  considerable 
control  over  what  it  receives  for  the  fruits  of  its  labors  through  behind  the  scenes 
price  fixing  agreements,  the  ability  to  shut  down  its  factories,  and  the  ability  there- 
by to  tremendously  reduce  its  cost  of  production. 

Only  the  farmer,  we  repeat,  only  the  farmer,  has  no  choice,  and  no  control. 

He  must  continue  to  produce,  he  must  pay  the  prices  demanded  for  his  inputs, 
and  he  then  must  sell  for  what  the  free  and  constcuitly  fluctuating  market  will  let 
him  have. 

That  we  should  have  to  learn  this  lesson  all  over  again  after  having  learned  it  in 
the  hardest  possible  way  in  the  Great  Depression  is  mind  boggling.  We  had  nothing 
else  but  a  "fee  market"  until  legislation  was  passed  in  1933  to  bring  stability  and 
prosperity  back  to  American  farmers.  It  had  not  worked  (the  free  market),  we  had  a 
constant  boom  and  bust  farm  economy  and,  beginning  in  1921,  a  serious  farm  de- 
pression that  contributed  heavily  to  dragging  the  entire  nation  into  the  most  serious 
depression  in  history  beginning  in  1929. 

For  40  years,  we  repeat  because  it  is  of  enormous  important,  we  had  40  years  of 
high  and  strong  federal  government  farm  support  programs  from  1933  to  1973.  In 
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1973  we  made  a  serious  wrong' turn.  We  passed  a  new  farm  law  that  forced  the 
farmer  to  depend  primarily  upon  the  free  market  for  his  profit  and  it  was  based 
primarily  upon  the  assumption  that  the  export  market  would  provide  us  with  some 
sort  of  OPEC  cartel  (OPEC  cartel,  that  is  when  farm  prices  sk3rrocketed,  diesel  fuel 
went  from  25  cents  to  over  a  dollar  per  gallon,  farm  implements  went  4  times 
higher,  repairs  3  to  4  times  higher,  but  our  commodity  prices  fell.)  on  food  that 
would  allow  us  to  dictate  prices  for  our  farm  produce,  solve  what  few  problems  were 
inherent  in  farming  under  a  government  program,  and  allow  us  to  grow  fence  row 
to  fence  row  on  all  crops  as  we  saw  fit.  Utopia.  In  1974  and  1975  our  long  time 
friends  and  buddies  the  Russians  bought  every  bushel  of  grain  we  had,  our  cotton 
crops  were  disasters  and  farm  prices  shot  up.  It  works!  It  works!  The  millennium  is 
here.  For  two  years  on  sheer  coincidences.  Since  then  it  has  been  steadily  going 
down  hill.  Oh  sure,  some  people  have  made  some  money  some  years.  All  you  have  to 
do  is  make  a  good  crop  during  a  year  when  everybodv  else  makes  a  bad  one.  All  our 
farmers  know  that  if  you're  smart  you  know  how  to  do  that.  .  .  . 

But  leaving  the  sarcasm  of  the  last  two  sentences  behind,  it  has  now  been  11 
years.  We  have  re-passed  essentially  the  same  farm  law  twice  more  since  1973,  in 
1977  and  lately  in  1981.  Eleven  years  of  a  disastrous  test  has  surely  proven  to  the 
m^ority  of  U.S.  farmers  that  the  free  market  concept  simply  doesn't  work. 

'Aie  nation's  agriculture  is  hovering  on  the  brink  of  total  collapse,  agribusiness 
will  go  down  with  it,  small  towns,  small  businesses,  dealers,  distributors,  35  million 
people  directly  or  indirectly  drawing  their  livelihood  from  it  wiU  go  with  it,  and  per- 
haps, as  in  1929,  the  whole  nation.  At  the  very  least  a  prosperous  U.S.  agriculture 
and  agribusiness  would  provide  an  increased  tax  base  that  would  help  with  the 
hemorrhaging  budget  deficit.  A  strong,  federal  supported  farm  program  would  prob- 
ably pay  rather  than  cost  and  in  several  ways. 

Fully  agreed,  now  and  at  the  time,  the  Carter  embargo  was  a  stupid  and  devastat- 
ing mistake.  So  was  the  one  applied  by  Ford,  the  one  applied  by  Nixon  and  the  one 
threatened  by  Reagan  that  hangs  over  the  market  like  a  sword.  But  all  of  that  and 
the  crop  in  Brazil  and  the  crop  in  Argentina  and  the  crop  in  Canada  and  ^e  crop  in 
Australia  and  the  crop  in  China  and  the  manipulations  of  middlemen  and  the  emer^ 
gence  of  many,  many  strong  agricultural  economies  yet  to  come,  and  even  the  in- 
crease in  our  own  production  expertise  make  the  dependence  of  our  farmers  on  ^e 
free  market  a  bad  joke. 

We  will  cover  now  the  main  arguments  for  sticking  with  the  highly  touted 
"market  oriented  approach"  which  many  do  against  the  di^  "when  our  ship  wiU 
come  in  and  we  will  reach  at  last  the  pot  of  gold  at  the  end  of  the  rainbow." 

(1)  That  we  don't  really  have  a  free  market  anyway,  that  the  government  keeps 
poking  its  nose  into  the  situation  via  embargoes  so  that  we  never  really  get  to  find 
out  if  it  will  work. 

Answer.  They  are  not  going  to  stop  doing  this.  A  grain  emban^o  is  about  the  only 
way,  short  of  nuclear  war,  that  we  have  any  hope  of  hurting  the  Russians  and  ac- 
complishing certain  other  international  goals  and  vou  can  just  count  on  government 
interference  with  the  international  farm  market.  Any  beyond  this  during  the  eleven 
years  of  free  market  farm  programs  there  have  been  very  long  stretches  of  time 
when  we  had  no  embargoes,  but  other  factors  affected  the  world  market  price.  Of 
course  other  countries  are  going  to  compete  with  us  for  foreign  agricultural  markets 
and  when  they  do  it's  going  to  lower  the  price  our  farmers  are  able  to  receive.  Any- 
time there  is  substential  money  to  be  made  we  are  naive  to  believe  that  we  are  the 
only  ones  smart  enough  to  see  the  opportunity  and  ^o  for  it.  The  international 
export  market,  even  the  "free"  domestic  market  for  agricultural  products  in  volatile 
and  undependable  and  no  other  major  country  in  the  world  insists  that  ite  individ- 
ual farmers  try  to  handle  it  alone  without  government  help.  So  to  those  of  you  who 
say  "we  don't  really  have  a  free  market"  we  can  only  say.  .  .  .  "Do  you  want  to 
take  another  11  years  to  prove  to  yourselves  that  we're  wrong  about  that,  too?" 

(2)  That  to  return  to  a  high  government  support  program  is  a  step  backward. 
Answer.  Hogwash.  Of  course  you  can  go  back.  What  do  you  do  when  you  drive  100 

miles  in  the  wrong  direction  in  your  automobile  because  you  took  a  wrong  turn  100 
miles  back?  You  curse  a  lot,  but  you  retrace  your  path,  take  the  opposite  turn  and 
try  to  put  the  misteke  out  of  your  mind.  Have  you  ever  done  that? 

(3)  lliat  there  might  not  be  a  place  in  a  high  government  support  program  for  a 
quite  a  few  businessmen,  commodity  brokers,  shippers,  commodity  exchanges,  inter- 
national grain  companies  and  others. 

Answer.  It's  time  to  stert  throwing  people  out  of  the  lifeboat.  American  agricul- 
ture sterts  and  ends  with  farmers.  That's  spelled  f-a-r-m-e-r-s.  Everybody  elae  has 
just  got  to  find  themselves  a  place.  If  American  agriculture  goes  down  everybodv 
connected  with  it  goes  down  too.  The  situation  that  exists  now  in  American  agricol- 
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ture  is  deadly,  perhaps,  fatally,  serious.  Priorities  must  be  established.  If  you  don't 
want  to  go  bankrupt  or  have  to  stop  farming  when  you  don't  want  to  have  to  stop 
farming  you  may  very  well  have  to  decide  whom  you  like  the  best .  .  .  yourself  and 
your  fsmodly  or  some  tarm  commodity  trading  sharpie. 

This  may  sound  tough,  but  we're  tired  of  farmers  telling  us  and  each  other  that 
there  just  doesn't  seem  to  be  any  way  out.  There  is  a  way  out,  there  probably  are 
several  ways  out,  but  they  all  call  for  strong  federal  government  coordinated  farm 
programs.  During  the  40  years  of  relative  stability  the  American  farmer  had  be- 
tween 1933  and  1973  the  90  percent  of  parity  loan  program  seemed  to  work  the  best 
for  the  longest.  There  were  other  variations,  of  course. 

It  was  not  an  expensive  program  and  it  worked  very  well  until  Ezra  Taft  Benson, 
secretary  of  agriculture  under  Eisenhower,  sabotaged  it  in  about  six  different  ways 
including  a  refusal  to  sell  our  surplus  farm  commodities  overseas  causing  huge  accu- 
mulations which  were  widely  reported  as  "overhanging"  and  "depressing"  the 
market.  But  this  wasn't  actually  causing  the  farmer  any  great  grief.  He  had  his 
loan  program  and  if  Benson  wanted  the  government  farm  program  screwed  up  it 
was  up  to  the  farmers,  their  farm  organizations.  Congress  and  the  administration  to 
stop  him.  They  didn't.  After  that  we  began  to  move  into  direct  pa3rment,  then  limi- 
tations on  payment,  great  predictable  public  outcry  and,  finally,  the  move  in  1973 
into  the  "free  marker'.  If  you  want  to  know  how  we  got  into  this  mess  that  is  how. 

We  are  not  married  to  a  90  percent  of  parity  CCC  loan  concept.  It  does  seem  to  us 
that,  properly  managed,  this  is  a  good  and  proven  approach  which  would  allow  us  to 
decide  how  must  of  each  crop  we  needed  for  both  domestic  and  export  markets  and 
set  allotments,  yes  allotments,  to  fine  tune  the  amount  we  want  to  product.  If  the 
government  wants  to  go  after  the  lion's  share  of  the  world  export  market  fine,  in- 
crease the  allotments,  and  our  farmers  will  be  glad  to  grow  the  extra  crops.  Just  as 
long  as  they  have  the  security  of  being  able  to  sell  them  at  a  high,  supported,  profit- 
able rate.  We  might  not  be  able  to  grow  quite  as  much  of  certain  crops  but  at  least 
we'd  make  a  profit  on  what  we  did  grow  if  we  made  a  good  crop.  We  have  got  to  get 
our  farmers  back  on  a  sound  financial  basis.  It  is  imperative. 

Under  this  approach  we  would  put  our  crops  in  the  (XXJ  loan  if  the  price  at  har- 
vest time  was  too  low  to  provide  a  profit,  and  at  a  low  interest  rate  of  6  percent  or 
less  and  leave  them  there  until  the  price  went  up.  If  the  price  went  up  we'd  take 
them  out  and  sell  them  at  a  profit.  If  the  price  for  commodities  still  did  not  go  up, 
after,  say,  6  to  18  months  off  the  market,  we'd  let  the  government  have  the  collater- 
al crops  to  sell  for  what  it  could  get  overseas  in  order  to  cut  its  losses,  feed  the 
hungry  world,  punish  the  Russians,  do  whatever  it  felt  best  for  the  general  welfare, 
as  American  farmers  would  be  adequately  protected.  During  the  many  years  that 
we  used  this  approach  the  government  actually  made  money  on  the  deal  much  of 
the  time.  They  still  do  on  the  tobacco  program. 

As  we  said  earlier  we  are  not  married  to  a  90  percent  of  parity  program.  If  some 
bright,  young  sport  has  a  better  idea  that  wiU  work  and  provide  American  farmers 
with  a  stable,  adequately  high,  government  backed  market  for  their  commodities, 
our  minds  are  open.  But  no  dependably  successful  program  will  hinge  on  the  free 
market  or  on  the  export  market. 

You  see  what  we've  done  here  is  give  ourselves  two  vast  imponderables  instead  of 
one.  One  we're  probably  going  to  have  always.  That  is  the  weather  and  other  acts  of 
God.  We've  adways  had  that,  but  now  we  have  added  another,  the  fluctuating 
market.  So  that  now  even  if  we  are  lucky  enough  and  skillful  enough  to  mxxiuce  a 
good  crop  the  bottom  can  fall  out  of  the  market  and  we  still  lose  money.  This  hap- 
pened most  recently  in  1981. 

The  added  imponderable  is  placing  so  much  additional  weight  on  farmers  that  we 
now  read  that  certain  companies  are  holding  clinics  to  help  farmers  cope  mentally 
and  physically  with  the  added  stress.  And  everybody  these  days  knows  what  heavy 
added  stress  does  to  the  human  body.  It  causes  high  blood  pressure,  stroke,  heart 
attacks  and  a  varietv  of  other  physical  ailments.  Is  "getting  the  government  out  of 
agriculture"  worth  tnat  much  to  you,  and  your  family,  my  fnend? 

(4)  That  we  must  export.  That  without  exports  farm  prices  would  be  even  lower 
than  they  are.  This  second  sentence  is  very  true,  without  exports  prices  would  be 
lower  still.  But  that  is  assuming  the  existence  of  the  present  farm  program  which  is 
based  almost  entirely  for  its  success  on  an  ever  increasing  volume  of  exports.  This 
program  would  be  removed  and  replaced  with  the  one  discussed  under  which  ex- 
ports would  be  of  no  importance.  The  present  program  sounds  like  a  good  idea,  but 
it  isn't  working  and  will  never  work  dependable. 

(5)  That  a  program  of  this  nature  would  drive  up  prices  at  grocery  and  other  con- 
sumer levels  causing  great  howls  of  public  discontent.  Answer:  Consumer  outlets, 
including  the  big,  monopolistic  grocery  chains,  are  going  to  go  up  on  their  prices  as 
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much  as  the  traffic  will  bear  anyway.  All  polls  show  that  consumers  do  not  blame 
farmers  for  high  grocery  prices  and  do  indeed  understand  what  a  small  portion  of 
prices  for  farm  products  go  to  farmers  anyhow.  Grocery  prices  go  down  very,  very 
little  when  farm  prices  go  down  and  continue  to  go  up  generally  no  matter  what 
farm  prices  do.  This  is  just  a  slick  argument  used  by  free  market  advocates  to  cover 
their  real  motives.  And,  besides  that,  how  many  prices  have  you  been  able  to  drive 
down  lately  by  complaining? 

What  is  needed  is  a  program  with  no  assumptions,  no  random  theories,  no  what- 
ought-to-bes.  A  tight  allotment  program,  properly  administered,  will  not  lead  to 
large  surpluses. 

Current  problems  in  the  dairy  industry  have  come  about  because  no  effort  has 
been  made  in  production  controls.  The  unusually  powerful  dairy  lobby  has  managed 
to  get  it  both  ways  for  their  farmers.  High  supports  and  little  or  no  controls.  We 
had  allotments  for  the  high  loan  crop  program  and  a  balance  was  maintained  that 
made  it  the  best  and  cheapest  farm  program  we  have  every  had.  Anyone  who  says 
the  U.S.  farm  program  from  1938  to  1953  was  expensive  is  wrong.  Some  of  our  farm 
organization  leaders  seem  to  have  forgotten  everything  prior  to  Benson's  large  sur- 
pluses. 

(1)  High  loan  rates  worked  well  for  many,  many  years,  giving  us  a  stable  agricul- 
tural economy.  The  accusation  that  they  caused  expensive  surpluses  prior  to  1953 
Ob^nning  of  the  Benson  years)  are  false. 

(2)  Farmers  had  an  iron-clad  assurance  of  a  price  floor  under  their  commodities. 

(3)  Banks  and  other  lending  agencies  had  a  guarantee  to  back  up  production 
loans.  They  profited,  too. 

(4)  Agribusiness  prospered  through  sales  to  prosperous  farmers. 

(5)  The  government  very  often  made  money  through  interest  on  redeemed  OOC 
loans. 

(6)  Acreage  controls  work  if  properly  administered.  They  can  be  managed  to  work 
without  creating  undue  surpluses. 

What  we  propose  on  the  High  Loan  or  parity  of  90  percent. 

1.  That  parity  be  set  at  90  percent. 

2.  The  loan  can  not  be  made  except  for  9  months,  if  not  sold  the  government  takes 
possession.  They  then  in  turn  can  take  it,  dump  it  in  some  foreign  country,  give  it  to 
welfare,  schools  or  go  dump  it  in  the  Ocecm.  Keeping  enough  in  reserve  for  a  crop 
failure. 

3.  That  this  be  mandatory  acreage  control  or  bushel  control. 

4.  It  will  be  a  referendum  vote  3  months  before  actual  planting  date  or  a  simple 
majority  will  be  enough. 

5.  No  deficiency  payments. 

6.  No  payment  of  any  kind  unless  the  states  are  declared  disaster  areas. 

7.  Do  completely  away  with  grain  reserve,  it  is  a  cloud  over  the  farm  market,  it 
holds  prices  down. 

8.  No  double  cropping. 

9.  Hav  could  be  grown  on  set  aside  acres. 

10.  We  need  to  utilize  all  farm  land. 

WHEAT  BOARD 

A  wheat  board  shall  be  enacted  for  the  wheat  program  with  a  vote  of  the  produc- 
ers. If  the  producers  so  ratifv  a  wheat  board  it  should  be  composed  of  15  members;  7 
from  the  consumer  side  and  8  from  the  farmers,  each  from  a  different  area  of  the 
United  States.  This  wheat  board  shall  regulate  the  production  of  wheat,  the  pricing 
of  wheat  and  any  other  regulation  that  is  deemed  necessary  for  the  production  of 
this  commodity. 

THE  ADMINISTRATION  FARM  BILL 

The  Administration's  bill  is  an  absolute  blueprint  for  disaster,  both  for  fiarmerB 
and  consumers.  We  farmers  don't  particularly  want  federal  money,  we  want  a  long 
term  policy  that  will  provide  stability  and  one  that  will  allow  us  to  make  a  profit 
Our  present  farm  prices  (farm  program)  stirs  pre-depression  parallels.  Some  experts 
see  strong  parallels  between  the  farm  crisis  in  the  1920's  which  is  often  ranked  as 
the  single  most  important  cause  of  the  depression.  If  I  were  to  pick  a  date,  I  would 
say  maybe  we  were  about  like  we  were  in  1928. 

If  the  Administration's  plan  prevails  there  will  be  a  new  15  year  farm  law  that 
phases  down  some  favored  price  support  mechanisms  in  its  first  5  years.  We  farmers 
Haven't  made  it  in  the  last  4  years  of  the  Administration,  how  can  we  make  it  in  15 
with  what  they  propose. 
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I  am  definitely  against  the  Administration's  bill. 

AGRICULTURE  AND  THE  DEFENSE  DEPARTMENT 

Let's  take  and  do  away  with  the  Agriculture  Department  completely  and  put  us 
under  the  Defense  Department.  As  they  say  the  Army  travels  on  its  stomach  and 
we  farmers  product  food  for  the  stomach.  Under  the  Defense  Department  we  farm- 
ers could  then  contract  with  the  Defense  Department  to  produce  this  commodity  for 
cost  plus  10  percent  with  a  little  overrun,  than  all  farmers  could  be  tremendously 
happy.  We  could  all  get  rich  we  wouldn't  have  to  worry  with  David  Stockman.  No 
worries  would  mean  we  would  be  in  heaven. 

1949  LAW 

If  the  Congress  has  not  the  guts  to  settle  down  and  come  up  Mdth  a  good  fair  farm 
bill,  let's  not  have  any  bill  at  all,  let's  fall  back  on  the  1949  Law,  at  least  we  would 
be  making  more  than  we  are  today.  I  think  that  is  enough  said. 

DAIRY  FARM  BILL 

The  only  dairy  farm  bill  that  I  could  recommend  would  be  a  dairy  board  bill.  In 
this  board  would  be  invested  power  to  control  prices,  production,  advertising  and 
any  and  all  things  that  would  pertain  to  the  dairy  or  milk  production.  Bases  would 
be  set  up  for  each  and  every  dairyman,  production  would  be  set  by  the  amount  of 
usage  of  the  milk.  Any  excess  production  would  be  bought  for  the  use  of  welfare, 
school  children.  The  excess  amount  of  milk  could  not  run  over  1  billion  per  year  to 
the  government. 


Farmers  are  really  not  worried  about  interest,  they  worry  about  making  a  profit. 
If  interest  is  high  and  they  can  still  make  a  profit  so  be  it. 

EXPORTS 

In  1972  or  1973  we  exported  approximately  7  Billion  Dollars.  In  1982  we  exported 
over  40  Billion  Dollars.  Where  aid  the  money  go,  the  farmers  didn't  get  it.  We 
cannot  depend  on  exports,  here  today  gone  tomorrow. 

TRADE  WITH  FOREIGN  COUNTRIES 

There  is  a  very  simple  solution  for  this.  We  import  what  you  import. 

DEPARTMENT  OF  AGRICULTURE— BANGS  PROGRAM 

This  can  be  solved  by  mandatoiy  calf  hood  vaccination  and  that  no  female  animal 
shall  cross  state  lines  unless  officially  vaccinated.  This  would  save  many  millions  of 
dollars. 


Statement  of  Janice  Garrett,  National  WIFE  Feed  Grains  Commodity 
Chairwoman,  Women  Involved  in  Farm  Economics 

Mr.  Chairman,  Members  of  the  Committee:  I  wish  to  submit  my  testimony  on  the 
farm  economy  which  I  believe  is  on  the  verge  of  collapse.  It  is  a  deteriorating  situa- 
tion which  I  feel  desperately  demands  your  immediate  attention. 

My  name  is  Janice  Garrett.  My  husband  and  I,  along  with  our  children,  are  farm- 
ers who  own  £md  rent  farm  and  grassland  in  the  south  central  part  of  Nebraska.  We 
are  the  third  and  fourth  generations  to  care  for  this  land,  some  of  which  has  been 
owned  by  our  family  for  one  hundred  years.  We  have  a  medium-sized  diversified  op- 
eration which  consists  of  300  acres  of  irrigated  com,  a  50-head  registered  cow-calf 
herd,  and  a  small  amount  of  alfalfa  hay. 

I  am  representing  WIFE,  Women  Involved  in  Farm  Economics,  as  their  National 
Feed  Grains  Commodity  Chairwoman.  The  members  of  our  grassroots  organization 
are  determined  to  work  closely  with  other  organizations  in  finding  a  workable  solu- 
tion to  the  financial  crisis  confronting  Rural  America. 

I  come  before  you  today  because  of  my  great  concern  about  what  is  happening  in 
Rural  America.  The  most  dependable  and  efficient  producers  of  food  and  fiber  this 
world  has  ever  seen  are  being  forced  from  the  land  because  of  a  lack  of  profit  being 
generated  by  the  raw  products  we  are  producing.  As  we  face  the  reality  of  250  farm- 


Digitized  by 


Google 


516 


ers  going  out  of  business  today  and  every  day  under  present  conditions,  no  one  rec- 
ognizes the  need  for  the  development  of  sound  agricultural  policy  more  than  we  who 
are  involved  in  production  agriculture.  The  destiny  of  the  few  commercial  family 
farmers  and  ranchers  who  are  left  depends  on  farm  policy  that  will  provide  the  op- 
portunity for  profit.  We  believe  this  will  result  in  the  well-being  of  all  ag-relat«l 
industries,  the  viability  of  Rural  America,  and  the  economic  stability  of  the  entire 
nation. 

WIFE  recommends  that  policy-makers  enact  into  legislation  and/or  refine  the  fol- 
lowing points  which  we  feel  are  compatible  with  recommendations  fi-om  other  l^ivd- 
ing  farm  organizations. 

Commodity  Price. — The  foremost  issue  is  price.  Policy  must  be  made  which  will 
establish  and  protect  a  price  recovery  system  for  commodities  in  the  market  plaoe, 
that  allows  a  profit  to  the  producer.  All  other  recommendations  for  a  1985  Farm 
Bill  are  so  closely  tied  to  this  most  important  point  of  A  PRICE  FOR  OUR  PROD- 
UCTS THAT  ALLOWS  US  TO  REALIZE  A  PROFIT,  that  to  cure  our  other  prob- 
lems and  ignore  it  will  negate  any  and  all  time,  money  and  effort  exhausted!  Our 
industry  is  different  from  all  others  in  the  fact  that  we  do  not  have  the  opportunity 
to  price  our  own  products.  Any  other  business  13  able  to  monitor  its  cost  of  produc- 
tion, add  a  fair  profit  and  set  its  own  price.  With  agriculture,  government  vs  in- 
volved in  decisions,  economic  and  otherwise,  and  virtually  every  decision  comes 
down  on  the  side  of  plenty  to  insure  a  ready  supply  of  cheap  food  for  its  people,  the 
majority  of  which  are  not  involved  in  producing  that  food.  If  the  farm  proauoer  is 
expected  to  subsidize  the  American  consumer  with  cheap  food  at  the  grocery  store, 
then  we  must  be  protected  at  the  other  end  in  order  to  insure  a  supply. 

WIFE  joins  other  farm  groups  in  their  concern  over  supply  management.  The  pro- 
gram must  provide,  along  with  a  loan  rate  keeping  pace  with  cost  of  production,  a 
well-defined  mechanism  for  balancing  production  with  domestic  and  export  con- 
sumption levels  and  a  reasonable  carry-over.  We  strongly  recommend  that  such  set- 
aside  or  supply  management  program  be  on  a  unit  basis. 

Closely  tied  to  production  controls  should  be  a  conservation  program  which  will 
encourage  and  enable  the  U.S.  farmer  to  use  conservation  practices.  To  preserve  our 
valuable  land  in  its  best  condition  for  future  generations  requires  that  a  long-term 
commitment  be  made  by  the  American  public. 

Farm  credit.— To  insure  that  the  credit  needs  of  the  U.S.  agricultural  industry  are 
adequately  met  at  the  lowest  possible  interest  rate.  Our  myth  of  a  fi*ee-enterpriBe 
system  is  slipping  too  close  to  a  gpvemment-owned  agriculture  system.  Of  the  ^15 
billion  in  farm  debt,  $25  billion  is  held  by  FHA,  just  one  of  a  handful  of  federal 
agencies  that  lend  money  to  agriculture.  SBA  farm  disaster  locms  for  last  year 
amounted  to  $2.2  billion  through  November.  One  study  shows  Federal  agencies  hold- 
ing at  least  54%  of  the  agriculture  debt. 

This  past  month  I  participated,  along  with  other  farmers  and  ranchers,  in  a 
roundtanle  discussion  with  representatives  of  the  Eighth  farm  credit  district  banks 
of  Omaha  covering  Iowa,  Nebraska,  South  Dakota  and  Wyoming  which  included 
Federal  Land  Bank,  Federal  Intermediate  Credit  Bank,  Bank  for  Cooperatives  and 
Production  Credit  Associations.  Their  year-end  statistics  show  a  considerable  dete- 
rioration in  net  worth  and  earnings  from  1983.  Without  exception,  there  were  in- 
creases in  delinquencies,  foreclosures  (Nebraska  showing  a  600%  increase  alone!), 
loan  charge-offs,  and  acquired  properties.  These  numbers  did  not  show  voluntary  li<h 
nidations.  In  discussing  these  problems  Math  WIFE  members  firom  other  areas,  I  foel 
this  is  a  representative  condition.  It  is  a  fact  that  credit  extended  to  formers  with- 
out realizinga  profit  firom  our  commodities,  only  drives  the  farmer  deeper  in  ddbt 
As  for  the  FHA  servicing  the  problem,  the  insurmountable  amount  of  paperwork, 
coupled  with  a  lack  of  personnel,  results  in  a  program  that  is  doomea  to  failure 
from  the  beginning.  A  debt  write-off  program,  as  is  done  for  some  foreign  countries, 
may  be  required  in  order  to  insure  a  continued  supply.  So  once  again  we  oome  back 
to  the  problem  of  pricing  our  products  that  I  talked  about  in  the  beginning.  We 
need  a  positive  income. 

Long  term  program.— Must  be  bi-partisan,  withstcmding  changes  in  the  adminis- 
tration, with  fiexibility  for  adjusting  to  changes  on  domestic  and  world  eocmomies. 

If  working  within  the  framework  of  presently  established  USDA  programs,  we 
would  like  to  recommend  these  policies  be  included.  Price  protection  in  the  form  of 
loan  rates  or  target  prices  must  be  established  at  no  less  than  the  cost  of  production 
and  should  cover  all  agricultural  commodities.  WIFE  stcmds  on  record  as  opposing 
the  $10,000  cap  recommended  by  the  administration  because  it  would  only  netp  the 
part-time  farmer  who  has  another  source  of  income.  According  to  University  or  Ne- 
braska studies,  the  family  farms  who  produce  a  large  share  of  our  products  are 
caught  the  tightest  in  the  present  financial  squeeze.  Mid-size  family  farms  with 


Digitized  by 


Google 


517 


gross  sales  of  $10,000  to  $250,000  annually  include  40%  of  the  total  U.S.  farms  and 
produce  40%  of  our  commodities.  Of  these,  33%  are  in  economic  stress  Mdth  a  debt- 
asset  ratio  of  40%  to  70%.  Because  of  this,  it  is  my  own  personal  belief  that  realistic 
payments  should  show  a  preference  to  the  middle-sized  family  farm.  WIFE  defines  a 
family  farm  as  a  form  of  business  enterprise  in  which  the  management  decisions 
are  made  by  a  family  engaged  in  the  production  of  food  or  fiber  for  profit,  which  is 
intended  to  provide  the  major  source  of  income  and  capital  for  investment. 

A  commodity  reserve  program,  farmer-held,  should  be  continued  at  a  reasonable 
level  and  be  implemented  in  a  manner  that  will  not  create  a  depressed  market.  The 
ability  of  this  country's  farmers  to  produce  more  food  than  is  needed  should  be  con- 
sidered a  national  asset,  with  the  entire  nation  taking  responsibility  for  its  protec- 
tion. 

Long-term  legislation  should  include  a  revolving  loan  fund  in  the  CCC  to  elimi- 
nate the  need  for  annual  budget  outlays  for  our  commodity  loans.  Of  the  total 
USDA  budget  for  1985  of  $37,742  billion,  27Mi%  is  used  for  commodity  programs. 
The  fact  that  only  a  fraction  of  the  total  USDA  budget  actually  reaches  the  produc- 
er is  widely  misunderstood  by  the  public. 

I  would  like  to  refer  you  to  what  I  consider  a  very  important  study  recently  re- 
leased from  the  Food  and  Policy  Research  Institute,  hereafter  referred  to  as  FAP^. 
This  was  a  joint  effort  by  the  University  of  Missouri  and  Iowa  State,  founded  by 
Ck)ngress,  anal3rzing  the  consequences  of  different  policy  programs.  FAPIU's  comput- 
erized findings  were  not  yet  available  when  our  national  steering  committee  met  in 
late  January.  For  this  reason,  I  personally  urge  you  to  take  them  into  consideration 
when  addressing  the  problem  of  farm  income.  Briefiy,  as  I  understand  it,  an  in- 
crease in  foreign  demand  shows  farm  income  remaining  about  the  same.  Voluntary 
programs  don't  offer  much  hope  for  improving  farmers'  incomes.  Continuing  present 
programs  offers  little  change.  Market-oriented  policy  would  leave  farmers  with  less 
income.  Turning  to  a  mandatory  control  program  could  bring  a  bigger  boost  to  farm 
income,  but  only  by  imposing  tight  controls  and  shrinking  the  volume  of  the  agricul- 
tural  plant. 

WIFE  opposes  a  recourse  loan  policy  that  would  only  act  as  a  cash  fiow  tool  and 
would  no  longer  be  a  price  protection  devise. 

We  urge  changes  in  the  U.S.  trade  policy  to  develop  and  expand  our  export  mar- 
kets for  all  agricultural  products,  at  or  above  the  cost  of  production,  with  the  pro- 
ducers realizing  at  least  a  share  of  the  benefit.  With  %  of  our  present  feed  grain 
production  being  used  domestically,  and  the  remaining  Vs  being  shipped  abroad,  ex- 
ports are  essential  to  a  healthv  U.S.  agriculture.  However,  to  expect  exports  to  stop 
the  collapse  of  agriculture  ana  agribusiness  is  false  and  misleading.  WIFE  asks  that 
an  export  credit  revolving  fund  be  appropriated.  We  feel  that  implementation  of 
this  fund  is  vitally  needed. 

Our  organization  believes  we  need  strong  embargo  protection.  We  believe  govern- 
ment embargoes  weaken  the  marketing  cr^bility  of  our  nation  and  are  directly  re- 
sponsible for  losses  of  income  to  the  American  agricultural  producer.  We  believe 
tnat  in  the  case  an  embargo  becomes  necessary  for  the  defense  of  this  nation,  that  it 
be  a  complete  embargo  of  all  U.S.  technology  and  products  with  steps  taken  to 
insure  that  American  products  will  not  arrive  in  the  embai^oed  nation  through  a 
third  party.  In  such  cases  when  agriculture  products  are  used  as  weapons  in  setting 
foreign  policy,  compensation  should  be  paid  through  the  Defense  Department 
Budget  to  the  producers  of  said  products. 

Finally,  WIFE  calls  for  a  renovation  of  the  Federal  Crop  Insurance  program 
which  will  put  the  ASCS  offices  in  charge  of  determining  which  land  is  insurable, 
and  that  there  be  a  direct  relationship  between  coverage  and  premium. 

Those  of  us  in  production  agriculture  have  become  victims  of  a  point  in  time 
when  ill-advised  and  uninformed  administrators  have  implemented  policies  designed 
to  halt  the  normal  transaction  of  a  successful  agricultural  business,  and  the  transi- 
tion of  land  from  one  generation  to  the  next.  Depression,  not  only  of  a  financial 
nature,  but  depression  of  a  mental  nature  is  destroying  the  farmers'  will  to  continue 
the  fight  for  economic  justice  much  longer. 

Until  this  nation's  largest  industry,  largest  consumer  and  largest  employer— AG- 
RICULTURE—is  healthy  and  profitable,  generating  real  income  rather  than  debt, 
generating  income  and  tax  revenues  with  each  dollar  turnover  and  able  to  purchase 
those  urban-produced  goods  and  services,  we  will  not  see  a  full  economic  recovery  in 
the  nation. 

I  submit  to  you  that  the  U.S.  consistency  has  a  shared  interest  in  what  happens  to 
agriculture.  As  they  again  realize  the  impact  agriculture  has  on  their  own  lives, 
their  financial  well-being,  and  their  future,  they  must  demand  a  profit  for  the  agri- 
cultural producers  of  this  country. 
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This  testimony  has  addressed  current  WIFE  proposals  for  the  1985  farm  bill  as  of 
March,  1985:  1.  Commodity  prices;  2.  Supply  management;  3.  Conservation;  4.  Farm 
Credit;  5.  Long  term  program  in  relation  to  6.  Price  Protection;  7.  Gap;  8.  Commodi- 
ty Reserve  Program;  9.  Revolving  Loan  Fund;  10.  Recourse  loans;  and  refers  to  11. 
Exports  and  12.  Export  credit  revolving  fund;  13.  Embargo  Protection;  and  14.  Fed- 
eral Crop  Insurance. 


Statement  of  David  L.  Johnson,  Corn-Soybean  Farmer,  Renvillb  Countt,  MN 

Mr.  Chairman,  Members  of  The  Senate  Agriculture  Conunittee:  I  am  honored  to 
have  the  opportimity  to  review  and  discuss  Farm  policy.  Please  consider  my  Farmer 
experience  regarding  current  Farm  problems,  effect's  of  the  strong  dollar,  severe  de- 
flation and  proposed  1985  Farm  legislation.  I  operate  an  1,800  acre  com  and  soy- 
bean Farm.  The  Farm  is  75%  owned  and  has  adequate  machine^  and  storage.  I  am 
a  third  generation  Farmer.  Our  Farm  experienced  most  of  our  Farm  growth  in  the 
GO'S  and  70's. 

The  coHapse  of  the  Farm  economy  is  widely  blamed  on  rigid  failed  current  Farm 
policy.  This  is  only  partially  true,  llie  major  Farm  economy  busting  factors  are:  ex- 
cessively high  interest  rat€»,  the  historically  high  dollar  and  the  radically  changed 
world  wheat  and  feed  grain  landscape  subsequent  to  the  Carter  grain  embargo.  Ibe 
major  macro  economic  factors  coupled  with  blatcmtly  unfair  competitor  trade  na- 
tions practices  are  causing  a  depression  on  the  Farm.  Farmers  have  absolutely  no 
control  over  these  areas  and  depend  solely  upon  representative  government  and  con- 
gressional AG  committees  for  relief  The  Farmer's  only  remedy  is  to  produce  greater 
quantities  of  grain  which  further  excaberate  the  problem  of  excessive  surplus  and 
grain  inventories. 

A  major  Farm  policy  shift  occurred  in  1980  when  Paul  Volker,  with  the  concur- 
rence of  the  Reagan  Administration,  decided  to  "sweat"  the  inflation  out  of  agricul- 
ture. This  policy  was  accomplished  by  increasing  the  spread  between  the  average 
Farm  interest  rate  and  rate  of  inflation.  Or  simplv  stated,  high  interest  rates  com- 
pared to  low  inflation  rates.  It  is  time  to  stop  sweating  out"  the  Farmer.  Tlie 
spread  between  inflation  and  Farm  interest  rates  in  1980  went  from  two  points  to 
20+  points  in  1984.  Thus,  Farm  debt  became  very  burdensome  forcing  Farm  land 
values  downward  sending  the  Farm  sector  into  deflation.  It  meant  to  this  Farmer,  a 
deflation  rate  of  10%-15%  per  year  writing  down  one  half  or  more  of  my  assets 
during  this  period  of  time.  The  underpinnings  of  agricultural  debt  are  seriously 
threatened  by  the  50%  and  more  deflation  Farm  experience. 

The  effect  of  the  loss  of  equity  under  this  policy,  which  cost  Minnesota  alone  9 
billion  dollars,  and  in  Renville  County  over  500  million  dollars,  is  devastating.  The 
cumulative  AG  debt  is  now  in  excess  of  218  billion  dollars.  A  concensus  bv  any  eco- 
nomic indicator  is  demonstrating  massive  dislocation  and  disarray  of  AG  debt,  inter- 
est and  principal.  The  result  is  severe  economic  and  social  misery  among  Farm 
people.  Federal  Government  has  a  huge  stake  coupled  with  binding  obligations  in 
AG  debt.  As  previous  stated,  much  of  this  AG  debt  has  and  is  collapsing  and  the 
question  is,  "Who  will  it  fall  upon?"  Let  me  remind  your  conmiittee,  the  UJS.  Gov- 
ernment has  massive  contingent  liabilities  to  the  Farm  credit  system,  the  F.M.HA 
loan  and  guaranteed  Farm  loan  system,  F.D.I.C,  cash  resources  are  threatened,  re- 
possessed grain  C.C.C.  grain  stocks  and  other  integrated  credit  responsttiilities. 
Thus,  the  point  can  be  clearly  made,  a  Catch  22  exists  for  the  Administration.  Tlie 
choices  are  clear  (a)  either  pass  Farm  legislation  setting  policy  which  aUows  the 
rural  sector  to  pay  its  debts,  or  (b)  continued  downward  depression  and  the  U.S. 
Government  with  the  taxpayer  paying  for  the  massive  contingent  liabilitieB  attend- 
ant to  Farm  sector  debt  defaults. 

The  misery  index  for  Farmers  has  been  very  harsh  under  this  policy.  Espedally 
the  youn^ih  Farming.  Many  AG  banks,  P.CA.'s,  and  F.M.H.A.'s  are  now  prohibit- 
ing a  father  from  starting  a  son  in  Farming.  For  46  years  under  the  safety  net  con- 
cept of  the  1934  A.S.C.S  policy,  the  spread  between  inflation  and  interest  rates  was 
less  than  four  points  providing  stability  and  prosperity.  I  am  convinced  our  extreme 
credit  liquidity  crisis  problems  are  not  caused  by  failure  of  long  standing  AG  policy 
which  has  survived  ten  presidents  and  25  congressional  elections,  a  world  war,  infla- 
tion and  a  number  of  other  factors  previously  discussed. 

The  U.S.  government  planners  are  faced  a  huge  current  200  billion  deficit  limita- 
tion. A  virtual  glut  of  grain  is  currently  headed  for  government  ownership  under 
the  C.C.C.  nonrecourse  locms  and  Reserve  V  expiration  on  January  1,  198o.  None- 
theless, agriculture  must  have  the  stabilizing  support  of  an  internal  safety  net 
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system  to  stabilize  a  severely  wounded  and  dying  Farm  industry  as  we  Farm  and 
rural  people  have  known  and  experienced. 

1.  .^nerica  is  now  a  part  of  world  grain  economy  that  is  only  partially  integrated 
into  our  external  AG  policy.  The  effects  of  government  Farm  policy  since  1980  have 
lowered  wheat  and  feed  grain  support  prices  to  discourage  world  grain  expansion. 
The  backlash  and  impact  on  Farmers  is  devastating  because  the  U.S.  economy  in- 
flated significantly  since  1980.  In  reality,  the  lowering  of  grain  support  prices  are  in 
direct  response  to  the  ever  stronger  dollar.  The  American  dollar  is  now  approxi- 
mately 200%  of  its  1980  value.  Thus,  the  stimulus  provided  to  a  competing  country 
is,  in  effect,  doubling  of  our  current  grain  prices  and  has  little  relationship  to  the 
safety  net  peg  of  grain  prices.  An  illustration:  $5  com  (2  X  $2.50)  would  yield  a  crop 
of  12  billion  bushels  or  more.  Four  years  are  enough  to  punish  American  Farmers 
with  lower  prices  in  an  effort  to  offset  the  continuing  stronger  incentives  to  our 
world  grain  competitor  expansion  plans.  The  Farmer  has  been  stretched  to  the  limit 
of  his  resources. 

The  U.S.  price  support  peg  system  for  feed  grains  and  wheat  has  set  the  world 
grain  price  since  its  inception  in  1934.  If  this  system  is  abandoned  by  the  Adminis- 
tration's Agricultural  Adjustment  Act  (A.A.A.)  of  1985,  there  is  no  other  heir  appar- 
ent to  assume  this  role.  In  all  probability,  grain  prices  would  plummet.  Evidence  the 
flat  Board  of  Trade  option  and  the  effect  of  support  levels  on  current  options. 

The  A.A.A.  assumes  that  a  free  market  system  exists  which  would  halt  the  free 
fall  of  grain  prices  when  it  is  enacted.  Preliminarv  testimony  before  the  Senate  AG 
Committee  suggests  that  a  "free  grain  market'  simply  does  not  exist.  Further, 
American  agriculture  without  exception  has  made  grain  available  to  a  willing 
buyer.  A  free  market  does  not  exist  because  all  of  our  world  competitors  have  inter- 
nal and  external  AG  policies  that  influence  grain  prices.  Some  countries  such  as  the 
E.C.C.,  use  tax  dollars  as  a  direct  subsidy  to  exit  surplus  grain  from  their  shores. 
The  U.S.  long  stcmding  AG  policy  of  supply  management  idling  land  plays  directly 
into  this  advantage  of  the  E.C.C.  and  most  of  our  world  grain  competitors.  This  is  so 
because  the  E.C.C.  policy  is  to  plant  its  entire  acreage  with  no  set-aside.  This  policy 
is  looked  upon  favorably  because  of  a  more  fully  employed  society  with  its  attendant 
benefits  of  lower  unemployment  benefits  and  welfare  costs.  Their  system  is  willing 
to  accept  the  tax  burden  of  offsetting  a  high  Farmer  price  with  tax  dollars  to  lower 
grain  prices  sufficient  to  exit  their  shores. 

SUMMARY 

America  must  play  her  role  as  the  major  world  grain  exporting  nation.  The  long 
standing  AG  policy  of  50  years  has  provided  America  with  the  greatest  quantity, 
quality  and  lowest  price  of  food  ever  known  to  a  civilization.  We  must  alter  this 
policy  by  developing  an  internal  AG  policy  which  raises  price  supports  to  levels 
which  relate  to  the  business  environment  that  our  Farmers  must  engage.  The  inter- 
nal policy  should  parallel  E.C.C.  policy  to  the  extent  it  removes  their  present  policy 
advantage  of  continued  in-roads  into  our  share  of  the  world  grain  market.  The  ex- 
ternal policy  must  provide  a  buffer  for  the  effects  of  currency  fluctuations.  Farmers 
cannot  absorb  any  further  economic  blows  caused  by  the  strong  dollar. 

RECOMMENDATIONS 

1.  An  immediate  short  term  policy  which  would  stabilize  the  downward  spiral  of 
Farm  land  prices.  The  President's  veto  of  the  Emergency  Farm  Credit  resulted  in 
fear  in  our  lending  agencies  that  a  crash  is  eminent.  Something  must  be  done  to 
restore  confidence  short  term,  to  allow  a  calculated  well-planned  long  term  solution. 

2.  A  tough  sod-buster  policy  with  paid  diversion  to  set  aside  up  to  20  million  acres 
or  more  of  highly  erodable  land.  The  current  economic  climate  is  such  that  it  can  be 
accomplished  now  at  a  far  lower  cost  than  in  any  previous  time  in  two  decades. 

3.  A  two-price  system,  domestic  and  export,  denning  internal  and  external  policy 
issues,  will  be  necessary  to  serve  as  a  buffer  to  mitigate  currency  and  macro  eco- 
nomic fluctuations.  America  must  meet  G.A.T.T.  abuses  or  its  own  terms  now.  The 
development  of  a  dual  AG  policy,  internal  and  external,  will  defuse  unfair  competi- 
tion and  preserve  and  expand  America's  share  of  world  export  markets. 

The  Administration  and  Helms  Farm  bills  would  result  in  immediate  lower  prices 
and  unacceptable  hardship  on  Farmers.  Farmers  have  been  severely  wounded  finan- 
cially and  cannot  accept  lower  prices. 

(a)  Title  I  is  positive  for  exports.  However,  it  fails  to  clearly  define  an  external 
U.S.  AG  policy.  It  circumvents  the  real  issue  in  world  grain  trade  of  retaliating 
against  unfair  trade  practices  and  is  a  half  hearted  attempt  to  place  the  American 
Farmer  upon  equal  footing  with  our  competitor  external  AG  policies.  The  flexible 
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concepts  of  grain  pricing  are  well  conceived  for  pricing  in  the  world  market.  Howev- 
er, when  applied  to  the  U.S.  internal  economic  conditions  in  which  the  Farmer  must 
operate,  the  results  are  imposition  of  world  economic  conditions  upon  the  Farmer. 
However,  a  flexible  internal  AG  policy  is  needed. 

b.  Titles  II  thru  XIV  describe  internal  AG  policy.  The  problem  with  the  principleB 
set  forth  within  them,  without  exception,  is  an  attempt  to  view  internal  Farm  prdb- 
lems  through  a  single-minded  policy  solving  both  internal  and  external  Farm  grain 
policy  issues.  The  Senate  AG  Committee  is  well  advised  to  look  at  internal  and  ex- 
ternal AG  policy  as  sepsu-ate  issues.  An  attempt  must  be  made  to  develop  a  buffer 
provided  by  a  two-tier  pricing  system  and  writing  down  export  grain  to  meet  compe- 
tition on  equal  terms.  Thus,  AG  budget  dollars  could  be  rerouted  from  an  internal 
policy  which  could  be  made  to  stand  on  the  marketplace.  The  external  policy  would 
use  pricing  criteria  of  standard  value  dollar  (i.e.,  1980),  macro  economic  factOTB,  the 
world  economy,  and  other  considerations  such  as  a  five  year  rolling  average.  The 
revenues  for  this  plan  would  be  available  from  rerouting  current  Farm  subsidieB.  If 
further  revenues  are  needed,  a  one  cent  surcharge  to  all  U.S.  food  purchases  which 
result  in  an  additional  revenues  of  9  billion  dollars  per  year. 

4.  The  AG  department  needs  to  be  for  farmers  and  agriculture.  'Remofve  food 
stamps  administration  from  U.S.D.A.  and  place  into  Health  and  Human  Services 
Department.  AG  budgets  are  bulbous  and  this  action  places  AG  budgeting  in  a  cor- 
rect public  perception.  *C.C.C.  Farmer  transactions  under  current  policy  are  cur- 
rently begun  in  a  current  fiscal  year  and  quite  often  are  paid  back  in  a  subsequent 
year.  The  result  is  an  off-budget  payback  which  results  in  an  unfair  budget  deflict 
A  more  correct  method  of  reporting  AG  budget  is  needed.  *Fanners  are  aoreiy  in 
need  of  a  secretary  of  agriculture  who  will  forcefully  serve  as  an  advocate  for  their 
concerns. 


MARCH  27  HEARING—SOYBEAN  ISSUES 

Statement  of  Hon.  Edward  Zorinsky,  a  U.S.  Senator  From  Nebraska 

Mr.  Chairman,  the  soybean  farmer's  historic  commitment  to  the  concept  of  a  free 
marketplace  is  well-known  and  commendable.  Producers  of  soybeans  remain  opti- 
mistic that  the  free  market  will  provide  them  a  profltable  price. 

Over  one-half  of  domestic  soybean  production  is  exported.  For  this  reason,  it  is 
imperative  that  the  Federal  Government  strengthen  its  stcmding  in  world  markets, 
not  only  for  the  benefit  of  soybean  producers,  but  for  all  commodities. 

In  this  regard,  the  Federal  Government  must  refrain  from  using  trade  sanctions 
as  a  tool  of  foreign  and  defense  policies,  and  must  strive  to  re-establish  the  notion  of 
contract  sanctity.  Further,  we  must  intensify  our  efforts  to  expand  established  mar- 
kets and  develop  new  ones. 

I  look  forward  to  reviewing  the  testimony  of  today's  witnesses. 


Statement  of  Hon.  Mitch  McConnell,  a  U.S.  Senator  From  Kentucky 

Mr.  Chairman:  I  think  it  is  significant  that  testimony  given  by  farmers  and  others 
on  behalf  of  the  soybean  industry  will  receive  special  attention  from  this  committee. 
Soybean  people  have  lived  with  a  simple  loan  rate  program  for  a  number  of  years, 
and  it  appears  to  this  Senator  that  the  soybean  program  will  be  a  model  for  all  com- 
modity programs,  as  we  continue  deliberations  on  the  1985  Farm  Bill. 

I  think  it  is  important  to  note  that  soybean  production,  in  terms  of  acreage  and 
yield,  has  steadily  increased  in  the  last  decade.  As  was  pointed  out  earlier  in  these 
hearings,  it  wasn't  so  very  long  ago  that  soybeans  were  nothing  more  than  cover 
crops  for  com  and  grain  sorghum.  The  exciting  growth  in  the  soybean  industiy  is 
the  shining  example  of  what  technology  can  mean  for  agriculture. 

Acreages  of  soybeans  in  Kentucky  have  increased  to  tiie  point  where  soybeans  are 
the  number  one  crop  in  Kentucky,  in  terms  of  acreage  planted  and  harvested.  Ym 
anxious  to  hear  what  the  soybean  people  have  in  mind  to  continue  this  tremendous 
growth  in  the  future. 

Thank  you  Mr.  Chairman. 
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Statement  of  Hon.  Alan  J.  Dixon,  a  U.S.  Senator  From  Ilunois 

Mr.  Chairman,  soybeans  are  vital  to  the  agricultural  sector  of  my  home  State  of 
Illinois  and,  indeed,  of  the  Nation.  Illinois  is  historically  the  number  one  producer  of 
soybeans  in  the  country. 

I  am  pleased  that  the  Chairman  has  called  this  hearing  on  soybeans.  I  look  for- 
ward to  this  morning's  testimony. 

Thank  you,  Mr.  Chairman. 


Statement  of  Roger  Asendorf,  President,  American  Soybean  Association 

Mr.  Chairman,  my  name  is  Roger  Asendorf.  I  raise  soybeans  and  com  near  St. 
James,  Minnesota,  and  I'm  currently  serving  as  President  of  the  American  Soybean 
Association.  I  appreciate  the  chance  to  be  here  today. 

The  American  Soybean  Association  is  a  national  non-profit  commodity  organiza- 
tion controlled  by  soybean  farmers.  ASA  has  some  25,000  dues-paying  members  and 
receives  financial  support  from  420,000  farmers  in  24  states  who  voluntarily  invest 
in  ASA  activities  through  checkoff  programs.  Its  objective  is  to  build  profits  for 
America's  520,000  soybean  farmers.  ASA's  megor  activities  include  expanding  ex- 
ports, promoting  domestic  sales,  sponsoring  soybean  research,  working  for  favorable 
public  policies  and  providing  information. 

Mr.  Chairman,  the  state  of  agriculture  in  1985  is  not  good.  Farmers  face  low  com- 
modity prices,  high  interest  rates  and  plummeting  land  values.  At  the  same  time, 
we  find  ourselves  in  a  moment  of  rare  opportunitv:  With  the  nation's  attention  fo- 
cused on  agriculture,  we  have  a  chance  to  renew  America's  commitment  to  a  soimd 
agricultural  industry  and  put  profits  back  in  the  picture  for  the  country's  farms. 

Today's  farmers  are  participants  in  the  world  marketplace  whether  they  want  to 
be  or  not.  Producing  solely  for  the  domestic  market  is  simply  not  an  option  unless 
we  want  to  drive  a  great  many  of  our  farmers  off  the  farm,  for  with  close  to  40 
percent  of  our  crops  being  grown  for  overseas  markets,  you  just  can't  prop  up  prices 
nigh  enough  to  make  up  for  the  loss  in  sales  if  we  abandoned  export  markets. 

If  we're  inextricably  in  the  export  market,  then,  we'd  better  be  competitive:  We'd 
better  sell  more  rather  than  less.  Yet,  as  we  all  know,  after  the  export  boom  of  the 
1970s  has  come  the  export  bust  of  the  1980s.  What  caused  the  slump? 

The  U.S.  dollar  rose  dramatically  against  other  currencies,  so  that  U.S.  exports 
became  were  more  expensive  for  our  foreign  customers  to  buy. 

World  recession  made  demand  fall;  anemic  recovery  in  many  countries  kept  it 
down. 

Competing  nations,  such  as  Brazil  and  the  European  Community,  subsidized  their 
exports  and  underbid  the  U.S.  for  market  shares. 

The  1980  grain  embargo  shut  the  U.S.  out  of  what  was  then  a  growing  Soviet 
market  and  helped  give  our  nation  a  reputation  as  an  unreliable  supplier. 

The  international  debt  crisis  caused  Third  World  countries  to  reduce  their  im- 
ports and  expand  their  exports,  agricultural  and  otherwise,  in  order  to  improve 
their  trade  balances. 

Both  importing  and  exporting  nationas  had  increased  their  food  production  be- 
cause of  good  weather,  higher  prices  and  other  factors. 

Each  of  these  factors  and  many  more  played  a  part  in  making  U.S.  products  less 
competitive.  Three  years  ago  ASA  would  have  assured  the  Committee  that  the 
United  States  was  the  most  efficient  supplier  of  soybeans  in  the  world.  We  cannot 
make  that  claim  today.  In  the  last  three  years,  we've  seen  our  competitive  advan- 
tage disappear — not  because  of  anything  American  soybean  farmers  have  done  or 
not  done,  but  because  of  factors  over  which  they  can  exercise  no  control:  subsidies  to 
foreign  exporters,  exorbitant  real  interest  costs  in  the  U.S.,  and  most  of  all  the  rise 
in  the  value  of  the  dollar. 

I've  included  with  my  testimony  some  graphic  illustrations  of  just  what  the  high 
dollar  does  to  us.  Charts  1  through  5  compare  the  price  of  U.S.  soybeans  in  our  cus- 
tomers' currencies  with  the  level  of  U.S.  soybean  exports  to  those  countries.  For  vir- 
tually every  one  of  our  top  five  customers,  the  same  pattern  emerges:  the  effective 
price  of  U.S.  soybeans  to  our  customers  rose  in  1983  and  1984;  the  volume  they 
bought  dropped.  That's  first-semester  economics,  of  course:  demand  falls  as  price 
rises.  But  today's  world  of  floating  exchange  rates  puts  a  new  twist  on  the  old  prin- 
ciples, since  American  farmers  don't  have  the  higher  prices  to  console  them  for  the 
sales  volume  they're  losing.  As  Chart  6  shows,  U.S.  prices  have  been  flat  or  falling 
in  recent  years,  while  the  effective  price  our  customers  pay  has  been  rising. 

The  U.S.  dollar  is  high  for  several  reasons.  Congress  should  take  a  close  look  at 
all  the  factors  involved,  and  may  want  to  ask  itself  whether  interest  earned  on  for- 
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eign  capital  is  being  taxed  equitably,  compared  to  interest  earned  by  U&  invcstoti. 
Another  reason  the  dollar  is  overvalued  is  that  the  real  interest  return  on  dollar 
investments  is  being  kept  hi^ier  than  it  should  be  because  of  excessive  federal  bor- 
rowing to  finance  the  U.S.  bijudget  deficit. 

Government  is  spending  too  much  money.  It  must  spend  leas.  We  believe  deficit 
reduction  should  be  the  first  priority  of  domestic  policy,  and  that  means  restzBiniDg 
federal  spending.  Fsu-mers  are  willing  to  accept  their  fair  share  of  the  cuts  tf  oCfaen 
do  likewise,  but  they  don't  believe  it's  fair  for  agriculture  to  undergo  i 
while  some  other  parts  of  government  see  only  reductions  in  thdr  rate  of  i 

MAKING  AGRICULTURAL  POUCT  "PRO-TRADB" 

The  American  Sosrbean  Association  supports  a  pro-trade  agricultural  pcdicy  that 
will  allow  the  United  States  to  be  the  preferred  supplier  of  agricultural  prodoctB  for 
the  world  market.  ASA  believes  agricultural  export  policy  should  be  liUe  I  of  the 
new  Ag  Bill.  It's  time  to  declare  to  our  onnpetitors  that  selling,  not  storing,  is  our 
top  priority. 

Clearly,  agriculture  has  to  set  priorities  in  this  new  legislation.  We  must  decide 
what  kinds  of  policies  the  agricultural  community  wants--aiid  what  taxpayera  can 
afford.  In  a  time  of  lean  budgets,  we  must  make  hard  choices  about  what's  impor- 
tant to  us. 

ASA  does  not  believe  U.S.  agriculture  can  prosper  without  expanded  exports.  It 
therefore  behooves  the  nation  to  work  toward  a  fair  international  trade  arena.  And 
it  b^u>ove8  us  to  devote  some  resources  to  competing  and  selling. 

ASA  supports  a  coherent  system  of  Sales  Financing  and  Infrastructure  Develop- 
ment (SFID)  as  the  best  way  to  tailor  our  sales  efforts  to  our  customers'  biqFmg 
needs  and  abilities.  This  concept  should  have  two  primary  applications: 

Direct  Sales  Expansion,  primarily  through  credit  packages  for  foreign  pardiasm 
of  U.S.  commodities,  in  the  form  of  both  direct  credit  and  credit  guarantees;  and 

Infrastructural  Investment  to  build  up  countries'  long-term  capacity  to  buy  and 
utilize  U.S.  products. 

Each  application  calls  for  somewhat  different  tools.  Direct  Sales  Expansion,  for  in- 
stance, should  include  (1)  traditional  programs  like  GSM-102  guarantees  amA  GSM- 
5  credits;  (2)  a  new  intermediate  "bridge"  program  to  provide  export  credit  with  8- 
10  year  repayment  terms  for  countries  who  cannot  meet  GSM-102  terms  but  have 
moved  beyond  P.L.  480  donations;  and  (3)  an  enhanced  Food  for  Peace  program  for 
countries  at  the  bottom  of  the  economic  ladder— perhaps  in  combination  with  the 
President's  Food  for  Progress  initiative. 

Infrastructural  Investment  also  makes  long-term  sense.  Until  a  country  can  re- 
ceive, store  and  distribute  commodities  efficiently,  its  potential  as  a  U JS.  marfcet  is 
limited.  Infrastructure  lending  should  be  used  to  finance  improvements  in  a  oocm- 
try's  capacity  to  handle,  store,  market,  process  and  distribute  U.S.  onnmoditieB.  Re- 
payments should  be  set  up  on  a  3-10  year  schedule.  A  portion  of  the  repayment 
should  be  made  in  local  currency,  and  used  by  USDA-approved  cooperator  groiqa 
for  market  development  activities  within  the  country. 

The  SFID  concept  embraces  forms  of  direct  aid  like  Food  for  Peace.  Where  possi- 
ble, though,  it  relies  on  providing  financing  packages  which  can  make  it  mors  at- 
tractive to  buy  from  the  United  States.  In  this  way,  we  can  move  toward  our  goal: 
supplier  of  first  resort,  not  last.  SFID  can  help  the  U.S.  build  markets  .  .  .  and  keep 
them. 

We  will  not  be  able  to  build  markets,  however— indeed,  we  will  not  even  be  able 
to  keep  the  ones  we  have — if  government  insists  on  crippling  the  very  programs  de- 
signed to  restore  U.S.  market  share.  One  very  pertinent  example:  the  recent  court 
decision  that  cargo  preference  laws  must  apply  to  USDA's  blended  credit  program. 
Because  cargo  preference  means  higher  shipping  costs  due  to  unonnpetitive  UB.- 
flag  rates,  tlus  decision  basically  prices  the  blended  credit  program  out  of  the  world 
market  The  same  thing  will  happen  to  the  GKSM-102  credit  guarantee  program  if 
sidbeequent  lawsuits  render  it  subject  to  cargo  preference  as  welL  There  s  only  one 
answer,  Mr.  Chairman:  CongresB  must  reverse  this  court  ruling,  and  at  the  same 
time  niake  a  basic  reform  of  the  nation's  maritime  policies.  Cugo  preference  is  a 
subsidy  to  the  U.S.  merchant  fleet,  and  as  such  it  should  not  come  out  of  the  USDA 
budget.  If  our  merchant  fleet  is  a  matter  of  national  security,  then  cargo  preference 
should  be  p^  of  the  Defense  budget  We  need  truth  in  budgeting,  and  we  need  a 
total  exemption  from  cargo  preference  for  agricultural  commodities,  induding  those 
shipped  under  the  Food  for  Peace  program. 


Digitized  by 


Google 


523 


THE  SOYBEAN  LOAN  PROGRAM 

When  it  comes  to  the  loan  program  for  soybeans,  ASA  is  reminded  of  an  old 
sa3ring:  "If  it  ain't  broke,  don't  fix  it."  We  believe  the  soybean  loan  program  should 
continue  in  its  present  form. 

It's  important  to  understand  the  purpose  of  the  soybean  loan  program.  It  is  not 
intended  to  guarantee  soybean  farmers  a  profit.  It  is  not  intended  to  set  the  market 
price. 

Soybean  farmers  view  the  loan  program  as  a  source  of  credit  and  cash  flow,  and  a 
protection  against  really  precipitous  price  drops.  By  that  standard,  it's  worked  quite 
well.  The  pro-am  begins  with  an  average  of  market  prices  for  the  last  five  years, 
dropping  the  high  and  low  years.  The  loan  rate  is  set  at  75  percent  of  this  average, 
with  a  $5.02  minimum.  This  minimum,  in  turn,  could  fall  if  prices  averaged  less 
than  105  percent  of  the  loan.  That  hasn't  happened,  but  if  it  did,  the  loan  rate  could 
be  reduced  10  percent  per  year,  but  not  to  less  than  $4.50  per  bushel. 

ASA  asks  Congress  to  extend  this  program  unchanged.  ASA  opposes  any  target 
price  or  deficiency  payments  for  soybeans.  We  oppose  any  government  restrictions 
on  U.S.  soybean  acreage,  and  we're  against  storage  payments  or  the  establishment 
of  a  reserve  program  for  soybeans.  We  also  strongly  urge  Congress  not  to  allow  soy- 
beans to  be  planted  on  land  that's  idled  under  government  programs  for  other  crops. 

Let  me  repeat  that  the  soybean  loan  program  has  been  a  success.  It  assuredly 
hasn't  kept  soybean  farmers  from  feeling  the  same  ptdn  that  all  of  agriculture  has 
undergone  in  recent  years— but  nobody  could  reasonably  have  expected  it  to  do  that. 

There  haven't  been  unmanageable  soybean  surpluses.  During  the  past  nine  mar- 
keting years,  the  ratio  of  ending  soybean  stocks  to  total  use  has  averaged  12.1  per- 
cent, the  lowest  of  all  the  megor  program  crops. 

During  the  1981-83  period,  a  very  difficult  time,  the  ratio  of  farm  prices  to  pro- 
duction costs  was  higher  for  soybeans  than  for  any  other  mcgor  program  crop.  The 
same  pattern  emerges  if  you  use  the  older  "pjuity"  concept  for  comparison. 

Finally,  the  soybean  loan  program  hasn^  been  expensive  to  taxpayers.  In  some 
years,  in  fact,  more  money  is  taken  in  through  loan  repayments  tnan  is  lent  out. 

Different  commodities  have  different  characteristics  and  needs.  ASA  doesn't  seek 
to  influence  commodity  programs  which  have  no  impact  on  soybeans.  But  our  loan 
program  works  for  soybean  farmers.  It  works  for  the  taxpayer.  It  should  continue 
unchanged. 

OTHER  ISSUES 

Many  other  elements  must  go  into  a  successful  1985  Ag  Bill.  Funding  for  coopera- 
tive market  development,  for  example,  should  continue,  Mdth  adequate  resources 
from  both  farmers  and  the  public.  In  addition,  the  nation  should  reaffirm  and  renew 
its  commitment  to  agricultural  research  and  extension — an  investment  that  has  tra- 
ditionally paid  a  very  high  rate  of  return.  ASA  believes  our  nation's  research  effort 
should  focus  on  increased  product  utilization,  improved  production  efficiency  and 
lower  costs  of  production. 

We  also  support  a  national  effort  to  conserve  soil  and  water  resources  for  future 
generations.  Continued  cooperative  efforts  with  landowners,  like  the  Agricultural 
Conservation  Program,  are  very  important. 

At  the  same  time,  the  Soybean  Association  strongly  supports  allowing  states  and 
local  areas  to  determine  conservation  practices  that  best  meet  loc€d  needs,  rather 
than  having  all  decisions  made  in  Washington.  Conservation  should  be  a  voluntary 
effort,  and  people  who  know  the  soil  and  water  conditions  in  their  own  areas  are 
usually  better  able  to  steward  the  resource  base  than  bureaucrats  far  away  in 
Washington.  Conservation  should  be  a  matter  of  cooperation,  not  coercion— though 
there  is  no  reason  for  taxpayers  to  subsidize  crops  grown  on  highly  erodible  land 
that  hasn't  been  in  production  before. 

ASA  would  like  to  thank  the  Committee  for  considering  our  views  on  the  1985 
Agricultural  Bill.  Our  nation  has  some  critical  choices  to  make  about  agricultural 
policy.  We  must  be  honest  enough  to  admit  that  the  world  has  changed.  What 
worked  in  1935  may  not  work  in  1985.  Today's  agriculture  is  a  dynamic,  changing 
industry  that  depends  as  never  before  on  international  markets.  If  it  is  to  succeeo, 
agricultural  policy  must  respond  to  those  markets.  That  does  not  mean  that  there  is 
no  role  for  government — there's  certainly  a  proper  federal  role,  for  example,  in  com- 
batting foreign  export  subsidies  and  trade  barriers,  and  putting  a  meaningful 
amount  of  effort  and  capital  behind  promoting  agricultural  exports.  Expanding  agri- 
cultural exports  in  this  way  will  help  not  only  agriculture  but  also  the  country  as  a 
whole  by  reducing  our  foreign  trade  deficits. 

Thank  you  for  your  attention,  Mr.  Chairman,  and  I'll  be  happy  to  try  and  answer 
any  questions  you  may  have. 
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Statement  of  John  F.  Sharp,  Representing  the  Alabama  Farm  Bureau,  Soybean 

Division 

Mr.  Chairman,  I  am  John  Sharp,  representing  the  Soybean  Division  of  the  Ala- 
bama Farm  Bureau  Federation.  I  farm  1,000  acres  of  soybeans  in  Mobile  County.  I 
am  active  in  my  state  and  county  Farm  Bureau  and  currently  serve  as  chairman  of 
the  State  Soybean  Committee.  I  was  privileged  to  serve  as  a  member  of  the  USDA 
Soybean  Research  Advisory  Institute.  Today,  I  will  limit  mv  remarks  to  just  five 
topics  which  are  of  interest  to  the  sovbean  producers  of  Alabama,  they  are:  1.  Hie 
Soybean  Loan  Program;  2.  Research;  3.  DoubleOopping;  4.  Trade  Policy;  and  5.  Say- 
bean  Exports. 

soybean  loan  program 

The  current  soybean  loan  program  as  authorized  under  the  1981  Act,  provides  our 
commodity  a  safety  net  without  involving  any  direct  government  payments,  or  pro- 
duction controls  and  only  minimum  government  program  costs.  The  formula  for  de- 
termining the  "loan  rate"  at  75%  of  the  five  year  moving  average  of  the  "aeason 
average  price"  excluding  the  high  and  the  low  years,  with  a  minimum  loan  rate  of 
$5.02  per  bushel,  has  provided  a  stable  pricing  structure  and  is  market  oriented.  We 
would  recommend  retaining  this  formula  in  the  1985  Bill.  It  is  our  opinion  that  the 
proposal  to  use  a  three  year  moving  average  rather  than  the  current  formula  would 
not  work  as  effectively  as  the  present  formula.  Widespread  drought  or  crop  failure 
in  other  producing  nations  would  create  artificially  high  season  average  prices. 
Overproduction  in  the  U.S.  or  other  countries  would  have  the  reverse  effect,  particu- 
larly if  these  phenomena  occurred  back  to  back.  It  is  our  opinion  that  the  signals 
which  would  be  sent  to  producers  in  this  country  and  in  other  producing  nations  in 
either  case  could  artificially  stimulate  or  depress  production  and  further  distort  the 
markets. 

The  recent  deterioration  of  prices  in  U.S.  markets  has  not  been  caused  by  over- 
production. It  is  the  result  of  forces  over  which  the  soybean  farmer  had  no  control 
The  effect  that  this  deterioration  would  have  on  the  soybean  loan  values  if  calculatr 
ed  without  the  $5.02  fioor  would  remove  the  safety  net  for  soybean  producers.  We 
therefore  advocate  retaining  the  fioor  at  $5.02.  At  this  level,  considering  present  and 
anticipated  increases  in  the  cost  of  production,  the  soybean  loan  would  not  provide  a 
stimulus  for  production  in  this  or  any  other  nation. 

In  addition  Mr.  Chairman,  we  do  not  feel  that  all  commodity  programs  must  be 
identical.  We  feel  that  each  commodity  is  unique.  The  economics  of  production,  han- 
dling, utilization,  and  m£U'keting  should  be  considered  for  each  individutd  commodi- 
ty. 

research 

Rising  production  costs,  low  yields  and  low  prices  have  reduced  soybean  profits  to 
levels  which  border  on  economic  disaster.  In  Alabama,  average  soybean  yields  over 
the  past  five  years  have  shown  a  gradual  decline.  This  may  be  attributed  in  some 
measure  to  "double-cropping."  However,  the  21  bushel  state  average,  at  a  $156  per 
acre  cost  of  production  requires  a  $7.44  per  bushel  price  to  break  even.  As  I  men- 
tioned earlier,  causes  beyond  those  under  control  of  the  producer  have  depressed 
prices  below  this  level. 

The  low  yields  that  we  have  experienced  have  several  contributory  causes.  In 
recent  years  Alabama  and  other  southern  soybean  producers  have  had  to  contend 
with  several  droughts,  which  significantly  lowered  yields.  More  significant  perhaps 
is  the  incidence  of  several  species  and  strains  of  nematodes  and  stem  canker,  weed 
competition  and  insect  pests,  all  of  which  have  taken  their  toll  on  our  averages. 

Research  has  provided  much  knowledge  in  the  control  of  these  problems,  but  a 
great  deal  more  is  required.  The  teams  of  scientists,  technicians,  and  students  as- 
sembled in  our  land-grant  colleges  and  universities  and  experiment  stations  must 
have  the  funding  to  continue  their  work.  Varieties  of  soybeans  resistant  to  diseases 
and  nematodes  and  able  to  withst€md  drought  are  within  reach,  and  when  available 
would  restore  our  region  to  higher  levels  of  productive  efficiency.  It  is  essential  that 
added  emphasis  be  place  on  the  development  of  new  and  improved  uses  of  soybeans, 
and  that  improved  marketing  practices  be  developed. 

Mr.  Chairman,  research  is  what  has  made  American  agriculture  great.  We  are 
now  producing  soybeans  using  the  technologies  developed  by  research  efforts  of  two 
and  three  decades  ago.  We  must  continue  to  improve  or  we  will  cease  to  be  competi- 
tive. To  accomplish  this  we  recommend  continued  funding  of  agricultural  research 
at  present  levels  at  the  very  least. 
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DOUBLE-CROPPING 

In  Alabama  and  the  southeast,  double^ropping  soybeans  and  wheat  has  become  a 
common  and  profitable  practice.  Double-cropping  provides  income  from  the  two 
crops  which  are  grown  on  the  same  acre  in  the  same  year.  The  wheat  harvest  in 
early  summer  provides  badly  needed  cash  flow.  Soybean  yields  are  somewhat  re- 
duced due  to  late  planting,  but  the  combined  income  brings  an  acre  of  southern 
farmland  closer  to  that  of  the  midwestem  farmer  who  produces  either  wheat  or  soy- 
beans. 

The  economics  of  double-cropping  wheat  and  soybeans  depends  on  the  type  of  op- 
eration, the  utilization  of  the  wheat  (feed  or  cash  crop),  the  market  for  the  two 
crops,  the  whether,  cultural  methods,  and  many  other  factors.  Under  optimum  con- 
ditions double-cropping  will  return  an  Alabama  soybean  farmer  more  profit  per  acre 
than  a  single  crop  of  soybeans. 

Generally  the  yield  of  soybeans  following  wheat  is  somewhat  less  than  conven- 
tionally planted  soybeans.  When  the  market  for  wheat  is  good  or  where  the  wheat  is 
utilized  as  a  feed  grain,  the  loss  in  soybean  yield  is  compensated.  The  total  cash  flow 
from  the  full  season  utilization  of  the  land  is  increased  significantly.  For  example: 
an  acre  of  soft  red  wheat  whichyields  40  bushels  per  acre  and  brings  $3.30  per 
bushel  would  net  $2.14  per  acre.  The  same  acre  of  soybeans,  yielding  29  bushels  per 
acre,  bringing  $5.90  per  bushel,  planted  after  conventional  land  preparation,  would 
net  $30.84  per  acre.  The  farm  potential  for  wheat  and  soybeans  grown  separately  on 
two  acres  of  land  is  therefore  $32.98.  Using  conventional  practices  for  double-crop- 
ping, the  same  yield  for  wheat,  and  reducing  the  soybean  yield  four  bushels  per  acre 
for  late  planting  would  net  $50.19. 

The  increased  efficiency,  land  utilization,  and  economic  potential  for  double^^rop- 
ping,  where  growing  seasons  and  land  use  permit  it,  should  be  considered  when  the 
acreage  reduction  programs  are  being  developed.  Such  programs  in  the  past  have 
failed  to  consider  these  factors  and  have  been  prejudicial  against  southern  produc- 


TRADE  POUCY 

Until  recently,  soybeans  have  been  successful  in  international  markets.  A  stag- 
nant world  economy,  U.S.  embargoes,  foreign  trade  barriers,  predatory  trade  prac- 
tices, and  the  macroeconomic  policies  of  the  U.S.  Government  have  severely  eroded 
American  markets.  Nations  such  as  Brazil  and  Argentina  have  used  export  subsi- 
dies in  world  markets  to  gain  competitive  advantage  in  oilseed  markets.  Other  soil 
crops  have  been  afforded  competitive  advantage  in  transportation  rates  within  our 
borders.  Recently  the  Ck}mmunist  Chinese  have  increased  their  activity  in  world 
markets.  The  net  result  has  been  an  erosion  of  the  soybean  market  for  U.S.  soy- 
beans. 

We  would  ask  this  Ck}mmittee  to  use  every  means  possible  to  restore  world  mar- 
kets to  a  truly  competitive  status.  This  should  include  the  utilization  of  blended 
credit,  the  adequate  funding  of  export  credit  in  either  direct  or  guaranteed  loans 
with  favorable  terms  to  qualified  customers,  the  emplojrment  of  an  export  PIK  using 
surplus  CCC  commodities,  counterveiling  duties  on  products  from  nations  which 
employ  predatory  export  practices,  full  utilization  of  PL  480,  including  the  authority 
to  allow  payment  for  American  products  in  foreign  currencies,  the  complete  elimi- 
nation of  Cargo  Preference  on  all  agricultural  products  and  full  protection  of  the 
sanctity  of  contracts  except  in  instances  of  true  national  emergency. 

American  agriculture  must  be  allowed  to  compete  in  fair  and  free  world  markets. 
The  practices  which  have  allowed  foreign  commodities  to  penetrate  traditional 
American  markets,  or  which  present  barriers  against  our  entry  to  markets  cannot 
be  allowed  to  continue.  We  ask  this  committee  to  provide  us  the  tools  to  become 
truly  market  oriented  in  free  and  fair  markets.  Proposals  to  lower  our  prices  to  pro- 
vide the  least  common  denominator  in  world  markets  are  naive  and  destructive. 

EXPORTS 

Alabama  soybean  farmers  compete  in  international  markets.  Soybeans  contain 
valuable  protein  and  oil  which  makes  them  a  unique  and  valuable  product.  The 
demand  for  soybeans  traded  on  world  markets  is  in  large  measure  created  by  the 
desire  for  improved  standards  of  living  in  all  nations  of  the  world.  In  recent  years 
the  growth  of  the  economies  of  trading  nations  has  been  slow  and  anticipated 
growth  severely  limited.  It  is  the  policy  of  the  Alabama  Farm  Bureau  Soybean  Com- 
mittee to  favor  all  actions  which  will  stimulate  established  markets,  and  establish 
new  markets.  Exports  sustain  a  strong  agricultural  economy.  It  may  appear  simplis- 
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tic  to  state  that  the  full  emplo3rment  of  the  productive  capacity  of  American  agricul- 
ture at  economic  levels  directed  by  price  finding  mechanisms  in  domestic  ami  fiair 
and  free  foreign  markets  should  be  the  primary  policy  objective  of  this  government 
A  strong  defense  is  created  not  solely  by  weapons  and  men  under  arms.  Natkmal 
strength  must  be  established  on  the  will  to  sustain  a  strong  and  productive  domestic 
economy. 

Grentlemen,  I  appreciate  the  opportunity  to  appear  before  you  today  to  testify  on 
the  interests  of  Alabama  soybean  farmers. 


MARCH  28  HEARING— WHEAT  ISSUES 

Statement  of  Hon.  Edward  Zorinsky,  a  U.S.  Senator  From  Nebraska 

Mr.  Chairman,  the  provisions  of  the  wheat  program  authorized  in  the  1985  fonn 
bill  will  be  vitally  important  to  the  farmers  of  Nebraska.  With  the  economic  hard- 
ships of  low  prices,  high  interest  rates,  shrinking  markets,  and  expanding  debt  bat- 
tering farmers,  strong  program  provisions  are  called  for.  I  expect  that  the  hearing 
today  will  bring  to  the  committee's  attention  recommendations  on  some  of  those 
provisions. 

EXCESS  PRODUCTION  IS  DEPRESSING  WHEAT  PRICES 

The  wheat  programs  established  by  the  administration  for  recent  crop  years  have 
not  been  adequate  to  attract  sufficient  numbers  of  wheat  growers  to  pcu-ticipate.  As 
a  result,  farmers  have  produced  wheat  in  excess  of  the  quantities  demandea  for  do- 
mestic and  export  use.  Production  of  wheat  has  resulted  in  unacceptably  large  in- 
ventories of  wheat  in  each  of  the  crop  years  since  1980 — despite  a  volume  of  ^QPOit 
sales  of  wheat  larger  than  any  year  in  the  so-called  growth  decade  of  the  19y0'8. 

The  high  volume  of  production  has  adversely  affected  wheat  prices.  The  average 
price  received  by  farmers  for  wheat  was  nearly  $4  per  bushel  for  crops  pit>duced 
between  the  mia-1970's  and  1980.  This  year,  wheat  prices  appear  to  be  heading 
toward  $3  per  bushel.  This  trend  must  be  reversed. 

With  prices  at  low  levels,  wheat  has  become  a  competitor  to  feed  grains — placing 
additional  pressure  on  farm  prices  for  corn,  sorghum,  and  the  other  feed  grains. 
Wheat  used  for  feed  has  reached  a  volume  of  about  375  million  bushels  for  boUi  the 
1983  and  1984  crops. 

The  administration's  farm  bill  provides  for  a  reduction  in  the  loan  rate  for  wheat, 
in  an  attempt  to  expand  export  markets.  The  Department  of  Agriculture's  publica- 
tion, wheat;  background  for  the  1985  farm  legislation,  presents  some  interesting 
facts  that  should  be  considered  as  we  review  the  administration's  proposal: 

The  loan  rate  for  wheat  has  declined  8.7  percent  between  the  197Y  and  1984  crop 
years,  after  adjusting  for  inflation; 

The  target  price  for  wheat  declined  5.8  percent  over  the  same  time  period; 

Net  farm  income  has  remained  at  about  the  same  level,  before  adljusting  for  infla- 
tion, and  been  reduced  by  half  after  considering  the  effects  of  inflation. 

Farm  income  must  be  improved  and  stabilized,  and  to  improve  farm  income  we 
must  improve  commodity  prices.  I  do  not  believe  we  will  improve  commodity  prices 
until  we  reduce  the  tremendous  surpluses  that  are  presently  overshadowing  the 
marketplace. 

I  concur  with  the  administration's  efforts  to  expand  export  markets,  but  I  do  not 
feel  that  export  markets  alone  are  sufficient  to  absorb  the  volume  of  conunodities 
American  farmers  are  capable  of  producing.  We  suffer  not  only  from  surplus  pro- 
duction, but  from  surplus  production  capacity,  as  well. 

Nor  do  I  agree  that  we  can  sit  idly  by  while  farmers  continue  to  go  broke  during 
the  4  to  5  year  period  the  administration  estimates  it  will  take  before  prices  im- 
prove to  a  profitable  level  under  their  "market-oriented"  approach. 

The  alternative,  then,  is  a  program  that  tailors  production  to  demand,  concurrent 
with  an  aggressive  market  development  effort. 

I  look  forward  to  reviewing  the  testimony  of  today's  witnesses. 


Statement  of  Hon.  Mitch  McConnell,  a  U.S.  Senator  From  Kentucky 

Mr.  Chairman:  As  we  begin  discussions  on  a  new  wheat  program,  I  think  we  could 
do  well  to  remember  some  of  the  testimony  given  by  Alabama  farmer  John  F.  Sharp 
at  yesterday's  soybean  hearing.  Mr.  Sharp,  as  you'll  remember,  testified  to  the  Com- 
mittee that  wheat  production  has  become  an  integral  part  of  grain  farming  in  the 
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Southeastern  United  States.  Wheat  production  in  Kentucky  has  increased  some 
20%  in  the  last  5  years,  largely  due  to  the  double-cropping  systems  that  Mr.  Sharp 
talked.  It's  time  that  we  on  this  Committee  recognize  that  wheat  production  is  no 
longer  conHned  to  the  midwest  and  upper  midwest  and  the  wheat  title  in  the  1985 
Farm  Bill  needs  to  be  structured  so  as  not  to  discriminate  against  wheat  in  Ken- 
tucky and  the  rest  of  the  Southeast. 

The  huge  surplus  of  wheat  stockpiles,  Mr.  Chairman,  calls  our  attention  to  the 
value  of  &e  Farmer-owned  grain  reserve.  I  hope  some  of  our  testimony  addresses 
the  problem  of  these  surpluses  and  if  the  grain  reserve  might  not  have  outlived  its 
usefullness.  As  I  have  said  before,  I  have  no  preconceived  notions  about  a  Farm  Bill, 
but  this  is  one  area  that  we  really  need  to  take  close  look. 


Statebcent  by  Hon.  Alan  J.  Dixon,  a  U.S.  Senator  From  Illinois 

Mr.  Chairman,  there  have  been  proposals  put  forth  for  possible  changes  in  the 
wheat  program.  I  am  hopeful  that  the  witnesses  here  today  can  come  to  some  con- 
sensus about  the  best  course  this  Congress  can  take  to  improve  the  program. 

I  would  also  like  our  witnesses  to  give  us  the  benefit  of  their  expertise  as  it  re- 
lates to  the  export  title  of  the  1985  Farm  Bill.  I  am  looking  at  several  oi>tions  to 
strengthen  the  export  title,  and  would  appreciate  any  assistance  you  could  give. 


Statement  of  Henry  Neshem,  President  National  Association  of  Wheat 

Growers 

Mr.  Chairman  and  members  of  the  committee.  The  National  Association  of  Wheat 
Growers  appreciates  this  opportunity  to  present  its  views  on  legislation  to  replace 
the  "Agriculture  and  Food  Act  of  1981."  i  am  Hen^  Neshem,  a  wheat  farmer  from 
Berthold,  North  Dakota,  and  president  of  the  NAWG.  Accompanying  me  today  is 
Carl  Schwensen,  the  association's  executive  vice  president. 

Mr.  Chairman,  the  absence  of  a  clear  government  commitment  to  expand  trade 
opportunities  for  U.S.  farmers  has  seriouuy  undermined  our  agricultural  economy. 
Ineffectual  monetary  and  fiscal  policies  have  created  high  interest  rates,  a  leading 
to  increased  cost  burdens  for  farmers  and  a  strengthened  dollar  which  has  eroded 
the  competitive  position  of  U.S.  wheat  farmers  in  world  markets. 

U.S.  farmers  are  currently  experiencing  the  most  prolonged  economic  decline 
since  the  1930s.  Land  values  continue  to  plummet,  reducing  net  worth  and  the  farm- 
ers' ability  to  finance  their  operations  in  the  face  of  declining  prices  and  shrinking 
markets.  The  wheat  sector  of  the  farm  economy  has  become  very  export-dependent, 
but  exports  have  declined  in  both  value  and  volume  since  1981,  and  prices  at  the 
farm  gate  are  the  lowest  in  six  years. 

The  problem,  as  we  see  it,  is  that  the  world  trading  environment  has  changed  and 
too  few  have  recognized  it.  The  situation  is  clearly  not  like  the  1970s  when  world 
demand  for  grain  was  expanding  and  a  weak  dollar  promoted  the  sale  of  our  com- 
modities abroad.  Now,  the  reverse  is  true,  and  we  see  demand  for  U.S.  commodities 
stagnating  as  the  relative  strength  of  our  dollar  prices  our  commodities  out  of  for- 
ei^  markets  and  promotes  imports  of  competitor  products  into  the  United  States. 

Farmers  are  being  told  that  the  solution  to  these  problems  lies  in  more  ''market- 
oriented"  farm  programs,  a  term  that  has  now  become  a  code  word  for  lower  farm 
prices. 

What  we  need  more  than  anything  are  "profitK)riented"  programs,  and  policies 
which  will  open-up  new  trading  opportunities  instead  of  sealing  them  off  with  dam- 
aging economic  and  foreign  policies. 

It  is  time  to  face  the  fact  that  our  agricultural  trade  problems  are  largely  beyond 
the  scope  of  domestic  farm  legislation. 

For  example,  a  new  farm  bill  cannot  remove  the  heavy  debt  load  of  developing 
countries  where  increased  trade  potential  exists,  nor  can  it  change  the  export  poli- 
cies or  the  internal  support  systems  of  our  competitors.  A  farm  bill  cannot  eliminate 
the  national  budget  deficit  or  change  the  monetary  policy  of  the  Federal  Reserve 
Board.  It  cannot  improve  our  political  relations  with  overseas  markets,  and  it 
cannot  erase  the  damage  that  has  resulted  from  protectionist  policies  which  have 
been  implemented  to  sMeld  segments  of  our  domestic  economy  from  foreign  compe- 
tition. 

A  farm  bill  can  stabilize  agricultural  prices  and  farm  income,  and  it  can  provide 
food  security  for  our  citizens  and  for  millions  of  consumers  overseas.  It  also  can  pro- 
vide the  tools  to  expand  markets. 
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In  short,  there  are  a  number  of  things  that  a  farm  bill  can  do  well,  and  there  is  a 
long  list  of  things  that  it  cannot  do  at  all.  Fundamentally,  it  must  be  seen  as  a  vehi- 
cle to  promote  farm  stability  and  a  strong  national  economy. 

Mr.  Chairman,  we  are  convinced  that  strong  commodity  programs  are  essential  to 
maintaining  our  agricultural  sector,  and  we  believe  further  that  this  approach  wUl 
prove  to  be  far  more  cost-efficient  than  the  alternative  of  dealing  with  bankrupt 
farms,  banks,  rural  businesses,  equipment  manufacturers  and  others  in  supply  in- 
dustries, not  to  mention  the  reduction  in  jobs  and  the  dislocation  of  resources  that 
would  be  part  of  such  a  policy  course. 

Simply  stated,  we  believe  that  a  strong  wheat  program  will  result  in  the  avoid- 
ance of  greater  economic  costs  on  the  part  of  the  government. 

With  this  in  mind,  I  would  like  to  turn  to  a  discussion  of  the  wheat  marketing 
situation,  and  what  the  NAWG  feels  can  be  done  to  rebuild  and  expand  markets  for 
American  farmers  overseas. 

The  outlook  for  U.S.  wheat  trade  continues  to  deteriorate,  despite  the  fact  that 
more  than  60  percent  of  each  year's  wheat  harvest  is  produced  for  overseas  mat- 
kets. 

World  wheat  production  in  1984/85  is  expected  to  be  at  a  record  516  million 
metric  tons,  a  5  percent  increase  over  1983/84.  World  wheat  trade  is  also  expected 
to  increase  5  percent  this  year  with  114  million  metric  tons  to  change  hands.  Of  this 
amount,  the  United  States  is  expected  to  export  39.5  million  metric  tons  or  35  per- 
cent of  the  total. 

The  United  States  traditionally  has  been  a  msgor  supplier  within  the  world  wheat 
trade.  Our  market  share  has  ranged  from  a  low  of  33  percent  in  the  late  1960b,  to  a 
high  of  48  percent  in  1981. 

With  total  wheat  production  by  the  five  msgor  exporting  nations  at  an  estimated 
198  million  metric  tons  this  year,  and  the  poor  economic  conditions  of  importers, 
competition  within  the  world  market  will  be  fierce.  Of  msnor  concern  is  the  increase 
in  production  by  the  EEC.  In  1983/84  the  EEC  produced  59.3  million  metric  tons. 
During  this  crop  year  production  jumped  to  76.4  million  metric  tons,  or  8  percent 
more  than  was  harvested  in  the  United  States.  With  its  program  of  export  suosidies, 
much  of  this  additional  production  will  be  forced  onto  the  international  market 
Granted,  there  is  continuing  talk  of  policy  changes  within  the  EEC,  but  the  liUi- 
hood  is  for  wheat  area  and  production  to  hold  at  the  recently  increased  level  in  the 
years  ahead. 

Similarly,  wheat  output  in  other  msgor  exporting  nations  such  as  Argentina,  Aus- 
tralia and  Canada  can  be  expected  to  be  sustained  in  future  years  given  normal 
weather  conditions.  This  means  exporters  will  continue  to  attempt  to  force  thdr 
products  into  a  relatively  stagnent  world  market. 

Unless  the  right  steps  are  taken,  the  United  States  st€uids  to  carry  an  increasing 
amount  of  excessive  and  price  depressing  stocks  at  a  considerable  cost  to  the  govern- 
ment. 

The  question  now  becomes  what  programs  and  policies  can  be  put  in  place  to  in- 
crease U.S.  wheat  exports  while  assuring  an  adequate  level  of  farm  income?  BAem- 
bers  of  the  NAWG  have  developed  prc^ams  that  will  have  a  m£u-ked.  influence  on 
our  competitive  position  in  the  world.  We  urge  you  and  your  colleagues  to  consider 
these  programs  tor  incorporation  into  forthcoming  agricultural  legislation. 

First,  let  me  outline  the  major  provisions  of  the  farm  program  that  the  members 
of  NAWG  adopted  in  Januarv. 

Target  prices  should  be  maintained  at  the  current  $4.38  per  bushel  or  in- 
creased at  the  Secretary's  discretion; 

Continuation  of  a  non-recourse  national  loan  at  $3.30  per  bushel,  but  with  a 
variable  repa3rment  rate  based  upon  the  average  state  price  received  by  farmers 
for  their  crop; 

Require  a  maximum  20  percent  set-aside  if  carryover  exceeds  700  million 
bushels  in  any  one  year; 
Implement  a  long-term  conservation  reserve; 

Establish  farm  bases  on  the  amount  of  land  normally  planted  or  considered 
planted;  and 

Provide  government  assist€uice  during  periods  of  declining  world  market 
share. 

For  the  purpose  of  this  hearing,  I  would  like  to  focus  on  two  components  of 
NAWG  policy  which  can  improve  our  marketing  opportunities. 

The  loan  program  adopted  by  the  wheat  growers  has  several  important  points 
that  will  not  aoversely  affect  farmer  income  while  at  the  same  time  increase  U^ 
competitiveness.  First,  the  producer  mav  increase  his  income  through  better  mar- 
keting; second,  since  fewer  bushels  will  be  forfeited  to  the  government,  program 
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costs  will  be  reduced;  third,  U.S.  farm  products  would  become  more  competitive  in 
the  international  market;  and  fourth,  the  loan  will  not  act  as  an  umbrella  for  world 
market  prices. 

Under  the  program,  a  farmer  would  have  the  option  to  repay  his  loan  at  the  aver- 
age market  price  in  his  state  which  could  be  quoted  twice  a  month.  An  example 
may  help  in  understanding  this  feature.  Say  that  after  a  farmer  obtained  a  $3.30 
per  bushel  loan,  the  state  average  price  later  dropped  to  $3.20  per  bushel.  He  could 
then  redeem  the  loan  at  $3.20  and  market  his  wheat,  and  his  total  income  would 
not  have  changed.  Or,  a  grower  could  elect  to  settle  his  loan  for  $3.20  and  hold  his 
grain  for  a  better  marketing  opportunity.  In  each  example,  the  bushel  would  move 
into  the  market  and  not  into  the  hands  of  the  Ck}mmodity  Credit  Corporation  where 
the  high  costs  of  loan  forfeiture,  lost  interest  and  storage  would  be  incurred. 

This  concept  provides  important  flexibility  in  both  farmer  marketings  and  export 
trade.  It  promotes  the  movement  of  grain  into  trade  channels  instead  of  tying  it  up 
in  government  inventories  and  farmer-owned  reserves.  It  also  allows  market  forces 
to  dictate  the  price  of  grain. 

Importantly,  this  loan  program  "unities"  our  price  support  from  the  world 
market.  It  means  that  the  price  floor  which  competiting  exporting  nations  have 
used  for  market  protection  essentially  will  be  removed. 

The  second  program  that  will  have  a  marked  influence  on  our  level  of  exports  and 
farmer  income  was  produced  through  a  joint  effort  of  NAWG  and  U.S.  Wheat  Asso- 
ciates. In  response  to  a  strong  dollar  and  the  financial  problems  faced  by  many  de- 
veloping countries,  the  two  organizations  worked  on  improving  existing  export  as- 
sistance programs.  What  developed  is  a  set  of  programs  designed  and  tailored  to 
meet  the  n^eds  of  countries  where  there  is  a  potential  to  increase  U.S.  wheat  ex- 
ports. The  additional  export  effort  could  add  180  million  bushels  to  U.S.  wheat  ex- 
ports annually  and  reduce  the  estimated  wheat  surplus  by  36  percent  within  Ave 
years. 

These  additional  wheat  exports  would  come  at  a  cost  of  about  $90  million  each 
year.  At  the  same  time,  $540  million  would  be  saved  in  government  supply-manage- 
ment costs,  for  a  net  savings  in  government  expenditures  of  $450  million  annually. 
Evidence  demonstrates  that  such  a  sustained  U.S.  export  effort  could  force  reduc- 
tions in  competitors'  wheat  production  and  exports. 

While  20  countries  have  been  throughly  examined  under  the  study  by  NAWG  and 
U.S.  Wheat,  certainly  others  would  benefit  through  the  same  program  of  designing 
our  export  programs  to  meet  the  specific  needs  of  our  customers. 

Still  more  could  be  accomplished  through  policy  changes  such  as  those  proposed 
in  the  Helms  bill  which  authorizes  an  export  PIK  program,  establishes  a  Food  for 
Progress''  initiative  for  developing  countries,  modifies  P.L.  480  sales  programs,  and 
provides  exemption  from  U.S.  vessel  requirements  on  certain  export  programs. 
These  and  other  innovative  programs  are  vitally  needed  to  cope  with  the  forces  we 
face  in  international  markets. 

Mr.  Chairman,  We  feel  that  three  recommendations  respond  to  changing  macro- 
economic  and  international  market  conditions,  while  placing  ourselves  in  a  position 
to  benefit  from  increased  trade  when  economic  conditions  in  the  world  improve.  We 
have  been  pleased  to  participate  in  today's  hearings,  and  we  look  forward  to  work- 
ing with  your  committee  to  ensure  the  enactment  of  sound  agriculture  policy  for  the 
future. 

I  want  to  thank  you  for  the  opportunity  to  present  the  views  of  NAWG  and  I  will 
be  happy  to  respond  to  any  questions  at  the  appropriate  time. 


Statement  of  Doyle  D.  Rahjes,  President,  Kansas  Farm  Bureau,  Representing 
American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  farm  orga- 
nization with  a  membership  exceeding  three  million  member  families  in  48  states 
and  Puerto  Rico.  I  serve  as  President  of  the  Kansas  Farm  Bureau.  I  appreciate  the 
opportunity  to  appear  before  the  Senate  Agriculture  Committee  regarding  Farm  Bu- 
reau's position  on  farm  programs  for  wheat  and  our  proposals  for  legislative 
changes  under  the  1985  Farm  Bill. 

Farm  Bureau  policy  is  debated,  amended  and  revised  by  voting  delegates  from 
each  of  our  member  states.  At  our  66th  Annual  Meeting  in  January,  our  delegates 
adopted  policies  regarding  farm  programs  in  general  and  policies  specific  to  wheat 
programs.  Our  general  farm  program  policy  states: 

We  support  a  farm  bill  which  will: 

(1)  Maximize  long-term  opportunities  for  profit  in  agriculture; 
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(2)  Reduce  existing  incentives  for  overproduction  at  home  and  abroad; 

(3)  Ensure  price  competitiveness  for  U.S.  farm  products  in  world  markets; 

(4)  Provide  opportunities  to  reduce  stocks  through  production  a4justments 
and/or  expanded  demand; 

(5)  Assure  consumers  of  adequate  supplies  of  efficiently  produced  products 
they  wish  to  consume; 

(6)  Cause  a  supply  reduction  program  to  be  implemented  when  carryover  ex- 
ceeds workable  levels; 

(7)  Provide  target  prices  as  an  income  supplement  for  farmers  to  help  them 
make  the  adjustment  to  a  market-responsive  agriculture; 

(8)  Provide  loan  levels  for  all  major  export  commodities  to  facilitate  orderly 
marketing  and  price  competitiveness.  These  levels  should  be  related  to  a  3-5 
year  average  domestic  price.  Loan  levels  should  not  provide  incentives  for  pro- 
duction that  exceeds  demand  in  domestic  and  world  markets.  These  levels 
should  be  adjusted  annually  by  no  more  than  10  percent;  and 

(9)  Recognize  that  all  commodities  are  interrelated  and  any  change  in  supply, 
demand  or  price  of  one  affects  the  others. 

Wheat  producers  have  operated  under  extremely  difficult  marketing  conditioiis  in 
recent  years.  The  wheat  industp^  has  been  confronted  with  high  interest  rates,  an 
unexpectedly  strong  dollar  and  increased  competition,  some  of  which  is  directly  sub- 
sidized, and  government  programs  have  not  sufficiently  improved  those  conditions. 
Production  of  wheat  since  1981  has  been  in  the  2.4  to  2.8  billion  bushel  range  whidi 
includes  the  largest  of  several  crops  on  record.  This  time  period  included  the  year  of 
the  Payment-in-Kind  program  which  did  not  dramatically  reduce  wheat  productioii 
overall.  Exports  since  1981  have  trended  downward  and  ending  stocks  have  been 
above  1  billion  bushels,  reaching  as  high  as  1.56  billion  bushels  in  1982.  We  now  are 
approaching  that  excessive  level  once  again. 

Farm  program  policies  must  adjust  to  the  existing  market  and  offer  an  opportuni- 
ty for  improved  conditions  while  effecting  a  transition  to  a  market  responsive  agri- 
cultural system.  Politically  determined  support  levels  have  not  allowed  liie  appro- 
priate interaction  between  the  wheat  and  feed  grain  industries  and  are  partiaUy  re- 
sponsible for  the  massive  carryover  which  plagues  the  wheat  market. 

As  a  result  of  these  policies.  Farm  Bureau  has  developed  a  legislative  proposal  for 
the  1985  Farm  Bill  which  is  market  responsive  and  fiscally  responsible.  We  believe 
that  by  tying  loan  and  target  price  levels  to  an  average  of  market  prices,  the  signals 
that  producers  receive  when  making  production  decisions  will  be  founded  in  maricet 
reality,  and  not  in  political  expediency. 

I  would  like  to  offer  more  detail  to  the  Committee  on  the  provisions  of  our  pn^xv- 
al  that  most  directly  affect  wheat  producers. 

LOAN  RATES 

We  support  loan  rates  that  are  tied  to  a  3-5  year  average  of  m£u-ket  prices  for 
wheat,  feed  grains,  rice  and  soybeans.  We  would  set  the  loan  rate  at  75  percent  <^  a 
five  year  average  of  domestic  prices  excluding  the  high  and  low  valued  years.  To 
avoid  wide  fluctuations  in  loan  rates,  however,  we  propose  that  the  rate  be  adjusted 
by  no  more  than  10  percent  in  any  year  including  the  first  year  of  the  program. 

We  believe  that  a  loan  rate  set  in  this  manner  will  signal  to  our  intematimial 
competition  that  we  will  not  provide  them  with  long-term  price  protection.  Instead 
of  inflexible  loan  rates  which  have  allowed  foreign  governments  to  expand  produc- 
tion based  on  support  levels  that  reduced  their  risks  in  the  market,  we  will  simal  to 
the  world  that  we  will  compete  with  them  in  a  wider  range  of  prices.  This  will  make 
their  domestic  programs  more  costly  and  reduce  their  incentive  to  continue  heavily 
subsidized  programs. 

TARGET  PRICES 

Farm  Bureau  supports  continued  use  of  deficiency  payments  as  an  income  supple- 
ment to  producers  of  the  crops  that  currently  have  deficiency  payments  in  their  pro- 
grams. We  recommend  freezmg  target  prices  for  1986  at  the  1985  levels.  In  19^  and 
thereafter  target  prices  would  be  set  at  110  percent  of  the  five  year  average  used  to 
determine  the  loan  rate.  Adjustments  to  target  price  levels,  however,  would  be  limit- 
ed to  5  percent  in  any  year.  We  also  support  a  $50,000  payment  limitation  that 
would  apply  to  deficiency  payments  only. 

This  target  price  system  will  allow  producers  time  to  adjust  to  a  more  market  re- 
sponsive farm  program  while  maintaining  income  levels  for  program  participants. 
Necessary  adjustments  could  occur  gradually  while  attempts  to  expand  exports  and 
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address  the  issues  of  international  market  access  and  subsidy  practices  can  be  con- 
fronted. 

EXPORT  MARKET  EXPANSION 

We  believe  that  the  area  in  which  substantial  improvement  can  be  realized  in  ag- 
ricultural profitability  lies  in  the  area  of  exports.  We  therefore  have  placed  great 
emphasis  on  the  need  for  a  strong  trade  title  in  the  1985  Farm  Bill. 

Two  traditional  ways  of  enhancing  exports  have  been  through  the  judicious  use  of 
CCC  export  credits  and  the  PL  480  or  Food  for  Peace  Program.  These  programs 
should  be  continued  and  improved.  In  view  of  the  need  for  food,  which  has  been 
made  worse  by  the  African  famine  situation,  and  the  potential  for  economic  develop- 
ment followed  by  better  cash  market  opportunities,  I  believe  that  a  much  stronger 
PL  480  Program  is  currently  justified. 

Regarding  OCC  export  credits,  it  is  regrettable  that  the  OCC  Credit  Revolving 
Fund,  which  was  part  of  the  1981  Farm  BUI,  was  never  funded  and  activated.  There 
are  still  valid  reasons  for  incorporating  the  Revolving  Fund  in  the  1985  Farm  Bill 
with  funding  made  available  to  make  it  an  effective  export  tool. 

An  intermediate  OCC  Export  Credit  Program  is  needed  to  take  care  of  export 
credit  needs  for  terms  of  3-7  years  as  provided  for  in  the  Agricultural  Trade  Act  of 
1978.  This  legislation  should  be  more  fiilly  utilized. 

The  Blended  Credit  Program,  which  unfortunately  has  been  saddled  with  the  re- 
quirements of  the  cargo  preference  law,  needs  to  be  made  a  part  of  new  farm  legis- 
lation with  an  exemption  from  cargo  preference.  As  a  matter  of  fact,  all  agricultural 
exports  should  be  exempted  from  cargo  preference  requirements  whether  commer- 
cial or  government  assisted.  There  are  other  ways  of  financing  a  strong  merchant 
marine  without  harming  agricultural  exports.  We  should  not  harm  farm  exports  in 
our  efforts  to  have  a  stronger  American  flag  fleet.  Farm  Bureau  will  strongly  sup- 
port legislation  to  exempt  agricultural  commodities  and  products  from  the  cargo 
preference  law. 

There  may  be  some  barter  opportunities  with  some  countries  that  need  food  and 
have  oil  or  other  materials  or  commodities  that  we  need.  We  should  not  ignore  any 
such  opportunities,  but  rather  should  seek  ways  to  gain  exports  where  such  possi- 
bilities exist. 

Regarding  trade  negotiations,  we  must  give  our  trade  negotiators  the  tools  they 
need  and  our  strong  support  to  gain  better  m£u-ket  access  and  to  resolve  outstanding 
unfair  trade  practices  such  as  export  subsidies,  which  have  eroded  U.S.  overseas' 
markets.  In  this  respect,  we  would  support  what  might  be  called  a  ''bonus"  export 
program. 

Under  such  a  program,  "bonus"  tonnage  of  farm  commodities  and  products  would 
be  made  available  from  CCC  owned  commodities  to  lower  U.S.  export  prices  to  offset 
the  advantage  of  competing  countries  which  subsidize  their  exports. 

ACREAGE  REDUCTION  PROGRABAS 

We  support  acreage  reduction  programs  that  are  triggered  when  carryover  sup- 
plies exceed  workable  levels.  For  wheat,  we  recommend  that  the  Secretary  be  re- 
quired to  call  for  an  acreage  reduction  program  when  carryover  is  projected  to 
exceed  4  percent  of  annual  world  utilization.  The  ARP  programs  should  be  large 
enough  to  assure  a  reduc);ion  in  carryover  supplies.  Increased  efforts  to  expand  for- 
eign markets  under  the  trade  title  of  our  proposal  and  greater  market  competitive- 
ness assured  by  flexible  price  and  income  support  programs  will  result  in  acreage 
reduction  programs  used  only  to  correct  temporary  imbalances,  not  as  annual  pro- 
grams. 

FARMER-HELD  GRAIN  RESERVE 

We  favor  elimination  of  the  farmer-held  grain  reserve.  Grain  farmers  have 
learned  that  they  cannot  store  their  way  to  prosperity,  and  the  reserve  has  exerted 
deterimental  influences  on  livestock  markets.  The  reserve  has  been  used  as  a  tool  to 
temporarily  prop  up  market  prices  in  an  attempt  to  reduce  federal  expenditures  for 
deficiency  payments.  The  buildup  of  supplies  in  the  reserve  has  long-term  negative 
consequences  for  both  the  grain  and  livestock  industries.  Without  the  reserve,  we 
would  never  have  accumulated  the  excessive  stocks  that  gave  need  for  a  PIK  pro- 
gram. 
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CONSERVATION 

We  are  concerned  that  farm  programs  have  provided  incentives  to  plow  up  fragile 
lands.  Our  policy  states,  "We  oppose  economic  incentives  to  artificially  stimuUte 
producers  to  bring  fragile  lands  under  cultivation.  Any  producer  that  brings  sudi 
land  under  cultivation  should  be  ineligible  for  any  federal  incentive  payments  for 
any  crop  in  his  entire  farming  operations." 

We  also  support  implementation  of  a  conservation  reserve  program  which  offerB 
producers  contracts  of  seven  to  fifteen  years  under  which  erosion-prone  croplcmd 
would  be  converted  to  less  intensive  uses  such  as  pasture,  permanent  grass,  legumes 
or  non-crop  bearing  trees. 

The  policy  that  could  best  offer  prosperity  to  U.S.  agriculture  would  be  a  commitr 
ment  to  fiscal  responsibility  and  reducing  overall  federal  spending  in  order  to  get 
interest  rates  down,  currency  exchange  rates  in  line  and  exports  back  into  the  world 
market.  We  therefore  continue  to  support  a  freeze  on  government  spending  at  1985 
levels. 

We  believe  that  our  proposal  will  benefit  the  wheat  industry  as  it  provides  the 
opportunity  for  profit  to  all  of  agriculture.  The  features  outlined  above  allow  us  to 
move  toward  market  orientation,  provide  continued  assist€uice  in  the  form  of  target 
prices,  and  expand  export  markets.  Only  in  this  way  can  we  return  agriculture  to  a 
healthy  and  balanced  condition. 

Farm  Bureau  will  work  closely  with  the  Senate  Agriculture  Ck}mmittee  in  devel- 
oping a  sound  and  fiscally  responsible  farm  bill.  I  would  be  happy  to  respond  to  any 
questions. 


Statement  of  Robert  Wager,  President,  American  Bakers  Association,  Albo 
Representing  the  Independent  Bakers  Association,  and  the  Retail  Bakers  or 
America 

Mr.  Chairman,  and  Members  of  the  Ck}mmittee,  we  are  pleased  to  have  this  oppor- 
tunity to  testify  on  the  1985  Farm  Bill.  As  major  users  of  two  of  the  most  important 
agricultural  commodities  that  are  included  in  this  legislation,  wheat  and  sugar,  we 
have  a  vital  stake  in  farm  policy. 

At  the  outset,  we  want  to  state  that  we  have  great  empathy  for  the  plight  of  the 
American  farmer,  and  we  realize  that  we,  as  well  as  all  Americans,  have  a  need  to 
maintain  a  productive  and  efficient  agricultural  economy  for  the  nation.  We  want 
the  nation's  farmers  to  have  a  fair  return  on  their  investment,  managerial  talent, 
and  their  labor.  However,  we  believe  this  return  should  come  from  the  market,  not 
from  citizens'  tax  dollars. 

We  do  not  envy  the  difficult  role  in  which  you  find  yourself— the  responsibility  to 
fashion  an  acceptable  farm  bill,  at  a  time  when  many  s^ments  of  the  farm  econo- 
my are  depressed,  and  there  is  a  need  to  greatly  reduce  federal  expenditures  for 
farm  programs.  We  urge  Ck}ngress  to  resolve  the  farm  credit  problem  concurrent 
with  enactment  of  new  farm  policies.  We  hope  that  the  recommendations  that  we 
make  here  today  will  help  you  in  these  difficult  tasks. 

Mr.  Chairman,  your  bill,  S.  616,  which  was  introduced  earlier  this  month,  has 
much  to  recommend  it.  It  is  a  step  in  the  right  direction  for  wheat  and  feed  grain 
programs.  We  have  not,  however,  had  the  opportunity  to  make  a  recommendation 
on  it  to  our  Boards.  Accordingly,  this  statement  is  based  on  positions  which  the 
Boards  approved  earlier  this  year. 

Four  years  ago,  many  of  us  here  today  sat  at  these  same  tables  discussing  propos- 
als for  commodity  programs  in  the  1981  Farm  Bill.  With  the  benefit  of  hindsight,  we 
can  see  that  some  of  the  assumptions  on  which  those  programs  were  based  were 
faulty  and,  accordingly,  that  bill  has  not  accomplished  what  Congress  intended. 

A  major  premise  of  the  1981  legislation  was  that  increasing  world  demand  for  our 
crops  had  finally  solved  the  problem  of  excess  supply  and  that,  consequently,  the 
major  issue  of  the  1980's  would  be  how  to  increase  production  in  order  to  avoid 
shortages.  It  was  believed  that  voluntary  acreage  reduction  programs  would  be  suffir 
cient  to  deal  with  temporary  surpluses. 

Another  assumption  was  that  Congress  could  mandate  a  rigid,  long-term  (four 
year)  price  support  structure  for  agricultural  commodities.  How  wrong  we  were! 
Events  have  demonstrated  that  weather,  international  currency  fiuctuations,  tech- 
nology and  changes  in  the  business  cycle  are  more  powerful  influences  on  agricul- 
tural  markets  than  the  laws  written  by  Congress.  Thus,  one  lesson  to  be  drawn  from 
this  experience  is  that  Congress  should  not  attempt  to  specify  price  support  levels 
over  a  long  period,  but  rather  should  adopt  a  flexible  approach  with  ample  room  for 
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adjustment  to  domestic  and  international  market  conditions  from  year  to  year.  This 
will  assure  that  price  support  policy  is  closely  geared  to  changing  market  realities. 

So  far  the  1980's  have  been  characterized  by  substantial  oversupply  of  wheat  and 
other  m£^or  crops.  Experience  has  shown  that  voluntary  programs  are  ineffective  to 
reduce  production  and  are  very  costly.  Both  participating  and  nonparticipating 
farmers  simply  increase  their  acreage  bases  as  much  as  possible,  and  strive  for  max- 
imum yields  to  offset  the  reduced  acreage. 

We  have  also  learned  that  when  we  implement  such  acreage  reduction  programs, 
farmers  in  the  rest  of  the  world  expand  production,  thereby  negating  our  ac|just- 
ments,  increasing  the  cost  of  our  program,  and  reducing  our  world  market  share. 
Therefore,  Congress  must  face  the  fact  that  voluntary  acreage  reduction  programs 
are  inconsistent  with  limiting  the  cost  of  farm  programs  and  are  not  the  answer  to 
the  oversupply  pn^lem. 

POUCY  GOALS,  1985-89 

We  believe  that  Congress  should  aim  for  three  basic  goals  in  the  1985  Farm  Bill: 

1.  Commodity  programs  must  become  truly  market  oriented.  Congress  and  three 
successive  Administrations  have  claimed  that  previous  laws  were  market  oriented 
but,  in  fact,  government  interference  in  the  agriculture  market  has  increased  in 
recent  years.  Now,  government  must  truly  reduce  its  role  and  allow  market  signals 
to  determine  production  levels  for  mcjor  crops. 

2.  Programs  should  be  designed  and  support  levels  established  in  the  1985  Act 
consistent  with  the  objective  of  spending  no  more  than  $6  billion  per  year,  as  an 
average  over  time,  on  all  commodity  price  and  income  support  operations. 

3.  While  Congress  is  reducing  the  federal  role  in  agriculture,  we  must  take  care  to 
avoid  extreme  swings  in  commodity  prices.  The  roller  coaster  prices  of  the  early 
1970's  had  a  severe  impact  on  bakers,  especially  on  our  small-  to  mid-sized  bakers. 
Government  has  a  responsibility  to  cushion  low  prices  with  an  economic  safety  net, 
to  provide  some  stability  for  producers.  At  the  same  time,  government  should  pro- 
vide some  protection  for  consumers  against  excessively  high  prices,  which  are  an 
economic  shock  to  business  budgets  ana  to  family  pocketbooks. 

FARM  SECTOR  ECONOMIC  REALITIBS 

As  Congress  begins  to  consider  the  1985  bill,  it  is  important  to  keep  in  mind  cer- 
tain key  facts  about  the  structure  of  the  farm  sector  and  the  growth  of  farm  pro- 
gram costs.  Among  them  are  the  following: 

Four  percent  of  our  farms  (107,000)  produce  48  percent  of  total  farm  output  and 
had  average  family  incomes  of  $192,000  per  farm  in  1983. 

Some  24  percent  of  our  farmers  in  the  $40,000  to  $200,000  gross  sales  category, 
produced  39  percent  of  all  farm  output  in  1983,  earned  most  of  their  family  incomes 
from  the  farm,  and  have  average  family  incomes  of  about  $27,000,  mostly  from 
farming. 

About  72  percent  of  our  farmers  produced  only  13  percent  of  all  farm  output  in 
1983  and  received  80  percent  of  their  spendable  income  from  off-farm  sources.  These 
farmers  had  average  family  incomes  from  all  sources  around  $19,435  in  1983. 

The  largest  10  percent  of  U.S.  farms  accounted  for  over  50  percent  of  direct  gov- 
ernment parents  in  recent  years,  while  half  of  all  our  farms  got  only  10  percent  of 
all  federal  mrm  payments. 

Making  these  payments,  mostly  to  laige  farmers,  and  conducting  price  support  op- 
erations cost  the  federal  government  $29  billion  in  a  single  fiscal  year  (1983)  under 
the  1981  Act,  in  both  direct  expenditures  and  payinent  in-kind. 

Exports  are  key  outlets  for  our  production,  taking  60  percent  of  wheat  production, 
40  percent  of  soybeans  and  50  percent  of  cotton  in  a  typical  year.  This  makes  our 
agricultural  sector  very  sensitive  to  outside  influences  such  as  the  value  of  the 
dollar,  world  credit  conditions,  and  trade  restraints. 

These  facts  lead  to  three  important  conclusions: 

1.  That  most  of  those  who  produce  the  bulk  of  agricultural  commodities  are  rela- 
tively prosperous,  yet  they  receive  over  half  of  all  Federal  payments  as  income  sup- 
plements, some  of  these  large  farmers  are  in  financial  trouble,  however,  and  should 
be  helped  bv  better  credit  policies. 

2.  Tnat  the  m^gority  of  producers,  with  lower  incomes,  receive  very  little  in  gov- 
ernment payments.  Federal  farm  programs  are  increasing  the  income  disparity  be- 
tween large  and  small  farmers,  not  reaucing  it;  and 

3.  That  it  is  vital  to  both  large  and  small  farmers  that  their  crops  be  competitive 
in  world  markets  because  exports  provide  a  laige  part  of  the  income  for  both 
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groups.  This  means  not  only  offering  our  crops  at  realistic  prices,  but  also  providing 
open  access  to  our  market  for  the  produce  of  otRer  nations. 

PROGRAM  RECOMMENDATIONS 

Loan  rates. — The  loan  program  has  been  part  of  the  law  for  over  50  years.  At  var- 
ious times,  loan  rates  have  served  as  a  price  floor,  marketing  tool,  income  support 
mechanism  and  price  stabilizer. 

But  in  recent  years,  Ck}ngress  has  raised  the  rate  above  market  clearing  levels, 
and  subst€mtially  above  variable  costs,  so  that  producers  are  guaranteed  a  profit 
When  there  is  no  risk,  farmers  are  encouraged  to  expand  production.  Market  sig- 
nals can  be  ignored. 

The  USDA  estimates  that  loan  rates  now  cover  average  variable  costs  for  over  98 
percent  of  all  wheat  and  com  produced.  This  means  that  a  large  portion  of  all  pro- 
ducers are  assured  a  return  well  above  variable  costs.  Excessively  high  loan  rates 
together  with  escalation  of  the  value  of  the  dollar  are  the  main  reasons  for  current 
surpluses  of  some  crops  and  our  weak  position  in  world  markets. 

Accordingly,  we  recommend  that  loan  rates  be  brought  into  closer  alignment  with 
market  conditions  by  adapting  the  soybean  loan  formula  to  wheat.  Under  this  ap- 
proach, the  wheat  loan  rate  beginning  in  1986  would  be  based  on  75  percent  of  the 
average  cash  price  received  by  farmers  for  all  wheat  in  the  past  five  years,  exclud- 
ing the  high  and  low  years.  A  minimum  rate  could  be  established  from  year  to  year, 
as  it  is  for  soybeans,  but  that  minimum  should  always  be  lower  than  anticipated 
market  prices.  Under  the  proposed  formual,  the  loan  rate  would  gradually  move  up 
or  down  from  year  to  year  as  prices  rose  or  declined.  This  would  provide  considei> 
able  stability  for  market  prices,  while  providing  the  price  flexibility  so  badly  needed 
to  compete  abroad. 

Further,  we  recommend  that  the  USDA  explore  the  possibility  of  revising  the 
schedule  of  premiums  and  discounts  for  wheat  quality.  The  USDA  has  not  reviewed 
this  schedule  for  many  years.  During  this  time,  wheat  quality  has  tended  to  deterio- 
rate, with  growing  emphasis  on  yields.  A  new  schedule  could  provide  greater  incen- 
tives for  higher  quality  wheat,  thereby  benefiting  both  domestic  and  intemati(»al 
customers. 

Target  prices. — The  current  target  price  program  was  introduced  into  the  law  in 
1973.  The  theory  behind  it  was  that  by  separating  the  price  support  and  income  sup- 
plement functions  of  commodity  programs,  loan  rates  could  be  reduced  to  increaseB 
exports,  and  the  need  for  supply  control  programs  would  be  decreased. 

But  it  has  not  worked  out  that  way.  Target  price  payments  have  had  the  effect  of 
inflating  land  prices  and  production  costs.  They  have  encouraged  farmers  to  expend 
production,  even  under  surplus  conditions,  ana  have  been  very  expensive  to  our  na- 
tional budget.  Target  price  pa3rments  for  wheat  cost  the  taxpayers  over  $1.5  billion 
for  the  1984  crop.  For  feed  grains,  1984  payments  will  approach  $1.75  billion. 

In  this  time  of  severe  budget  stringency,  target  prices  must  be  substantially  re- 
duced, starting  with  1986  crops,  and  should  be  phased  out  over  the  next  four  yean. 
Moreover,  pa3rments  should  be  directed  away  from  large,  prosperous  farmers  who  do 
not  need  them,  and  from  small  producers  who  obtain  most  of  their  income  fhxm 
non-farm  work,  to  small  and  midnsized  farmers  who  depend  on  farm  income  for  a 
living. 

Acreage  reduction  programs.— Voluntary  acreage  reduction  programs  have  been  a 
part  of  the  law  for  over  50  years.  Their  asserted  purpose  is  to  adjust  supply  and 
demand  to  avoid  surplus  stocks  and  hence,  large  government  costs. 

But  the  history  of  the  past  25  years  has  shown  that  voluntary  acreage  reduction 
programs  have  been  largely  ineffective.  They  tend  to  shelter  less  productive  farm- 
ers, while  encouraging  others  who  do  not  participate  to  produce  to  their  full  capac- 
ity. Moreover,  USDA  research  shows  that  when  producers  join  a  voluntary  acreage 
reduction  program,  they  increase  cultivation  on  their  remaining  land,  thereby  in- 
creasing yields.  The  USDA  has  found  that  for  every  10  percent  of  the  acreage  base 
idled,  acreage  yield  on  the  remaining  acres  increases  three  percent  for  com  and  two 
percent  for  wheat. 

Four  years  ago,  we  recommended  that  Ck}ngress  terminate  authority  for  voluntary 
acreage  reduction  programs.  Our  belief  has  been  strengthened  by  the  lack  of  resulto 
from  this  program  in  recent  years.  Once  again,  we  urge  that  Congress  end  this  pro- 
gram. 

It  is  obvious  that  in  the  short  run  there  is  an  excess  of  resources  devoted  to  crop 
production  in  the  United  States.  We  must,  however,  address  the  problem  of  oveipro- 
duction  in  a  more  rational  manner  in  an  era  of  reduced  world  demand  for  U.S. 
grain  and  relatively  static  domestic  demand  for  the  basic  agricultural  commoditiei. 
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At  the  same  time,  we  realize  that  there  is  a  need  to  provide  some  transitional 
help  for  the  farmer  who  would  be  affected  by  the  lower  loan  rates  and  reduced 
target  prices  that  we  are  suggesting.  Therefore,  we  propose  a  lon^term  land  retire- 
ment program  similar  to  the  Soil  Bank  program  of  the  1950's.  We  suggest  a  pro- 
gram that  would  involve  a  commitment  on  the  part  of  the  farmer  to  retire  land  for 
a  five  year  period  or  more,  with  escape  clauses  so  that  the  land  could  be  taJcen  out 
of  retirement  if  there  was  a  food  shortage.  The  program  would  be  aimed  at  those 
areas  most  in  need  of  soil  conservation. 

Such  a  program  should  be  operated  on  a  bid  basis  to  provide  the  most  conserva- 
tion for  the  least  dollars,  and  maximum  effect  on  farm  output  during  the  transition 
to  a  fiill  production  farm  economy.  This  land,  which  would  have  to  be  planted  to 
soil-conserving  uses  to  qualify,  would  thus  have  a  chance  to  be  restored  and  rebuilt, 
while  remaining  availble  for  future  needs  for  world  food  production. 

Commodity  reserves.— -The  farmer  owned  reserve  was  added  in  the  1977  law.  Until 
recent  years,  it  has  functioned  in  the  nmnner  intended  to  reduce  supply  and  price 
instability,  and  to  improve  our  national  reputation  as  a  reliable  suppher. 

In  recent  years,  however,  the  reserve  has  been  used  to  support  prices  by  raising 
the  entry  loan  rate,  and  by  allowing  the  build-up  of  excessive  stocks.  The  com  er- 
serve  increased  from  185  million  bushels  in  1980-81  to  2.8  billion  bushels  in  1982-83. 
Similarly,  the  wheat  reserve  rose  from  360  million  bushels  in  1980-81,  to  1.1  billion 
bushels  in  1982-83. 

We  support  the  farmer  owned  reserve  program.  We  believe  it  has  a  necessary  and 
proper  place  among  our  commodity  programs.  We  recommend  that  it  be  returned  to 
its  original  purposes. 

To  achieve  this,  OCC  and  farmer  owned  reserve  stocks  should  be  capped  at  700 
million  bushels  of  wheat,  and  the  reserve  entry  price  limited  by  law  to  no  more 
than  five  percent  above  tiie  current  loan  rate.  At  the  same  time,  the  release  price 
should  be  kept  reasonable,  no  more  than  150  percent  of  the  entry  price.  Correspond- 
ingly, when  the  reserve  falls  below  300  million  bushels,  the  Secretary  should  take 
measures  to  replenish  reserve  stocks. 

Permanent  repeal  of  the  Wheat  Certificate  Program^ — Section  303  of  the  current 
law  suspends  application  of  the  Wheat  CertiHcate  Program  until  1986.  This  relic  of 
another  era  should  finally  be  terminated.  The  bread  tax  should  be  permanently  re- 
pealed! Until  that  can  be  done.  Congress  should  act  quickly  on  an  amendment  to 
present  law,  or  by  joint  resolution,  to  suspend  all  USDA  actively  leading  to  a  refer- 
endum on  an  unworkable  program  for  the  1986  crop  of  wheat,  and  to  postpone  the 
referendum  now  required  by  law  for  at  least  six  months. 

Sugar  policy.— Vfe  support  the  position  of  the  Sugar  Users  Group.  Thus,  we  favor 
a  substantial  reduction  in  the  sugar  support  price,  and  the  elimination  of  quotas  on 
imported  sugar.  Consistent  with  our  other  positions,  we  believe  the  support  price 
should  be  based  on  the  same  formula  as  for  wheat— 75  percent  of  recent  average 
prices.  According  to  our  calculation,  this  would  mean  a  price  reduction  of  7-8  cents 
per  pound  within  a  few  years,  leading  to  a  sugar  loan  in  the  area  of  10-11  cents  per 
pound. 

Dairy  policy — We  believe  that  dairy  support  levels  should  be  reduced  until  the 
Federal  government  is  no  longer  bu3dng  surplus  dairy  products  beyond  those  needed 
for  legitimate  food  programs.  Price  support  reductions  scheduled  for  April  1,  and 
July  1,  this  year  should  be  made,  and  would  set  the  stage  for  a  better  dairy  policy 
be^ning  at  or  near  the  end  of  this  year,  with  enactment  of  the  farm  bill.  Since 
dairy  product  prices  have  been  more  dependent  on  the  Federal  support  system  than 
some  other  products,  a  longer  transition  to  a  market  oriented  support  level  may  be 
needed. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  present  our  views  to  this  distin- 
guished panel.  We  will  be  happy  to  answer  any  questions  you  may  have. 


Statement  of  V.B.  Morris,  National  Secretary,  American  Agriculture 

MovEBAENT,  Inc. 

The  American  Agriculture  Movement,  Inc.,  in  convention  and  meetings  held 
across  the  country  assembled  and  proposed  the  following  to  be  included  in  the  1985 
farm  bill. 

The  1985  farm  bill  must  include: 

Production  Controls:  establish  a  mandatory  program  throu£^  referendum  by  farm 
operators  with  quantity  controls  (bushels,  bales,  pounds,  etc.)  in  addition  to  a  10% 
acreage  reduction.  Production  levels  should  be  established  according  to  inventory 
stocks. 
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Loan  Rates:  Loan  rates  set  at  not  less  than  70%  of  parity  (the  average  cost  of 
production)  on  all  storable  agriculture  commodities  including  milk.  Minimum  non 
recourse  loan  term  shall  be  36  months  with  loan  rates  increasing  2%  annually  thor- 
ught  1996  and  remain  at  90%  parity  thereafter;  storage  rates  for  on-farm  storage 
and  commercial  storage  shall  be  the  same. 

Proposed  annual  loan  rate  increase 

[In  percent] 
Year  Parity  Year  Farity 

1986 70  1993 84 

1987 72  1994 86 

1988 74  1995 88 

1989 76  1996 90 

1990 78  1997 90 

1991 80  1998 90 

1992 82  1999 90 

Food  Reserve:  A  national  food  reserve  shall  be  established  (to  guard  against  food 
shortage)  and  released  only  when  a  food  shortage  has  been  declared  by  the  House 
and  Senate  agriculture  committees.  Inventory  stocks  of  each  commodity  shaU  be  set 
by  the  Ag  secretary  and  shall  be  managed  by  the  (Ik}mmodity  Credit  Corporation 

Imports:  All  agricultural  products  (livestock,  poultry,  dairy,  fish,  vegetables,  etc. 
.  .  .)  shall  be  labeled  as  to  the  country  of  origin.  Any  processed  or  co-mingled  prod- 
uct shall  be  labeled  as  such.  All  imported  products  shall  have  equal  inspections  and 
meet  same  standards  as  domestically  produced  products.  Products  containing  resi- 
dues of  U.S.  banned  chemicals  shall  not  be  allowed  to  be  imported  into  the  U^.  Red 
meat  imports  shall  be  controlled  by  a  price  trigger  and  reflect  a  parity  level  consist- 
ent with  other  ag  commodities  and  no  ag  product  shall  be  allowed  entry  at  less  than 
the  domestic  price  as  provided  for  in  the  G.A.T.T.  (Greneral  Agreement  on  Tarrifb 
and  Trades)  anti-dumping  agreements. 

Exports:  The  U.S.  should  use  subsidies  to  maintain  our  market  share  in  world 
trade  and  this  device  should  include  export  PIK,  adequate  credit,  interest-buy-down, 
etc.  U.S.  subsidies  should  match  those  used  by  foreign  governments  hidden  or  direct 

Farm  Tax  Loopholes:  There  should  be  a  maximum  write-off  of  $20,000  for  non- 
farm  income  through  tax-loss  farming. 

Soil  (Ik}nservation:  The  existing  soil  conservation  programs  shall  be  continued  and 
expanded  in  problem  areas. 

Farm  Credit  (FmHA):  Reschedule  farm  debt  on  a  case-by-case  basis  to  allow  the 
operation  to  meet  cash-flow  requirements  necessary  to  continue  operation.  Terms  of 
the  loan  (20  year  maximum)  shall  be  established  by  a  county  committee.  The  county 
committee  shall  be  elected  by  farm  operators  in  a  county  referendum  and  shaU  be  a 
functioning  loan  committee  of  no  fewer  than  five  people!  Three  of  which  must  be 
farm  operators,  elected  by  their  peers  which  will  in  turn  appoint  two  others,  one 
from  the  financial  conununity,  and  one  holding  a  public  office.  New  applications 
must  be  accepted  for  consideration  and  any  economic  emergency  (EE),  emergenqr 
disaster  (EM),  or  operating  (OL)  loans  not  acted  upon  within  60  days  must  be  auto- 
matically approved. 

ASCS:  County  ASCS  committees  shall  make  all  decisions  relating  to  soil  and 
water  conservation  practices,  including  cover  crops,  haying  and  grazing  dates,  etc. 
The  ASCS  community  committee  must  be  continued  with  no  fewer  committees  than 
in  place  in  1980. 


Statement  of  Marsha  Jones,  National  Wheat  Commodity  Chairwoman,  Women 
Involved  in  Farm  Economics 

Mr.  Chairman  and  members  of  the  Committee:  I  would  like  to  thcuik  you  for 
giving  me  the  opportunity  to  address  this  committee. 

I  am  Marsha  Jones,  and  Fm  here  today  to  represent  Women  Involved  in  Fann 
Ea)nomics  (WIFE).  I  am  the  National  Wheat  Commodity  Chairwoman  elected  by 
the  wheat  producers  of  WIFE. 

My  husband  and  I  farm  and  ranch  in  northeastern  Colorado.  I  am  an  active  pro- 
ducer that  participates  in  the  cropping  procedure.  Our  main  commodity  is  whett 
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We  entered  into  the  farming  profession  during  the  early  seventies  when  the  govern- 
ment was  wanting  the  American  producer  to  produce  as  much  wheat  as  possible  for 
export.  Today  it  appears  that  the  administration  is  again  asking  us  to  produce  for 
the  export  market,  this  time  with  the  intention  of  marketing  this  wheat  far  below 
the  cost  of  production. 

The  wheat  program  that  will  be  written  into  the  Agricultural  Acfjustment  Act  of 
1985  is  of  utmost  importance  to  the  survival  of  the  American  wheat  producer,  their 
communities  and  our  nation's  economy. 

I  would  like  to  inform  you  that  the  wheat  producers  of  this  nation  are  in  trouble. 
We  have  been  producing  wheat  for  several  years  below  the  cost  of  production.  We 
have  been  borrowing  against  our  assets  to  stay  in  business  to  produce  the  food  for 
this  nation  and  the  world.  Let  me  ask  you,  how  long  do  you  think  we  can  do  this 
before  we  no  longer  have  assets  left  to  borrow  against  and  can  no  longer  find  the 
operating  capital  that  is  needed  to  produce  this  wheat? 

WIFE  feels  that  a  cheap  food  policy  at  the  expense  of  the  producer  cannot  go  on 
any  longer.  The  ''American  consumer'',  a  title  which  includes  farmers  who  are  the 
largest  consumer  in  this  nation,  has  the  cheapest,  most  bountiful  supply  of  food  in 
the  world.  If  wheat  were  $6.00  a  bushel,  a  pound  of  wheat  would  cost  a  thin  dime. 
That  would  make  the  wheat  in  a  loaf  of  bread  worth  8  cents.  A  one  pound  loaf  of 
bread  would  cost  58  cents  up  4  cents  from  the  cost  of  a  loaf  of  bread  in  1983.  In  1983 
the  total  price  'spread  between  the  farm  and  retail  store  for  a  loaf  of  bread  costing 
54.2  cents  was  49.1  cents,  a  record  high.  (USDA  figure) 

Ck}mmon  sense  tells  us  that  exporting  commodities  below  the  farmers  cost  of  pro- 
duction will  not  help  our  nation's  economy. 

The  administration's  proposal  for  the  Agricultural  Acfjustment  Act  of  1985  is 
claiming  that  a  market  oriented  program  will  permit  the  U.S.  farmer  to  challenge 
his  competitor  in  world  markets,  but  everytime  a  bushel  of  wheat  is  sold  at  home  or 
abroad  for  less  than  it  costs  to  produce  it  we  are  giving  away  the  real  earned  wealth 
of  our  nation. 

Reducing  the  federal  deficit  in  an  effort  to  balance  the  budget,  which  would  in 
turn  devalue  the  dollar  would  be  a  more  effective  method  of  making  U.S.  agricultur- 
al commodities  more  competitive  on  the  world  market.  Our  foreign  buyers  are 
pa3dng  30%  more  for  a  bushel  of  wheat  today  than  they  did  three  years  ago  but 
American  wheat  producers  are  being  paid  20%  less  than  they  were  three  years  ago 
because  of  the  value  of  the  dollar. 

WIFE  would  like  the  wheat  producer  to  be  able  to  enter  into  a  fair  marketing 
system,  but  we  cannot  compete  with  the  treasuries  of  other  nations  who  highly  sub- 
sidize their  producers.  We  cannot  compete  with  governments  who  must  export  and 
will  do  so  at  any  price.  We  cannot  produce  at  U.S.  prices  and  sell  on  a  world 
market.  If  we  are  to  become  a  market  oriented  supplier  and  sell  our  wheat  at  world 
prices  the  government  must  share  the  cost. 

We  feel  that  until  the  wheat  producer  of  the  U.S.  has  regained  a  larger  share  of 
the  world  market  that  a  supply  management  system  must  be  implemented.  It  must 
be  a  mechanism  that  truly  will  reduce  the  production  at  the  market  place.  WIFE 
supports  a  bushel  allotment  to  control  production.  The  acreage  reduction  svstem  of 
the  past  does  not  appear  to  have  worked.  Cutbacks  based  on  bushel  allotments 
would  prove  to  be  more  effective  than  acreage  reduction  cheaper  to  control  and 
would  create  a  more  accurate  reduction.  A  30%  reduction  would  truly  mean  30% 
less  wheat  on  the  market.  A  bushel  allotment  reduction  should  not  be  left  to  the 
discretion  of  the  Secretary  of  Agriculture  who  is  far  to  vulnerable  to  pressure  from 
cabinet  officials,  state  departments  and  social  groups  but  should  be  based  on  a  scale 
contingent  upon  an  annual  review  of  the  actual  carryover  wheat  stocks. 

WIFE  opposes  the  caps  proposed  by  the  administration  and  feel  they  would  make 
any  reduction  program  ineffective  by  eliminating  incentives  for  larger  producers  to 
participate. 

WIFE  supports  a  target  price  that  will  reflect  a  realistic  cost  of  production  plus  a 
profit  with  an  escalatinp^  clause  using  the  cost  of  living  index.  A  standard  of  econo- 
my must  develop  in  which  when  the  product  of  an  hour  of  labor  in  agriculture  will 
trade  for  an  hour  of  labor  in  any  other  sector  of  the  econoimr. 

In  developing  the  Agricultural  Adjustment  Act  of  1985  a  system  of  price  and 
income  protection  to  avoid  disaster  tor  the  nations  producer  must  be  formulated. 
Loan  rates  must  be  set  at  a  realistic  cost  of  production  (not  less  than  75%  of  parity) 
and  they  must  be  recourse  loiEUis.  When  we  say  loan  we  mean  just  that.  The  money 
is  paid  back  with  interest.  It  is  not  a  subsidy  or  a  gift  by  any  stretch  of  the  imagina- 
tion. 

WIFE  supports  a  normal  crop  acreage  (NCA)  as  a  requirement  for  support  prices, 
loan,  target,  and  disaster.  A  consistent  and  constant  NCA  is  necessary  to  implement 
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an  efficient,  fair  and  realistic  reduction  program  in  years  when  the  cany  over  stock 
signals  a  reduction  is  needed. 

Reserves  were  designed  to  insure  a  constant  and  adequate  food  supply  for  our 
American  public  and  a  percentage  of  the  world  population.  As  this  insurance  re- 
serve is  considered  a  necessity,  it  therefore  needs  to  be  protected.  To  protect  the  re- 
serve, and  at  the  same  time  not  jeopardize  the  farmers  already  low  income  levd, 
this  reserve  must  be  farmer  held.  The  farmers  who  are  storing  the  grain  must  re- 
ceive adequate  storage  pajrments. 

Reserves  can  and  do  act  as  an  interim  financing  test  for  farmers  who  enter  the 
reserve,  therefore  proper  management  of  released  grain  is  essential.  The  committee 
must  provide  a  mechanism  to  prevent  massive  dumping  in  the  market  when  the  re- 
lease  level  is  triggered.  Continuing  storage  payments  is  a  possible  answer. 

WIFE  supports  the  P.L.  480  program.  It  has  proven  to  be  an  effective  proipram  fiir 
foreign  assistance  to  the  under  developed  countries  plus  has  aansted  in  developiiv 
long-term  m£u-kets  for  our  wheat  producers.  WIFE  recommends  that  funding  be  in- 
creased, and  that  flour  and  anv  other  by-products  from  alcohol  fuels  be  added.  If  we 
are  to  become  market  oriented,  the  m£u-kets  have  to  be  developed.  We  support  ade- 
quate funding  to  be  provided  to  educate  and  inform  the  recipients  of  the  nutritimial 
value  of  our  product  and  its  by-products. 

We  are  strongly  opposed  to  having  agricultural  products  singed  out  and  used  as  a 
political  tool  in  the  impositions  of  embargoes  rather  real  or  implied.  The  UJS.  gov- 
ernment has  weakened  our  export  markets.  We  have  lost  our  credibility  with  our 
foreign  buyers,  and  have  been  viewed  as  not  being  a  dependable  source.  We  recom- 
mend that  agriculture  not  be  singled  out  for  embsurgo  action  unless  it  is  a  complete 
embargo  of  all  U.S.  technology  and  products.  We  recommend  the  reauthorization  of 
emlraiijro  protection  provisions  adopted  in  the  1981  Farm  Bill. 

WIFE  has  diligently  worked  in  Washington  during  the  writing  of  the  last  two 
farm  bills.  We  appreciate  the  opportimity  to  participate  in  our  governmental  proc- 
esses. Our  goal  is  a  strong  agricultural  economy  which  would  create  a  strcmg  nation- 
al economv.  We  understand  the  task  you  have  in  writing  this  complex  piece  of  legis- 
lation and  we  know  you  will  remember  that  it  could  either  nmke  or  break  the 
American  family  farm  as  our  nations  food  producer. 

Thank  you  for  your  interest  in  the  welfare  of  America's  agriculture. 


[The  following  material  was  furnished  by  George  Levin;  see  p.  310 
for  his  oral  presentation:] 

(Reprint  from  Farm  Futures,  March  1963] 

Tampering  WrrH  Demand 

(By  David  Skoloda) 

President  Reaean's  signature  on  the  bill  establishing  "sanctity  of  contracts"  and 
the  new  dose  of  blended  credit  for  exports  were  both  encouraging  signs  that  the  ad- 
ministration is  committed  to  boosting  agricultural  exports.  But  the  ink  had  barely 
dried  on  President  Reagan's  signature  when  a  squabble  between  the  U.S.  and  China 
created  new  concerns  about  overseas  markets. 

Talks  between  U.S.  and  Chinese  negotiators  on  ways  to  limit  Chinese  textUe  ex- 
ports to  the  United  States  broke  down  and  the  U.S.  said  it  would  impose  unilateral 
restrictions  on  imported  Chinese  textiles.  China  responded  by  saying  it  would  stop 
purchases  of  U.S.  cotton  and  soybeans  and  cut  down  on  imports  of  other  unspedfied 
agricultural  products.  Wheat  growers  were  not  reassured  because  they  weren't  men- 
tioned. China  is  our  biggest  market  for  wheat.  There  is  plenty  of  wheat  available  in 
the  world,  so  if  the  Chinese  want  to  carry  out  their  threat  to  cut  their  use  of  other 
U.S.  products,  they  could  meet  virtually  all  of  their  wheat  needs  elsewhere. 

There  is  serious  concern  that  the  U.S.  could  become  a  supplier  of  last  resort  to 
China  much  as  it  has  become  for  the  Soviet  Union  in  the  wake  of  the  1980  grain 
embargo. 

The  loss  of  Chinese  business  would  have  an  obvious  bearish  effect  on  the  commod- 
ities affected.  There  is  still  a  chance,  of  course,  that  further  negotiations  may 
smooth  over  the  current  dispute. 

If  that  happens,  and  we  hope  it  does,  the  U.S.  is  still  left  with  a  lesson  for  an 
agricultural  system  basing  its  hopes  for  prosperity  on  export  markets.  The  lesson  is 
this:  Unless  agriculture  receives  an  unconditioned  No.  1  priority  rating  among  the 
special  interests  V3ring  for  attention  in  trade  policies,  such  scares  or  setbacks  as  the 
current  situation  wilii  the  Chinese  will  continue.  The  reason  is  that  our  agricultural 
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products  are  sold  so  uniformly  throughout  the  world  that  there  are  few  nations  with 
which  we  might  have  a  trade  dispute  who  could  not  use  agricultural  trade  as  a  con- 
venient retaliatorv  lever.  The  next  case  may  be  Japanese  reaction  to  the  U.S.  legis- 
lation requiring  domestic  content"  in  automobiles.  There  is  no  way  U.S.  farmers 
could  meet  a  similar  Japanese  requirement  on  wheat,  a  U.S.  Wheat  Associates 
spokesman  pointed  out. 

Sanctity  of  contracts. — the  law  requiring  that  delivery  be  made  on  contracts  up  to 
270  days  following  purchase  unless  there  were  a  declaration  of  war  or  national 
emergency— is  a  gain  for  agriculture.  But  it  is  not  the  whole  answer  to  agriculture's 
vulnerability  as  long  as  significant  overseas  markets  remain  in  peril  because  of  gov- 
ernment actions.  So  if  anyone,  particularly  a  textile  or  auto  worker,  gives  you  any 
guff  about  the  "crop  swap,"  you  could  just  tell  them  that  when  the  government 
tampers  with  demand  by  alienating;  markets,  it  must  then  assume  a  responsibilihr 
to  alter  the  supply,  which  is  essentially  what  has  happened  to  bring  about  the  PIK 
program. 

[Reprint  from  the  Wall  Street  Journal,  Nov.  28, 1980] 

As  World  Demands  More  U.S.  Grain 

(By  Terri  Minsky) 

Washington.— The  U.S.  can  no  longer  be  breadbasket  to  the  world. 

That  was  the  conclusion  of  the  Agriculture  Department's  57th  annual  outlook 
conference  here  last  week,  where  officials  and  guest  experts  described  the  farm  and 
food  situation  in  such  bleak  terms  as  "precarious,"  "oangerous,"  and  "worse  than 
ever  before." 

"Food  will  be  in  the  1980s  what  oil  became  in  the  1970s — scarce  and  expensive," 
said  Gary  Ellis,  commodities  analyst  with  the  niinois  Agriculture  Association.  Un- 
fortunately, U.S.  agriculture  policy  makers  for  50  years  have  based  their  subsidy, 
price-support  and  food-aid  programs  on  the  notion  that  U.S.  farmers  produce  more 
than  domestic  and  export  needs  require. 

No  longer,  the  outlook  confemece  speakers  said,  maintaining  that  the  Reagan  ad- 
ministration will  have  to  choose  between  unprecedented  large  jumps  in  foodf  prices 
for  U.S.  consumers  and  grain-trade  restrictions  to  its  customers  abroad. 

THE  COMING  CRUNCH 

"What  it  gets  down  to  is  we've  only  got  so  much  grain,"  said  Thomas  Hierony- 
mus,  agricultural  economics  professor  at  the  University  of  Illinois.  "Are  consumers 
willing  to  pav  more  for  their  food  to  keep  the  grain  at  home  than  importing  coun- 
tries are  to  ship  the  grain  there?"  In  such  a  staindofr,  the  U.S.  consumer  is  bound  to 
lose.  Mr.  Hieronymus  and  others  said,  since  countries  with  a  growing  population 
and  improving  diet  will  meet  any  price.  "And  then  Grod  help  the  consumer,"  he 
commented. 

The  newly  minted  buzz  phrase  for  the  occasion  was  "food  security."  Chart  after 
chart  followed  by  a  series  of  graphs  showed  how  the  world  food  supply  is  anything 
but  secure. 

The  U.S.  accounts  for  60%  of  world  grain  trade.  Its  exports  have  grown  an  aver- 
age of  12%  a  year  in  the  1970s.  But  grain  production  rose  only  about  5%  a  year  at 
the  same  time,  so  that  by  the  end  of  the  1970s,  U.S.  farmers  were  selling  nearly 
every  bushel  of  grain  they  harvested,  most  of  it  for  export. 

VORACIOUS  HORDES 

But  the  world's  appetite  continues  to  grow,  noted  Howard  Hjort,  the  Agriculture 
Department's  chief  economist.  Demand  for  U.S.  exports  of  grain  should  increase  by 
8%  a  vear  for  the  Hrst  half  of  the  1980s,  he  said.  Some  found  his  estimate  conserva- 
tive. Someday  soon  the  Chinese  will  find  out  how  good  a  piece  of  ham  between  two 
pieces  of  bread  tastes,  and  then  you'll  see  some  real  demand"  (as  China  imports  feed 
grains  for  raising  livestock),  one  commodities  analyst  said  in  an  aside. 

But  crop  production  won't  keep  stride.  "We're  using  just  about  all  the  available 
land  there  is,"  Mr.  Hjort  said.  Walter  P.  Falcon,  director  of  food  research  at  Stan- 
ford University,  added  that  the  more  productive  seed  hybrids  are  "15  years  down 
the  road." 

Terry  Francl,  agricultural  economist  at  Continental  Bank  in  Chicago,  didn't  find 
the  situation  so  serious.  "Hey,  we're  talking  about  a  free^nterprise  system  here," 
he  said,  "Next  year  we'll  stand  around  and  wonder  where  all  those  farmers  found 
idl  that  land  they  planted." 
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EXPENSIVE  FEED 

Some  livestock  analysts  envisioned  acres  of  cattle  pastureland  being  plowed  for 
crops  next  year,  since  their  grain  analyst  counterparts  predicted  a  $4  and  even  $5 
price  for  a  bushel  of  com  next  spring,  compared  with  $2.50  a  bushel  earlier  tUs 
year. 

"Nobody  can  afford  to  feed  animals  $4  com/'  said  Bob  Holbert,  livestock  analyst 
for  ContiCommodity  Services  Inc.  Added  another  analyst,  "It  takes  less  land  imd 
less  grain  to  raise  hogs  and  chickens  anyway.  Beef  is  going  to  go  the  way  of  big 
automobiles." 

The  weather  emerged  as  the  prime  factor  in  forecasting  supply,  as  every  oatlook 
speech  began  with  the  preamble:  "If  the  weather  is  good  next  year.  .  .  ."  It  wasn't 
this  year,  as  drought  and  searing  heat  cut  crop  3rields  sharply.  Bv  next  fall,  grain 
stockpiles  accumulated  in  times  of  overproduction  will  have  fallen  40%  to  little 
more  than  a  month's  supply. 

"We  moved  from  surplus  to  scarcity  with  one  fell  swoop,"  said  Willard  Cochrane, 
University  of  Minnesota  agriculture  economist.  Since  it  will  be  difficult  to  build  up 
grain  stocks  in  the  near  future,  he  said.  "We're  looking  at  inflation  driven  by  food 
prices."  Food  prices  make  up  one-fifth  of  the  consumer  price  index.  Mr.  Cochrane 
and  others  saw  the  cost  of  food  climbing  above  the  12.2%  increase  forecast  by  Agri- 
culture Department  economists  earlier  in  the  week.  "And  thejr're  going  throuj^  the 
roof  if  the  weather's  dry  again,"  he  said. 

This  could  be,  meteorologists  on  the  weather-outlook  panel  warned.  "Dr3mess  pre- 
pares the  way  for  more  dryness,"  said  J.  Larason  Lambert,  an  Agriculture  Depart- 
ment meteorol^ist  as  he  waved  a  pencil  over  Kansas,  Oklahoma,  Missouri  anoAr- 
kansas  on  a  U.S.  map.  These  are  com  and  wheat  growing  states  whose  soil  remains 
too  dry  to  nourish  crops  properly. 

Worse  than  rising  food  prices,  though,  would  be  prices  that  jumped  back  and  forth 
unexpectedly  in  concert  with  the  varying  sizes  of  China's  or  tne  Soviet  Union's 
grain  imports,  said  Carol  Tucker  Foreman,  an  assistant  secretary  of  agriculture. 
That  would  be  intolerable  to  the  consumer  pocketbook." 

Expecting  a  clamor  from  grocery  shoppers,  Marvin  Duncan,  agricultural  econo- 
mist at  the  Federal  Reserve  Bank  in  Kansas  City,  observed,  "Reagan  says  he'll  lift 
the  embargo  on  grain  shipments  to  the  Soviet  Union.  Bv  the  middle  of  next  year,  he 
may  wish  he'd  left  it  on  and  had  another  one  besides.  Richard  Crowder,  AUsbcuy 
Co.  corporate  economist,  said  the  U.S.  "wasn't  above  protecting  its  consumer  from 
vagaries  of  the  market,"  citing  price  control  guidelines  and  four  embargoes  applied 
in  the  past  eight  years. 

WHO  EATS  FIRST? 

The  outlook  speakers  were  certain  that  Agriculture  Department  programs  bom  in 
the  midst  of  plenty  wouldn't  likely  survive  the  new  supply-demand  ratio.  They  said 
food-aid  programs  probably  will  be  cut  sharply.  "How  can  we  feed  the  poor  at  home 
and  abrcMEui  before  ourselves?"  Mr.  Cochrane  asked. 

Subsidies  for  making  gasohol,  a  fuel  that  is  90%  gasoline  and  10%  alcohol  dis- 
tilled from  com,  are  likely  to  face  similar  budget  surgery.  Even  the  grain-reserve 
program,  originally  designed  to  keep  burdensome  supplies  of  grain  from  depressing 
farm  prices,  may  be  excluded  when  the  farm  bill  is  rewritten  next  year»  smce  the 
government  would  have  to  match  the  market  price  for  grain  to  get  farmers  to  store 
it  rather  than  sell  it. 

Richard  Lyng,  head  of  President-elect  Reagan's  Agriculture  Department  trana- 
tion  team,  said  he  would  take  copies  of  the  outlook  conference  speeches  and  give 
them  to  the  new  Secretary  of  Agriculture.  He  wouldn't  take  that  job  himself,  he 
said,  even  though  he  has  been  named  as  a  likely  candidate.  "After  listening  to  vdiat 
you  have  to  say,"  he  said  to  the  speakers,  "I  don't  know  why  anyone  would  want 
the  job." 

Reugious  Coalition  Urges  Farm  Law  Changes 

The  Interreligious  Taskforce  on  US  Food  Policy,  a  cooperative  effort  of  27  natkm- 
al  Protestant,  Catholic,  Jewish,  and  ecumenical  agencies,  recently  voiced  its  support 
for  new  legislation  to  focus  federal  farm  program  benefits  on  small  and  modmta- 
sized  family  farms  in  testimony  before  the  Agriculture  Committee  of  the  House  of 
Representatives.  Complementary  program  changes  to  reduce  incentives  for  invest- 
ment in  farmland  by  nonfarm  interests  were  also  endorsed. 

Noting  a  disparity  between  policy  goals  and  policy  design  and  implementatioii, 
the  Rev.  George  A.  Chauncey,  chair  of  the  Taskforce,  observed  that,  'In  1977,  Can- 
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gress  reaffirmed  its  intention  'to  foster  and  encourage  the  family  farm  system  of 
agriculture/  yet  the  working  of  current  tax  rules  and  commodity  and  credit  pro- 
grams virtually  assure  the  steady  decline  of  that  system." 

In  its  latest  position  paper,  "US  Family  Farm  Policy:  Substcmce  or  Rhetoric?,"  the 
Taskforce  directs  its  attention  to  the  reauthorization  of  the  mcyor  farm  programs  in 
the  omnibus  food  and  agriculture  bill  now  before  the  House  and  Senate  Agriculture 
Committees.  The  Taskforce  recommends  that  new  commodity  program  legislation 
make  possible  equitable  returns  to  labor  and  investment  but  limit  price  support  to  a 
sufHcient  volume  of  production  to  3rield  a  labor  and  management  income  for  each 
producing  family  equal  to  median  family  income  (or  some  other  specified  level). 
Nonfarm  investors,  whether  individual  or  corporate,  should  be  intelhgible  for  pro- 
gram benefits,  according  to  the  Taskforce. 

The  position  paper  includes  a  report  from  "An  Interreligious  Conference  on 
Public  Policy  and  the  Structure  of  Agriculture"  held  last  December.  That  group  of 
100  persons  from  13  denominations  and  5  ecumenical  organizations  agreed  on  a  defi- 
nition of  family  farms  limited  to  those  which  combine  riskbearing,  management, 
and  a  majority  of  the  farm's  labor  within  the  members  of  the  operating  family.  Tlie 
conference  endorsed  changes  in  public  policy  which  would  actively  encourage  an  ag- 
riculture based  primarily  on  small  and  moderatensized  family  farms. 

Don  Reeves,  a  Nebraska  farmer  employed  as  a  consultant  by  the  Taskforce,  point- 
ed out  that  the  Taskforce  position  both  echoes  and  builds  upon  a  msgor  findhig  of 
the  recent  USDA  study  on  the  structure  of  agriculture.  The  final  document  of  that 
study,  entitled  A  Time  to  Choose,  concludes  t£at  virtually  all  efficiencies  of  size  are 
reached  on  moderatensized  farms  and  that  existing  policies  and  programs  which  en- 
courage further  expansion  and/or  nonfarm  investment  are  both  inflationary  and  an 
inefficient  use  of  resources.  The  report  calls  for  an  end  to  federal  subsidies  "which 
encourage  and  even  reward  the  acquisition  and  holding  of  farmland  in  quantities 
beyond  that  necessary  for  an  efficient-sized  production  imit." 

Reeves  also  called  attention  to  a  recent  study  on  agricultural  land  ownership  and 
community  structure  in  California's  Central  Valley.  That  study  showed  that  declin- 
ing rural  communities  are  regularly  associated  with  a  predominance  of  large  farms 
in  the  surrounding  area,  and  even  more  closely  correlated  with  extensive  absentee 
ownership.  The  Taskforce  has  called  on  Congress  to  mandate  a  new  research  initia- 
tive to  further  explore  the  relationship  between  the  structure  of  agriculture  and  the 
validity  of  rural  communities,  in  diverse  regions  and  for  various  tsrpes  of  farming. 

Concluded  Reeves,  "Our  nation's  agricultural  system,  based  primarily  on  resident 
family  farms  of  modest  size,  has  served  us  very  well.  It  has  proven  extremely  pro- 
ductive and  contributes  a  great  deal  to  the  life  of  many  rural  communities.  We  can 
find  no  justification  for  policies  or  programs  which  even  inadvertently  encourage  or 
subsidize  concentrated  or  absentee  ownership  of  farmland." 


MARCH  29  HEARING— COTTON  ISSUES 

Statement  of  Hon.  Edward  Zorinsky,  a  U.S.  Senator  From  Nebraska 

Mr.  Chairman,  cotton  is  not  a  crop  produced  in  my  State  of  Nebraska,  but  I  am 
aware  that  cotton  producers  face  many  of  the  same  hardships  that  confront  produc- 
ers of  com,  wheat,  and  other  commodities. 

Cotton  producers— like  other  producers — in  the  United  States  are  heavily  depend- 
ent on  export  markets.  Like  other  agricultural  exports,  cotton  exports  are  at  rela- 
tively low  levels  because  of  the  high  value  of  the  dollar  and  the  unfair  trade  prac- 
tices of  other  nations. 

Export  shipments  of  cotton  for  the  1984/85  marketing  year  are  estimated  to  total 
about  6.5  million  bales— a  slight  decline  from  the  export  shipments  of  6.8  million 
bales  last  year.  I  note  that,  with  the  exception  of  the  1982/83  marketing  year,  ex- 
ports this  year  will  be  at  the  lowest  level  since  1980/81  and  nearly  3  million  bales 
less  than  the  shipments  in  1979/80.  The  reduced  level  of  cotton  exports  has  made  it 
difficult  for  cotton  producers  to  make  a  profit. 

Many  cotton  producing  States  are  represented  at  this  hearing.  The  testimony  that 
will  be  presented  will  guide  us  in  developing  the  cotton  program  that  will  be  includ- 
ed in  the  1985  farm  bill. 

I  look  forward  to  reviewing  the  testimony  of  today's  witnesses. 
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Statement  of  Hon.  Mitch  McConnell,  a  U.S.  Senator  From  Kentucky 

Mr.  Chairman:  While  Kentucky  is  not  a  cotton  producing  state,  I  do  recognize 
that  the  outlook  for  cotton  is  bleak.  Excessive  stocks  resulting  from  a  record  cotton 
crop  in  1984,  low  world  prices,  and  ever-increasing  textile  imports  have  all  played  a 
part  in  this  difficult  situation.  Many  of  our  problems  result  from  the  record  level  of 
world  cotton  stocks;  particularly  worrisome  for  the  United  States  cotton  industry  is 
record  levels  of  cotton  production  in  China,  whose  cotton  production  has  triplea  to 
almost  24  million  bales  in  just  5  years. 

The  problems  faced  by  the  cotton  industry  are  symptomatic  of  the  crisis  which 
faces  parts  of  the  feed  grain  industries.  The  strong  dollar  abroad,  excessive  interest 
rates,  overinflated  land  values  and  sluggish  world  demand  for  U.S.  cotton  fxroducts 
has  placed  the  cotton  industry  in  its  worst  situation  in  years.  The  ultimate  solution 
to  the  problem  lies  in  restoring  the  profitability  to  agriculture-in  developing  a  fiscal 
policy  which  rewards  our  farmers  for  their  abiuties  to  produce  agricultural  commod- 
ities cheaper  than  any  other  country  in  the  world  rather  than  penalizes  them  for 
overproduction.  I  hope  these  proceedings  today  give  us  some  insights  as  to  how  we 
might  accomplish  this. 


Joint  Statebient  of  Samuel  B.  Holus,  L.  Sykes  Martin  and  John  S.  Barr»  m. 
National  Cotton  Council  of  America 

I  am  Samuel  B.  Hollis,  a  cotton  warehouseman  from  Memphis,  Tennessee,  and 
president  of  the  National  Cotton  Council. 

As  the  central  organization  of  the  cotton  industry,  the  Council  represents  produc- 
ers, ginners,  seed  crushers,  warehousemen,  merchants,  cooperatives,  and  textile 
manufacturers  in  18  states. 

In  January,  Council  delegates  unanimously  adopted  a  number  of  resolutions  relat- 
ing to  the  government  cotton  program.  They  essentially  favor  a  marketoriented 
program  that  differs  very  little  from  the  1981  farm  law's  cotton  title. 

Other  members  of  our  panel  will  explain  how  we  arrive  at  our  resolutions  and 
give  you  some  background  on  several  key  proposals.  But  first,  a  few  observatioiis 
about  the  economic  environment  in  which  our  policy  resolutions  were  adopted. 

Beginning  with  the  1966  crop,  the  government  cotton  program  was  changed  to  tie 
our  price  support  loan  to  the  world  market  price.  This  policy  was  continued  throu|^ 
the  1981  act,  so  cotton  has  had  a  bona  fide  marketoriented  program  for  almost  two 
decades  now. 

We  fared  well  under  the  program  through  the  1970's  but  then  began  to  experience 
problems  in  the  '80s. 

What  happened? 

Two  changes  have  had  a  profound  impact. 

One  is  the  dollar  exchange  rate.  Chart  1  shows  the  dollar  exchange  rate  index  as 
measured  against  a  cotton  trade-weighted  average  of  other  currencies.  As  jrou  can 
see,  the  index  since  1980  has  increased  more  than  43  percent  .  .  .  and  this  is  not 
only  beginning  to  affect  our  export  market,  but  also  has  stimulated  a  virtual  ava- 
lanche of  cotton  textile  imports. 

From  1973  to  1984,  the  growth  rate  in  cotton  textile  imports  was  just  over  9  per- 
cent annuaUy.  From  1980  to  1984,  it  escalated  to  just  under  16  percent.  But  last 
year,  the  growth  rate  leaped  to  29  percent. 

For  an  idea  of  the  dams^e  this  has  done  to  cotton's  domestic  market,  look  at  this 
chart.  In  1984,  the  domestic  market  consumed  8.2  million  bales.  But  of  this  8.2  mil- 
lion, just  a  little  over  5  million  was  supplied  by  U.S.  mills.  Imports  took  the  rest 

Now  let  me  show  you  where  these  recent  trends  could  lead  us. 

If  the  import  growth  rate  recedes  to  the  long-term  trend  of  9  percent,  U.S.  mills' 
cotton  consumption  will  be  4.3  million  bales  in  five  vears.  If  the  16  neroent  growth 
rate  of  1980-84  continues,  the  consumption  figure  will  drop  to  only  2.8  million  bales. 
But  look  at  the  final  scenario.  If  the  1984  trends  continues,  our  domestic  maricet 
will  be  totally  wiped  out  by  imports  in  five  years. 

Gentlemen,  the  dollar  problem  must  be  addressed  if  you  are  to  devise  a  workable 
farm  program. 

The  other  major  change  in  cotton's  economic  environment  can  be  summed  up  in  a 
word — China. 

In  the  late  1970's,  the  Chinese  government  instituted  policies  aimed  at  develomiig 
self-sufficiency  in  fiber  production  and  in  becoming  a  mcgor  exporter  of  teztileB. 
They  have  succeeded  on  both  counts.  In  the  last  nve  years,  they  have  increased 
their  cotton  production  by  176  percent  and  have  become  the  No.  2  source  of  U.S. 
textile  imports. 
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At  the  same  time,  they  have  piled  up  18  million  bales  of  stocks  that  are  depress- 
ing world  prices  and  causing  uncertainty. 

This  drastic  change  in  the  world  cotton  situation  was  in  no  way  influenced  by 
U.S.  farm  policy,  but  was  simply  the  result  of  action  by  a  central  government.  Coun- 
cil Board  Chairman  Duke  Barr  will  discuss  the  need  for  separate  consideration  of 
this  factor  when  he  assesses  foreign  market  competition  and  its  implications  for 
U.S.  cotton  policy. 

Mr.  Chairman,  the  greatly  over-valued  dollar  and  the  developments  just  described 
in  Chinese  cotton  and  textile  production  have  hindered  the  effectiveness  of  the  1981 
cotton  title.  And  unless  they  are  dealt  with,  they  will  also  hinder  the  effectiveness 
of  the  1985  farm  bill. 

We  hope  this  background  will  be  helpful  in  understanding  our  recommendations. 

All  segments  of  our  industry  have  been  involved  in  the  final  adoption  of  our  reso- 
lutions, but  the  basic  work  began  within  the  producer  segment  of  the  Council.  The 
process  is  extensive,  broad-based,  and  has  invovled  producer  leaders  from  all  across 
the  Cotton  Belt.  To  tell  you  more  about  that  process,  I  want  to  introduce  the  chair- 
man of  the  Council's  Producer  Steering  Committee,  Sykes  Martin — a  producer  from 
Courtland,  Alabama. 

Mr.  Martin.  To  arrive  at  our  recommendations,  discussions  began  some  18 
months  ago  in  the  Council's  Producer  Steering  Committee— which  is  composed  of  a 
producer  delegate  from  each  state  plus  the  Council's  five  producer  directors  and 
their  elected  officers. 

Because  we  thought  it  was  essential  to  secure  input  from  every  significant  area  of 
the  Cotton  Belt,  we  conducted  meetings  in  the  mcyor  regions — emphasizing  producer 
attendance.  From  recommendations  heard  in  those  sessions,  our  committee  drew  up 
tentative  cotton  program  proposals. 

These  were  then  communicated  informallv  to  the  other  six  industry  segments  for 
their  suggestions.  After  this,  the  Producer  Steering  Committee  met  again  to  review 
the  suggestions  and  determine  what  its  flnal  recommendations  to  Council  delegates 
would  do. 

Our  recommendations  were  submitted  to  a  policy  development  committee  made 
up  of  30  leaders  from  all  seven  segments  and  the  four  regions  of  the  Cotton  Belt, 
then  to  the  Council's  Board  of  Directors,  and  finally  to  the  delegate  body. 

These  delegates  are  named  from  each  of  the  seven  industry  segments  b^  ninety- 
one  state,  regional,  and  national  cotton  organizations.  Each  segment  votmg  sepa- 
rately must  give  majority  approval  to  a  matter  before  it  can  become  Council  policy. 
So  policy  adopted  by  our  organization  has  extremely  broad-based  support  ranging 
from  cotton  producers  to  textile  manufacturers. 

Council  delegates  met  in  late  January  and  unanimously  adopted  the  following  res- 
olutions relating  to  the  government  cotton  program: 

Favor  a  long-range  government  cotton  program  which  will: 

(a)  Protect  net  farm  income  by: 

1.  Continuing  to  support  a  market-oriented  farm  program  with  a  CCC  loan 
level  that  will  promote  orderly  marketing,  assist  in  crop  financing,  and  also  re- 
flect market  conditions;  and,  since  the  COO  loan  rate  for  U.S.  upland  cotton  is  a 
function  of  the  market,  urging  that  the  existing  method  for  determining  the 
cotton  loan  rate  be  continued; 

2.  Supporting  the  target  price  concept  in  the  belief  that  it  plays  a  very  impor- 
tant role  in  maintaining  a  market-oriented  farm  program  in  that  it  provides  a 
measure  of  income  protection  to  farmers  when  market  prices  are  unduly  low; 
and  the  absence  of  target  prices  would  result  in  added  pressures  to  establish  a 
loan  level  without  regard  to  market  implications,  leading  to  serious  marketing 
problems; 

(b)  Maintain  an  adequate  supply  of  U.S.  cotton  to  preserve  markets  and  to  meet 
the  needs  of  customers  both  here  and  abroad; 

(c)  Maintain  the  competitive  one-price  system; 

(d)  Recognize  that  a  farmer's  benefits  from  a  price  support  or  payment  program 
should  not  be  limited;  and  support  and  work  for  those  farm  program  provisions  and 
administrative  policies  which  will  minimize  to  the  greatest  extent  possible  the  in- 
herent inequities  of  payment  limitations. 

Recognizing  that  the  cotton  section  of  the  Act  of  1981  (as  amended)  embodies  the 
desired  concept  of  a  long-range  government  cotton  program,  reaffirm  the  principles 
of  that  section  with  the  following  changes: 

(a)  If  an  acreage  reduction  program  is  in  effect,  base  deflciency  payments  on 
acreage  diverted  from  production  rather  than  planted  acres  at  a  rate  that  will 
vield  a  total  payment  equal  to  the  amount  that  would  have  resulted  from 
basing  payments  on  planted  acres;  and  consider  the  full  permitted  acreage  as 
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planted  in  calculating  future  base  acreage,  whether  or  not  it  is  actually  planted, 
and  that  such  program  be  implemented  in  a  manner  that  will  not  adversely 
affect  the  landlord/tenant  relationship; 

(b)  Limit  the  total  of  program  crop  bases  (cotton,  wheat,  feed  grains,  and  rice) 
to  the  cropland  available  for  planting  on  the  farm  except  in  cases  where  double- 
cropping  is  an  established  pattern; 

(c)  Support  a  long-term  paid  conservation  reserve  limited  so  as  to  avoid  dis- 
ruption of  local  economies; 

(d)  Exempt  conservation  reserve  and  diversion  payments  from  the  payment 
limit; 

(e)  Prohibit  offsetting  and  cross-compliance; 

(f)  Urge  a  requirement  that  care  of  conserving-use  acres  be  established  only 
by  state  and  county  ASCS  committees; 

(g)  Urge  authorization  of  an  export  credit  revolving  fund  and  credit  guaran- 
tees— unlimited  to  countries  with  good  records  of  timely  loan  repayments — as 
well  as  fuUy  adequate  funding  of  foreign  market  development  for  agricultural 
products; 

(h)  Support  updating  of  agricultural  research  authorization  in  Title  14  of  the 
1977  farm  act  (as  amended  in  1981)  with  funding  in  keeping  with  U^.  agricul- 
ture's need  to  lower  costs  and  become  more  competitive  in  world  markets; 

(i)  Support  legislation  to  deny  farm  program  benefits  on  newly  broken-out 
fragUe  land  planted  to  program  crops. 

Now,  to  get  into  the  background  present  our  key  proposals  and  the  reasoning 
behind  them,  here  is  (Ik)uncil  Board  Chairman  John  S.  Barr,  in,  a  cotton  producer 
from  Oak  Ridge,  Louisiana. 

Mr.  Barr.  As  Mr.  Hollis  has  said,  we  have  had  a  market^riented  program  for 
nearly  20  years,  and  a  key  element  for  the  last  decade  has  been  the  target  price/ 
deficiency  payment  system.  It  protects  the  farmer  when  market  prices  are  unduly 
low,  and  it  averts  pressure  to  raise  the  price-support  loan  level  without  r^BEUxl  to 
impact  on  the  market.  Remember  that  the  current  formula  sets  the  loan  at  85%  of 
recent  market  prices,  and  far  below  the  cash  cost  of  production  as  computed  by 
USDA.  Remember  too,  that  deficiency  payments  are  made  only  when  the  farm  price 
falls  below  the  tai^get,  and  that  for  the  fu^t  seven  years  under  this  system,  no  defi- 
ciency payments  were  made  to  cotton  growers.  The  tai^get  price  should  be  set  so  as 
to  safeguard  against  excessive  drops  in  farm  income  but  not  high  enou|^  to  induce 
excessive  production. 

The  0)uncil  is  unalterably  opposed  to  payment  or  price-support  loan  limits.  If  the 
cotton  program  has  any  provision  for  acreage  reduction — either  paid  or  unpaid— 
such  limits  undercut  its  effectiveness. 

We  have  obtained  from  USDA  computer  tapes  that  give,  for  every  single  cotton 
farm  operation  in  the  U.S.  that  participated  in  an^  crop  program,  the  acreage  base, 
planted  acreage  and  production,  among  other  thmgs.  Using  these  tapes,  we  were 
able  to  compute  the  exact  amount  of  production  on  these  farms  that  would  have 
been  affected  in  1982  by  payment  limits  of  $50,000,  $20,000  and  $10,000  at  defidenpy 
pa}nnent  rates  of  10  and  15  cents  per  pound. 

These  farms  accounted  for  79%  of  the  nation's  cotton  production.  Most  of  the  re- 
maining producers  were  already  out  of  the  program  b^use  the  current  $50,000 
limit  made  it  uneconomical  for  them  to  participate. 

The  results  are  in  Exhibit  1.  The  percentage  of  the  production  affected  on  the 
enumerated  farms  is  large,  even  at  the  present  $50,000  limit.  If  that  limit  is  lowered 
to  $20,000  or  $10,000  as  has  been  proposed,  the  percentage  is  overwhelming.  For  ex- 
ample, a  15  cent  payment  with  a  $10,000  limit  affects  82%  of  production,  and  even  a 
10  cent  pavment  with  a  $20,000  limit  affects  53%.  Obviously,  if  all  producers  had 
been  included,  these  percentages  would  be  even  higher. 

Besides  a  lower  payment  limit,  it  has  also  been  proposed  to  strip  producers  affect- 
ed by  the  limit  of  the  adjustment  to  the  set-aside  acreage  requirement  Uiey  have 
had  for  15  years.  This  crowning  blow  would  assure  that  few  if  any  farmers  affected 
by  parent  limits  would  participate  in  the  program. 

Denciency  payments  are  not  understood  very  well  bv  the  public.  They  are  provid- 
ed by  law  only  when  the  market  price  fails  to  reach  the  target.  And  some  costs  are 
incurred  in  order  to  be  eligible  to  receive  them.  First,  a  certain  amount  of  land  must 
be  ideled,  but  must  be  kept  from  eroding  or  growing  up  in  weeds.  The  average  cost 
of  caring  for  this  idled  land  is  about  $25  per  acre,  and  the  taxes,  overhead  costs, 
rent  and/or  interest  payments  go  right  on.  And  second,  income  from  the  idled  land 
is  forgone.  If  the  deficiency  payments  cannot  be  expected  to  cover  those  costs  due 
to  limits,  the  farmer  has  little  incentive  to  participate  in  the  acreage  reduction  pro- 
gram. Instead  he  plants  all  his  acreage  and  the  intent  of  the  program  is  undercut 
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The  extra  production  means  lower  market  prices  for  all  producers— participators 
and  non-participators  alike.  Beyond  this,  a  low  level  of  participation  requires  a 
Ifiu^er  percentage  of  acreage  reduction  to  balance  supply  with  demand,  but  the 
higher  percentage  of  acreage  reduction  drives  even  more  growers  out  of  the  pro- 
gram. The  end  result  of  low  payment  limits  is  that  the  acreage  reduction  program 
cannot  work  effectively. 

In  the  same  way,  limiting  price-support  loans  makes  program  participation  even 
less  attractive  to  medium  and  larger-sized  growers  and  larger  production  and  lower 
prices  drive  an  even  greater  percentage  of  participators'  crops  into  the  loan. 

There  is  an  aspect  of  the  current  cotton  program  relating  to  deficiency  pcmnents 
that  we  feel  shoiild  be  modified  to  make  acreage  reduction  programs  more  enective. 
Deficiency  payments  are  now  made  on  the  basis  of  acreage  actually  planted  to 
cotton.  Tliis  provides  incentive  for  the  grower  to  plant  the  maximum  amount  per- 
mitted under  an  acreage  reduction  program  when  otherwise  he  might  have  planted 
less.  We  propose  that  when  an  acreage  reduction  program  is  in  effect,  any  payment 
be  based  on  permitted  acreage  rather  than  of  planted  acreage,  and  that  diversion  be 
a  percentage  of  base  acres  rather  than  of  planted  acres.  This  will  allow  participating 
farmers  to  base  their  planting  decisions  on  market  forces  instead  of  the  program. 

In  another  highly  important  farm  policy  area,  the  Council  supports  continuing 
the  existing  method  for  determining  the  cotton  loan  rate  on  the  grounds  that  it  is, 
and  has  been  for  a  long  time,  "market^riented".  It  has  served  our  industry  and  the 
national  interest  well. 

In  1965  (effective  for  the  1966  crop)  the  Congress  changed  from  a  cotton  price-sup- 
port loan  based  on  a  percentage  of  parity  to  one  at  not  more  than  "90%  of  the  esti- 
mated average  world  market  price.''  The  immediate  effect  was  an  8  cent  or  28% 
loan  reduction  from  1965  to  1966.  With  some  minor  modifications,  this  world  price 
basis  for  the  loan  was  continued  through  1977. 

In  1978  the  current  formula  for  establishing  the  loan  was  enacted  at  the  request 
of  the  cotton  industry.  It  sets  the  loan  at  the  lower  of  (1)  85%  of  the  average  spot 
market  price  for  the  last  five  seasons  (after  dropping  the  high  and  low  years)  or  (2) 
90%  of  the  average  world  price  for  the  most  recent  15  weeks.  A  48  cent  minimum 
was  originally  established  and  this  was  raised  to  55  cents  in  the  1981  act.  I  should 
add  at  this  point  that  cotton  growers  are  somewhat  divided  in  their  opinions  on  the 
loan  floor. 

Prior  to  1966  it  was  t3rpical  that  the  market  price  stayed  in  very  close  relationship 
to  the  loan — a  cent  or  two  above  it. 

Since  1966  the  market  price  has  rarely  dipped  even  close  to  the  loan  (Exhibit  2). 
In  1965-66  (before  the  change  to  a  world  price  base)  it  averaged  1.93  cents,  or  6.7% 
above  the  loan.  The  closest  it  has  been  since  that  time  was  2.43  cents  in  1969-70. 
Percentage-wise,  the  closest  was  in  1982-83  at  10%%  above. 

Even  when  individual  months  are  examined,  the  low  month  of  the  season  was 
closer  to  the  loan  than  in  1965  only  twice  percentage  wise.  This  was  in  1981  when 
the  largest  crop  in  28  years  came  into  a  recession-depressed  market,  and  in  1982 
when  the  1981  surplus  was  carried  into  the  following  season. 

Over  the  18  completed  seasons  since  1965,  the  market  price  averaged  15  V4  cents 
above  the  loan.  Since  1970  the  average  difference,  at  19  V&  cents,  is  even  higher. 

These  Hgures  indicate  that  the  loan  level  kept  the  market  price  higher  than  it 
would  otherwise  have  been  for  only  a  very  limited  number  of  months  in  just  a  few 
of  the  eighteen  years  since  the  loan  has  been  related  to  the  world  market  price  of 
cotton.  And  on  these  few  occasions,  the  price  here  and  abroad  was  so  low  that  no 
claim  could  be  made  that  it  stimulated  either  foreign  or  domestic  production. 

It  is  widely  accepted  that  as  the  largest  exporter  of  cotton,  the  U.S.  tends  to  be 
the  world  price-setter,  although  there  will  occasionally  be  exceptions  when  the 
world  supply  is  unusually  large  or  small.  Therefore,  if  our  price  support  loan  had 
been  too  high,  our  foreign  competitors  would  have  been  encouraged  to  grow  more 
cotton  and  this  would  have  cut  into  our  exports  as  well  as  our  share  of  the  world 
export  market. 

But  this  did  not  happen.  Exhibit  3  shows  five-year  averages  of  cotton  exports  be- 
ginning with  the  perioa  immediately  following  Congress'  adoption  of  the  market^ri- 
ented  cotton  price-support  loan  in  1965.  In  each  succeeding  Hve-year  period,  U.S. 
cotton  exports  increased  substantially,  including  the  early  1980's.  And  U.S.  cotton's 
share  of  world  exports  also  increased  in  each  period,  rising  from  a  fifth  in  the  late 
1960'8  to  nearly  a  third  in  the  early  1980's. 

Foreign  cotton  acreage  is  shown  in  Exhibit  4,  divided  between  China  and  all  other 
countries,  again  using  the  five-year  averages.  Cotton  acreage  in  countries  other  than 
China  has  had  no  significant  trend.  If  anything,  it  has  tilted  slightly  downward.  Ad- 
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The  cotton  industry  is  committed  to  making  its  fiber  available  to  all  customers — 
domestic  and  overseas  alike — at  the  same  price.  Export  subsidies,  incentives  or  bo- 
nuses give  foreign  processors  an  unfair  advantage  over  domestic  manufacturers.  Al- 
ready our  domestic  textile  customers  are  being  overwhelmed  by  textile  imports 
drawn  in  by  the  strong  U.S.  dollar.  If  an  export  subsidy  gave  foreigners  an  addition- 
al edge,  the  domestic  industry  simply  could  not  survive. 

Already,  37%  of  domestic  cotton  use  is  being  supplied  by  textile  imports,  and 
about  80%  of  the  cotton  in  those  imports  is  foreign-grown.  The  result  is  lower  prices 
and  smaller  markets  for  U.S.  growers  and  higher  government  cotton  program  costs. 
If  a  subsidy  is  to  be  offered  in  the  export  market,  it  should  be  made  to  domestic 
cotton  processors  as  well. 

The  remainder  of  our  farm  program  recommendations  are  self-explanatory. 

We  appreciate  the  opportunity  to  present  our  views. 
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CHART  2 

U.S.  COTTON  MARKET 

(Mil.  Bales) 
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Bxhibit  1 
Iap«ct  of  Vmjmukt   Limits  on 
1982  Program  P«rticip«iits  Growing  Cotton 


Assumed  Deficiency 
Payment  (cents/ lb.) 

Payment  Limit 

Production 
000  Bales            Z^ 

10 

$10,000 

7,017                74 

10 

20,000 

5,022                53 

10 

50,000 

1,940                21 

15 

10,000 

7,787                82 

15 

20,000 

6,277                 66 

15 

50,000 

3,237                 34 

All  Enumerated  Growers  9,468 

*  Percent  of  all  enumerated  growers*  production. 
SOURCE:  U.  S.  Department  of  Agriculture  computer  tepes. 

Exhibit  2 
Loan  lAttt  and  Spot  Market  Prices 
SLM  1  1/16"  Cotton 

>P9t  HigKtt  frigfi 


100 


Bog.  Aug.   1 


1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 


Loon 

Soooon 

Soasoa  Avtrago 

Roto 

Avorago 

Above  Loan 

Monthly 

cents 

Z 

28.80 

30.73 

1.93 

6.7 

30.40 

20.85 

23.76 

2.91 

14.0 

22.97 

20.85 

29.95 

9.10 

43.6 

25.24 

21.75 

25.54 

3.79 

17.4 

24.03 

21.65 

24.08 

2.43 

11.2 

23.75 

21.55 

25.33 

3.78 

17.5 

24.10 

20.55 

32.95 

12.40 

60.3 

27.76 

20.75 

35.59 

14.84 

71.5 

25.67 

20.65 

67.07 

46.42 

224.8 

55.20 

27.06 

41.69 

14.63 

54.1 

36.10 

36.12 

57.99 

21.87 

60.5 

48.40 

38.92 

70.88 

31.96 

82.1 

58.18 

44.63 

52.79 

8.16 

18.3 

47.98 

48.00 

61.58 

13.58 

28.3 

58.05 

50.23 

71.48 

21.25 

42.3 

62.08 

48.00 

82.99 

34.99 

72.9 

75.08 

52.46 

60.48 

8.02 

15.3 

55.11 

57.08 

63.08 

6.00 

10.5 

58.20 

55.00 

73.11 

18.11 

32.9 

67.35 

^ortMnt 

of  Agriculture ,  fifitlfla 

Monthly 

Lov 

Above  Loan 

cents 

Z 

1.60 

5.6 

2.12 

10.2 

4.39 

21.1 

2.28 

10.5 

2.10 

9.7 

2.55 

11.8 

7.21 

35.1 

4.92 

23.7 

34.55 

167.3 

9.04 

33.4 

12.28 

34.0 

19.26 

49.5 

3.35 

7.5 

10.05 

20.9 

11.85 

23.6 

27.08 

56.4 

2.65 

5.1 

1.12 

2.0 

12.35 

22.5 
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Exhibit  3 
Cottoa  bportt 

(aillioM  of  480  lb.  bales ) 


Fiv«-T««r 


1963-69 
1970-74 
1975-79 


wand 


17.5 
18.9 
19.7 
19.9 


JLlx 


3.6 

4.5 
5.8 
6.2 


of  World 

20.5 
23.9 
29.4 
31.2 


13.9 
14.4 
13.9 

13.7 


0.8.  Dopartacat  of  Asriculturo.  Forai^a  A^rieulturf 
Circalar.  Catt^  (aonthly) 


Exhibit  4 
Cotton  Acroafo  Banrcatod 

(■illioaa) 


Fiva-Taar 


1965-69 
1970-74 
1975-79 


World 
79.1 
81.6 
79.0 
80.3 


10.5 
12.0 
11.6 
10.9 


12.3 
12.3 
11.9 
14.1 


56.4 
57.3 
55.4 
55.3 


0.8.  Dapartaaot  of  Asricoltora.  Fofi«n  Agricultura 
Circalar.  Cotton  (aonthly) 


Exhibit  5 
Foraitn  Cotton  Production  and  Conauaption 

(■illiona  of  480  lb.  balaa) 


Fiva-Taar 


1965-69 
1970-74 
1975-79 
1980-84 


TWl 


gfrw 


Ail  9%^n 


Frodnction  *^f  iTTTt  >-Of>  Production  ^^rif  VTFt  Jn  Production  fiSMMBLiJA 
44.0                46.8                  10.3                10.4                33.7  36.4 

49.0  51.7  10.4  11.2  38.5  40.6 

48.1  55.1  10.0  11.7  38.2  43.4 
59.0                 62.0                   18.3                 16.0                 40.7  46.0 


SODECB:  0.8.  Dapartacnt  of  Africultura.  Foraian  Agrieultura  Circular  Sgl^£^   (aontkly) 
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Exhibit  6 


U.S.  COTTON  PRICE 
AND  ACREAGE  RESPONSE 


Exhibit  7 

Net  Cost  o£  Cotton  Price  Support  Losn  Progsm 

(thousands  o£  dollars) 


Fiscsl 

Years 

Fiscal 

Years 

1965 

115,228 

1975 

(2) 

1966 

98,729 

1976 

(13) 

1967 

427,058 

1977 

(50) 

1968 

373,195 

1978 

(14) 

1969 

29,432 

1979 

(80) 

1970 

22,386 

1980 

220 

1971 

(6,053) 

1981 

852 

1972 

(18,002) 

1982 

19 

1973 

380 

1983 

36,900 

1974 

32 

1984 

(2,862) 

(      )   denotes  | 

sain 

SOURCE 

U,   S 

•  Department  of 

Conditi 

LOP  and 

Op^y^tj^ons  9f   ^Hi^  CgBmodUY  Cyt4it  CqrP9MtigB 

(annual) 
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Statement  of  Nicky  Hargrove,  President,  Arkansas  Farm  Bureau  Federation 
AND  Member,  Board  of  Directors,  American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  farm  orga- 
nization with  a  membership  exceeding  three  million  member  families  in  48  states 
and  Puerto  Rico.  I  serve  as  President  of  the  Arkansas  Farm  Bureau  Federation  and 
as  a  member  of  the  Board  of  Directors  of  the  American  Farm  Bureau  Federation.  I 
appreciate  the  opportunity  to  appear  before  the  Senate  Agriculture  Committee  re- 
garding Farm  Bureau's  position  on  farm  programs  for  cotton  and  our  proposals  for 
legislative  changes  under  the  1985  Farm  Bill. 

Farm  Bureau  policy  is  debated,  amended  and  revised  by  voting  delegates  from 
each  of  our  member  states.  At  our  66th  Annual  Meeting  in  January,  our  delegates 
adopted  policies  regarding  farm  programs  in  general  and  policies  specific  to  cotton 
programs.  Our  general  farm  program  policy  states: 

We  support  a  farm  bill  which  will: 

1.  Maximize  long-term  opportunities  for  profit  in  agriculture; 

2.  Reduce  existing  incentives  for  overproduction  at  home  and  abroad; 

3.  Ensure  price  competitiveness  for  U.S.  farm  products  in  world  markets; 

4.  Provide  opportunities  to  reduce  stocks  through  production  adjustments 
and/or  expanded  demand; 

5.  Assure  consumers  of  adequate  supplies  of  efficiently  produced  products 
they  wish  to  consume; 

6.  Cause  a  supply  reduction  program  to  be  implemented  when  carryover  ex- 
ceeds workable  levels; 

7.  Provide  tai^get  prices  as  an  income  supplement  for  farmers  to  help  them 
make  the  adjustment  to  a  market-responsive  agriculture; 

8.  Provide  loan  levels  for  all  major  export  commodities  to  facilitate  orderly 
marketing  and  price  competitiveness.  These  levels  should  be  related  to  a  3-5 
year  average  domestic  price.  Loan  levels  should  not  provide  incentives  for  pro- 
duction that  exceeds  demand  in  domestic  and  world  markets.  These  levels 
should  be  adjusted  annually  by  no  more  than  10  percent;  and 

9.  Recognize  that  all  commodities  are  interrelated  and  any  change  in  supply, 
demand  or  price  of  one  affects  the  others. 

Cotton  producers  have  operated  under  difficult  marketing  conditions  in  recent 
years.  The  U.S.  cotton  industry  is  facing  increased  foreign  competition  because  of  a 
strong  U.S.  dollar  and  interned  policies  of  competing  nations.  'The  Peoples  Republic 
of  China  (PRO,  for  example,  has  a  domestic  incentive  price  which  has  been  largely 
responsible  for  production  in  that  country  expanding  from  10  to  25  million  bales 
from  1978  to  1984.  The  PRC  will  likely  compete  directly  with  the  U.S.  as  a  m^jor 
surlier  of  cotton  in  export  markets. 

Changes  in  our  farm  policies  can  contribute  to  an  improved  outlook  for  cotton 
producers.  Farm  policy,  however,  must  work  in  concert  with  sound  trade,  monetary 
and  fiscal  policies.  Farm  programs  must  adjust  to  the  existing  market  and  offer  an 
opportunity  for  improved  conditions  while  effecting  a  transition  to  a  market  respon- 
sive agricultural  system. 

As  a  result.  Farm  Bureau  has  developed  a  legislative  proposal  for  the  1985  Farm 
Bill  which  is  market  responsive  and  fiscallv  responsible.  We  believe  that  by  tying 
loan  and  target  price  levels  to  an  average  of  market  prices,  the  signals  that  produc- 
ers receive  when  m£iking  production  decisions  will  be  founded  in  market  reality, 
and  not  in  political  expediency. 

1  would  like  to  offer  more  detail  to  the  Committee  on  the  provisions  of  our  propos- 
al that  most  directly  affect  cotton  producers. 

LOAN  rates 

Farm  Bureau  supports  continued  use  of  nonrecourse  loans  for  cotton  with  the 
loan  levels  set  as  they  are  under  current  law.  The  methodology  employed  in  the  Ag- 
riculture and  Food  Act  of  1981  calls  for  loans  set  at  the  lower  of: 

(a)  85  percent  of  the  previous  five  year  average  spot  market  price  excluding 
the  high  and  low  values  years,  or 
Qy)  90  percent  of  the  world  market  price  as  quoted  in  Northern  Europe. 
Under  our  proposal,  the  current  55  cent  minimum  loan  level  would  be  removed. 
To  avoid  wide  fluctuations  in  loan  rates,  however,  we  propose  that  the  rate  be  ad- 
justed by  no  more  than  10  percent  in  any  year  including  the  first  year  of  the  pro- 
gram. 

We  believe  that  a  loan  rate  set  in  this  manner  with  the  minimum  level  removed. 
will  operate  efficiently.  If  domestic  prices  become  disproportionately  hi^h  compared 
to  world  prices,  the  loan  level  will  adjust  according  to  the  demand  m  the  world 
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market.  This  type  of  loan  rate  also  signals  to  our  international  competition  that  we 
will  not  provide  them  with  long-term  price  protection. 

TARGET  PRICES 

Farm  Bureau  supports  continued  use  of  deficiency  payments  as  an  income  supple- 
ment to  producers  of  the  crops  that  currently  have  deficiency  payments  in  their  pro- 
grams. We  recommend  freeing  target  prices  for  1986  at  the  1985  levels.  In  1987  and 
thereafter  tai^get  prices  would  be  set  at  110  percent  of  the  five  year  average  used  to 
determine  the  loan  rate.  Acljustments  to  tai^get  price  levels,  however,  would  be  limit- 
ed to  5  percent  in  any  year.  We  also  support  a  $50,000  payment  limitation  that 
would  apply  to  deficiency  payments  only. 

This  tai^get  price  system  will  allow  producers  time  to  adjust  to  a  more  market  re- 
sponsive farm  program  while  maintaining  income  levels  for  program  participants. 
Necessary  adjustments  could  occur  graduaUy  while  attempts  to  expand  exports  and 
address  the  issues  of  international  market  access  and  8ul»idy  practices  can  be  con- 
fronted. 

EXPORT  BfARKET  EXPANSION 

We  believe  that  the  area  in  which  substantial  improvement  can  be  realized  in  ag- 
ricultural profitability  lies  in  the  area  of  exports.  We  therefore  have  placed  great 
emphasis  on  the  need  for  a  strong  trade  title  in  the  1985  Farm  Bill. 

Two  traditional  ways  of  enhancing  exports  have  been  through  the  judicious  use  of 
CCC  export  credits  and  the  P.L.  480  or  Food  for  Peace  Program.  These  programs 
should  be  continued  and  improved.  This  program  provides  poor  nations  the  poten- 
tial for  economic  development  followed  by  better  cash  market  opportunities  for  U.S. 
producers.  I  believe  that  a  much  stronger  P.L.  480  Program  is  currently  justified. 

Regarding  COC  export  credits,  it  is  regrettable  that  the  C5CC  Credit  Revolving 
Fund,  which  was  part  of  the  1981  Farm  BUI,  was  never  funded  and  activated.  There 
are  still  valid  reasons  for  incorporating  the  Revolving  Fund  in  the  1985  Farm  Bill 
with  funding  made  available  to  make  it  an  effective  export  tool. 

An  intermediate  OOC  Ehcport  Credit  Program  is  needed  to  take  care  of  export 
credit  needs  for  terms  of  3-7  years  as  provided  for  in  the  Agricultural  Trade  Act  of 
1978.  This  legislation  should  be  more  fully  utilized. 

The  Blended  Credit  Program,  which  unfortunately  has  been  saddled  with  the  re- 
quirements of  the  cargo  preference  law,  needs  to  be  made  a  part  of  new  farm  legis- 
lation with  an  exempSon  from  cargo  preference.  As  a  matter  of  fact,  all  agricultural 
exports  should  be  exempted  from  cargo  preference  requirements  whether  commer- 
cial or  government  assisted.  There  are  other  ways  of  financing  a  strong  merchant 
marine  without  harming  agricultural  exports.  We  should  not  harm  farm  exports  in 
our  efforts  to  have  a  stronger  American  flag  fleet.  Farm  Bureau  will  strongly  sup- 
port legislation  to  exempt  agricultural  commodities  and  products  from  the  cargo 
preference  law. 

There  may  be  some  barter  opportimities  with  some  countries  that  need  agricultur- 
al products  including  cotton  and  have  oil  or  other  materials  or  commodities  that  we 
need.  We  should  not  ignore  any  such  opportimities,  but  rather  should  seek  ways  to 
gain  exports  where  such  possibilities  exist. 

Regarding  trade  negotiations,  we  must  give  our  trade  negotiators  the  tools  they 
need  and  our  strong  support  to  gain  better  market  access  and  to  resolve  outstcmding 
unfair  trade  practices  such  as  export  subsidies,  which  have  eroded  U.S.  overseas' 
markets.  In  this  respect,  we  would  support  what  might  be  called  a  ''bonus''  export 
program. 

Under  such  a  program,  "bonus"  tonnage  of  farm  commodities  and  products  would 
be  made  available  from  CCC  owned  commodities  to  lower  U.S.  export  prices  to  offset 
the  advantage  of  competing  countries  which  subsidize  their  exports. 

ACREAGE  REDUCTION  PROGRAMS 

We  support  acreage  reduction  programs  that  are  triggered  when  carryover  sup- 
plies exceed  workable  levels.  For  cotton,  we  recommend  that  the  Secretary  be  re- 
quired to  call  for  an  acreage  reduction  program  when  carryover  is  projected  to 
exceed  3.5  million  bales.  The  ARP  programs  should  be  large  enough  to  assure  a  re- 
duction in  carryover  supplies.  Increased  efforts  to  expand  foreign  markets  under  the 
trade  title  of  our  proposal  and  greater  market  competitiveness  assured  by  flexible 
price  and  income  support  programs  will  result  in  acreage  reduction  programs  used 
only  to  correct  temporary  imbalances,  not  as  annual  programs. 
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planted  in  calculating  future  base  acreage,  whether  or  not  it  is  actually  planted, 
and  that  such  program  be  implemented  in  a  manner  that  will  not  adversely 
affect  the  landlord/tenant  relationship; 

(b)  Limit  the  total  of  program  crop  bases  (cotton,  wheat,  feed  grains,  and  rice) 
to  the  cropland  available  for  planting  on  the  farm  except  in  cases  where  double- 
cropping  ia  an  established  pattern; 

(c)  Support  a  long-term  paid  conservation  reserve  limited  so  as  to  avoid  dis- 
ruption of  local  economies; 

(d)  Exempt  conservation  reserve  and  diversion  payments  from  the  payment 
limit; 

(e)  Prohibit  offsetting  and  cross-compliance; 

(f)  Urge  a  requirement  that  care  of  conserving-use  acres  be  established  only 
by  state  and  county  ASCS  committees; 

(g)  Ui^ge  authorization  of  an  export  credit  revolving  fund  and  credit  guaran- 
tees—unlimited to  countries  with  good  records  of  timely  loan  repayments — ^as 
well  as  fully  adequate  funding  of  foreign  market  development  for  agricultural 
products; 

(h)  Support  updating  of  agricultural  research  authorization  in  Title  14  of  the 
1977  farm  act  (as  amended  in  1981)  with  funding  in  keeping  with  U^.  agricul- 
ture's need  to  lower  costs  and  become  more  competitive  in  world  markets; 

(i)  Support  legislation  to  deny  farm  program  benefits  on  newly  broken-out 
fragile  land  planted  to  program  crops. 

Now,  to  get  into  the  background  present  our  key  proposals  and  the  reasoning 
behind  them,  here  is  Council  Board  C^lhairman  John  S.  Barr,  m,  a  cotton  producer 
from  Oak  Ridge,  Louisiana. 

Mr.  Barr.  As  Mr.  Hollis  has  said,  we  have  had  a  market-oriented  program  for 
nearly  20  years,  and  a  key  element  for  the  last  decade  has  been  the  target  price/ 
deficiency  payment  system.  It  protects  the  farmer  when  market  prices  are  unduly 
low,  and  it  averts  pressure  to  raise  the  price-support  loan  level  without  reraurd  to 
impact  on  the  market.  Remember  that  the  current  formula  sets  the  loan  at  85%  ik 
recent  market  prices,  and  far  below  the  cash  cost  of  production  as  computed  by 
USDA.  Remember  too,  that  deficiency  payments  are  made  only  when  the  farm  price 
falls  below  the  target,  and  that  for  the  A-st  seven  years  under  this  system,  no  defi- 
ciency payments  were  made  to  cotton  growers.  The  target  price  should  be  set  so  as 
to  safeguard  against  excessive  drops  in  farm  income  but  not  high  enough  to  induce 
excessive  production. 

The  Council  is  unalterably  opposed  to  payment  or  price-support  loan  limits.  If  the 
cotton  program  has  any  provision  for  acreage  reduction — either  paid  or  unpaid- 
such  limits  undercut  its  effectiveness. 

We  have  obtained  from  USDA  computer  tapes  that  give,  for  every  single  cotton 
farm  operation  in  the  U.S.  that  participated  in  an^  crop  program,  the  acreage  base, 
planted  acreage  and  production,  among  other  thmgs.  Using  these  tapes,  we  were 
able  to  compute  the  exact  amount  of  production  on  these  farms  that  would  have 
been  affected  in  1982  by  payment  limits  of  $50,000,  $20,000  and  $10,000  at  deficienpy 
payment  rates  of  10  and  15  cents  per  pound. 

These  farms  accounted  for  79%  of  the  nation's  cotton  production.  Most  of  the  re- 
maining producers  were  already  out  of  the  program  because  the  current  $50,000 
limit  made  it  uneconomical  for  them  to  participate. 

The  results  are  in  Exhibit  1.  The  percentage  of  the  production  affected  on  the 
enumerated  farms  is  large,  even  at  the  present  $50,000  limit.  If  that  limit  is  lowered 
to  $20,000  or  $10,000  as  has  been  proposed,  the  percentage  is  overwhelming.  For  ex- 
ample, a  15  cent  payment  with  a  $10,000  limit  affects  82%  of  production,  and  even  a 
10  cent  payment  with  a  $20,000  limit  affects  53%.  Obviously,  if  all  producers  had 
been  included,  these  percentages  would  be  even  higher. 

Besides  a  lower  payment  limit,  it  has  £dso  been  proposed  to  strip  producers  affect- 
ed by  the  limit  of^the  adjustment  to  the  set-aside  acreage  requirement  they  have 
had  for  15  years.  This  crowning  blow  would  assure  that  few  if  any  farmers  affected 
by  payment  limits  would  participate  in  the  program. 

Deficiency  payments  are  not  understood  very  well  by  the  public.  They  are  provid- 
ed by  law  only  when  the  market  price  fails  to  reach  the  target.  And  some  costs  are 
incurred  in  order  to  be  eligible  to  receive  them.  First,  a  certam  amount  of  land  must 
be  ideled,  but  must  be  kept  from  eroding  or  growing  up  in  weeds.  The  average  cost 
of  caring  for  this  idled  land  is  about  $25  per  acre,  and  the  taxes,  overhead  coetB, 
rent  and/or  interest  payments  go  right  on.  And  second,  income  from  the  idled  land 
is  foregone.  If  the  deficiency  payments  cannot  be  expected  to  cover  those  costs  due 
to  limits,  the  farmer  has  little  incentive  to  participate  in  the  acreage  reduction  pro- 
gram. Instead  he  plants  all  his  acreage  and  the  intent  of  the  program  is  undercut 
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The  extra  production  means  lower  market  prices  for  all  producers — participators 
and  non-participators  alike.  Beyond  this,  a  low  level  of  participation  requires  a 
larger  percentage  of  acreage  reduction  to  balance  supply  with  demand,  but  the 
higher  percentage  of  acreage  reduction  drives  even  more  growers  out  of  the  pro- 
gram. The  end  result  of  low  payment  limits  is  that  the  acreage  reduction  program 
cannot  work  effectively. 

In  the  same  way,  limiting  price-support  loans  makes  program  participation  even 
less  attractive  to  medium  and  larger-sized  growers  and  larger  production  and  lower 
prices  drive  an  even  greater  percentage  of  participators'  crops  into  the  loan. 

There  is  an  aspect  of  the  current  cotton  program  relating  to  deficiency  payments 
that  we  feel  should  be  modified  to  make  acreage  reduction  programs  more  effective. 
Deficiency  payments  are  now  made  on  the  basis  of  acreage  actually  planted  to 
cotton.  This  provides  incentive  for  the  grower  to  plant  the  maximum  amount  per- 
mitted under  an  acreage  reduction  program  when  otherwise  he  might  have  planted 
less.  We  propose  that  when  an  acreage  reduction  program  is  in  effect,  an^  payment 
be  based  on  permitted  acreage  rather  than  of  planted  acreage,  and  that  diversion  be 
a  percentage  of  base  acres  rather  than  of  planted  acres.  This  will  allow  participating 
farmers  to  base  their  planting  decisions  on  market  forces  instead  of  the  program. 

In  another  highly  important  farm  policy  area,  the  Council  supports  continuing 
the  existing  method  for  determining  the  cotton  loan  rate  on  the  grounds  that  it  is, 
and  has  been  for  a  long  time,  "market-oriented".  It  has  served  our  industry  and  the 
national  interest  well. 

In  1965  (effective  for  the  1966  crop)  the  Congress  changed  from  a  cotton  price-sup- 
port loan  based  on  a  percentage  of  parity  to  one  at  not  more  than  ''90%  of  the  esti- 
mated average  world  market  price."  The  immediate  effect  was  an  8  cent  or  28% 
loan  reduction  from  1965  to  1966.  With  some  minor  modifications,  this  world  price 
basis  for  the  loan  was  continued  through  1977. 

In  1978  the  current  formula  for  establishing  the  loan  was  enacted  at  the  request 
of  the  cotton  industry.  It  sets  the  loan  at  the  lower  of  (1)  85%  of  the  average  spot 
market  price  for  the  last  five  seasons  (after  dropping  the  high  and  low  years)  or  (2) 
90%  of  the  average  world  price  for  the  most  recent  15  weeks.  A  48  cent  minimum 
was  originally  established  and  this  was  raised  to  55  cents  in  the  1981  act.  I  should 
add  at  this  point  that  cotton  growers  are  somewhat  divided  in  their  opinions  on  the 
loan  floor. 

Prior  to  1966  it  was  t3rpical  that  the  market  price  stayed  in  very  close  relationship 
to  the  loan — a  cent  or  two  above  it. 

Since  1966  the  market  price  has  rarely  dipped  even  close  to  the  loan  (Exhibit  2). 
In  1965-66  (before  the  change  to  a  world  price  base)  it  averaged  1.93  cents,  or  6.7% 
above  the  loan.  The  closest  it  has  been  since  that  time  was  2.43  cents  in  1969-70. 
Percentage-wise,  the  closest  was  in  1982-83  at  10%%  above. 

Even  when  individual  months  are  examined,  the  low  month  of  the  season  was 
closer  to  the  loan  than  in  1965  only  twice  percentage  wise.  This  was  in  1981  when 
the  largest  crop  in  28  years  came  into  a  recession-depressed  market,  and  in  1982 
when  the  1981  surplus  was  carried  into  the  following  season. 

Over  the  18  completed  seasons  since  1965,  the  market  price  averaged  15^  cents 
above  the  loan.  Since  1970  the  average  difference,  at  19V^  cents,  is  even  higher. 

These  figures  indicate  that  the  loan  level  kept  the  market  price  higher  than  it 
would  otherwise  have  been  for  only  a  very  limited  number  of  months  in  just  a  few 
of  the  eighteen  years  since  the  loan  has  been  related  to  the  world  market  price  of 
cotton.  And  on  these  few  occasions,  the  price  here  and  abroad  was  so  low  that  no 
claim  could  be  made  that  it  stimulated  either  foreign  or  domestic  production. 

It  is  widely  accepted  that  as  the  largest  exporter  of  cotton,  the  U.S.  tends  to  be 
the  world  price-setter,  although  there  will  occasionally  be  exceptions  when  the 
world  supply  is  unusually  large  or  small.  Therefore,  if  our  price  support  loan  had 
been  too  high,  our  foreign  competitors  would  have  been  encouraged  to  grow  more 
cotton  and  this  would  have  cut  into  our  exports  as  well  as  our  share  of  the  world 
export  market. 

But  this  did  not  happen.  Exhibit  3  shows  five-year  averages  of  cotton  exports  be- 
ginning with  the  perioa  immediately  following  Congress'  adoption  of  the  market-ori- 
ented cotton  price-support  loan  in  1965.  In  each  succeeding  five-year  period,  U.S. 
cotton  exports  increased  substantially,  including  the  early  1980's.  And  U.S.  cotton's 
share  of  world  exports  fdso  increased  in  each  period,  rising  from  a  fifth  in  the  late 
1960's  to  nearly  a  third  in  the  early  1980's. 

Foreign  cotton  acreage  is  shown  in  Exhibit  4,  divided  between  China  and  all  other 
countries,  again  using  the  five-year  averages.  Cotton  acreage  in  countries  other  them 
China  has  had  no  significant  trend.  If  anything,  it  has  tilted  slightly  downward.  Ad- 


Digitized  by 


Goo^^ 


552 


mittedly,  production  (Exhibit  5)  is  up  due  to  rising  yields,  but  not  as  much  as  con- 
sumption in  those  same  countries.  Increases  in  U.S.  exports  supplied  the  difference. 

As  Mr.  Hollis  mentioned  earlier,  our  farm  policy  has  little  or  no  influence  on 
what  China  does. 

What  about  the  U.S.  producer?  Has  the  loan  caused  him  to  produce  excessively? 

When  the  loan  was  the  only  price  or  income  support  mechanism  for  U.S.  growers 
from  1974  to  1981,  Exhibit  6  shows  that  acreage  responded  to  market  prices  quite 
well,  both  up  and  down.  And  market  prices  were  not  closely  related  to  the  loan  in 
those  years.  With  planted  acreage  less  than  permitted  under  the  acreage  reduction 
programs  of  1982,  1983  and  1984,  it  is  obvious  that  the  loan  level  had  little  impact 
on  recent  domestic  acreage. 

A  flnal  question  concerning  the  appropriateness  of  the  loan  level  is  whether  it 
created  inordinate  costs  to  government.  Exhibit  7  shows  these  costs  each  Tvacal  year 
from  1965  through  1984.  The  large  costs  through  1970  represent  the  disposition  at  a 
loss  of  the  12.3  million  bales  accumulated  under  the  high  loan  programs  of  1965  and 
prior  years.  Once  those  stocks  were  eliminated,  the  government  actually  had  a  net 
profit  in  eight  of  the  fourteen  ensuing  years  and  a  substantial  loss  in  only  one  year 
(1983).  The  net  loss  over  the  entire  fourteen  ^ears  was  only  $11.4  million. 

We  have  shown  that  under  the  market-onented  cotton  loan  of  the  last  19  seasons 
(including  estimates  for  the  current  season),  U.S.  cotton  exports  increased  both  in 
volume  and  share  of  world  exports,  foreign  cotton  acreage  outside  China  was  static, 
U.S.  acreage  responded  well  to  market  prices  both  up  and  down,  and  government 
costs  were  minimal.  For  these  reasons  we  see  no  point  in  changing  the  loan  pro- 
gram. 

We  do  not  want  to  leave  the  impression,  however,  that  there  are  not  trouble  spots 
on  the  horizon  for  U.S.  cotton  exports.  The  most  threatening,  as  Mr.  Hollis  said,  is 
China  which  is  on  her  way  to  becoming  a  mcgor  raw  cotton  exporter  in  addition  to 
her  already  established  position  as  a  leading  textile  exporter.  Already  her  huge 
stock  build-up  is  seriously  depressing  world  cotton  prices,  and  next  season  we  fear 
she  will  cut  heavily  into  our  export  markets.  The  cotton  loan  program,  however, 
cannot  correct  that  situation. 

It  might  be  said  by  some  that  while  the  historical  figures  look  good,  we  are  just 
entering  a  period  in  which  U.S.  cotton  is  being  seriously  imdercut  in  price  by  for- 
eign growths,  and  that  in  order  to  compete,  our  loan  rate  needs  to  be  lower  in  the 
years  ahead.  Indeed,  barring  a  major  price  advance  in  the  remaining  months  d  this 
season,  the  1986  loan  rate  would  be  lower  if  the  current  formula  were  to  be  applied. 

One  of  the  reasons  for  the  production  increases  in  some  foreign  exporting  coun- 
tries this  season  has  been  that  since  cotton  is  sold  around  the  world  in  dollars,  the 
rising  value  of  the  dollar  promised  the  foreign  producer  many  more  rupees,  pesos, 
etc.,  for  his  cotton  at  the  same  or  even  a  lower  dollar  price  than  he  had  received  in 
earlier  years.  They  are  now  having  to  dispose  of  that  cotton  for  whatever  price  it 
will  bring  in  today^s  depressed  markets. 

An  example  of  what  has  happened  is  found  in  Australia,  where  cotton  acreage  in 
1984  was  8o%  higher  them  in  1981.  The  average  U.S.  market  price  of  66.4  cents  in 
August  1981,  just  ahead  of  Australia's  "down  under"  planting  season,  was  equal  to 
58.2  Australian  cents.  By  August  1984  the  U.S.  price  had  decfined  to  163  cents  but  it 
was  equal  to  75.6  Australian  cents  because  the  value  of  ihe  U.S.  dollar  had  ad- 
vanced 37%  against  the  Australian  dollar.  So  while  the  American  cotton  grower 
was  looking  at  a  decline  in  the  price  of  his  cotton  from  1981  to  1984,  the  Australian 
farmer  saw  prospects  for  a  30%  increase.  Little  wonder  then  that  he  stepped  up  his 
acreage.  This  sort  of  thing  has  prevtdled  in  a  number  of  other  cotton  producing 
countries. 

How  is  the  U.S.  to  compete  in  this  situation?  Should  we  cut  our  cotton  prices  37% 
from  levels  that  are  already  well  below  average  production  cost?  Nobody  is  propos- 
ing such  a  drastic  reduction.  The  truth  is  that  no  government  cotton  proeram  can 
be  devised  to  make  us  fully  competitive  under  these  conditions.  Further  reduction  of 
the  loan  to  levels  proposed  by  the  Administration  and  others  will  likely  bankrupt 
the  U.S.  cotton  farmer  without  discouraging  his  foreign  competition  to  any  signm- 
cant  decree. 

For  this  reason  the  National  Cotton  Council  is  appealing  to  the  Administration, 
the  Federal  Reserve  Board  and  the  Congress  to  take  actions  that  will  restore  a  rea- 
sonable balance  between  the  value  of  the  dollar  and  other  currencies.  We  have 
asked  the  President  to  appoint  a  bipartisan  commission  to  recommend  wave  to 
reduce  the  federal  deficit  and  restore  sound  fiscal  policy  in  the  belief  that  this  is  the 
only  way  the  dollar  problem  can  be  remedied.  When  this  happens,  the  current 
cotton  loan  program  can  continue  to  provide  an  orderly  marketing  mechanism  with- 
out interfering  with  our  id>ility  to  compete,  as  it  has  in  the  past. 
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The  cotton  industry  is  committed  to  making  its  fiber  available  to  all  customers- 
domestic  and  overseas  alike — at  the  same  price.  Export  subsidies,  incentives  or  bo- 
nuses give  foreign  processors  an  unfair  advantage  over  domestic  manufacturers.  Al- 
ready our  domestic  textile  customers  are  being  overwhelmed  by  textile  imports 
drawn  in  by  the  strong  U.S.  dollar.  If  an  export  subsidy  gave  foreigners  an  addition- 
al edge,  the  domestic  industry  simply  could  not  survive. 

Already,  37%  of  domestic  cotton  use  is  being  supplied  by  textile  imports,  and 
about  80%  of  the  cotton  in  those  imports  is  foreign-grown.  The  result  ia  lower  prices 
and  smaller  markets  for  U.S.  growers  and  higher  goivemment  cotton  program  oosts^ 
If  a  subsidy  is  to  be  offered  in  the  export  market,  it  should  be  made  to  domestic 
cotton  processors  as  well. 

The  remainder  of  our  farm  program  recommendations  are  self-explanatory. 

We  appreciate  the  opportunity  to  present  our  views. 
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Bzhibit  3 
Cotton  Exports 

(■illions  of  480  lb.  bale*) 


Fivo^Tcar 
Avr«»g« 


1965-69 
1970-74 
1975-79 
1980-84 


World 


17.5 
18.9 
19.7 
19.9 


D.8. 


3.6 
4.5 
5.8 
6.2 


of  fforld 

20.5 
23.9 
29.4 
31.2 


13.9 
14.4 
13.9 
13.7 


SOURCE:  U.S.  Dopartaent  of  Agriculture,  Foroittn  Agriculture 
Circular.  Cottop  (aonthly) 


Exhibit  4 
Cotton  Acreage  Harvested 


(aillions) 


1965-69 
1970-74 
1975-79 
1980-84 


World 
79.1 
81.6 
79.0 
80.3 


10.5 
12.0 
11.6 
10.9 


12.3 
12.3 
11.9 
14.1 


56.4 
57.3 
55.4 
55.3 


SOURCE:  U.S.  Dopartaent  of  Agriculture,  Foreign  Aaricultura 
^MfgttUgi  C9ttOB  (aonthly) 


Exhibit  5 
Foreign  Cotton  Production  and  Consuaption 

(aillione  of  480  lb.  bale*) 


1965-69 
1970-74 
1975-79 
1980-84 


Tom; 


China 


AU  Ptbw 


Production  Conauantion  Production  Conauantion  Production  Conauantioa 
44.0       46.8        10.3       10.4       33.7        36.4 

49.0  51.7        10.4       11.2       38.5        40.6 

48.1  55.1        10.0       11.7       38.2        43.4 
59.0       62.0        18.3       16.0       40.7        46.0- 


SOURCE:     U.  S.  Departawit  of  Agriculture,  ISIlitR  AuritttUUM  g»Mlig  £fi££flA  (aoathly) 
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Exhibit  6 


U.S.  COTTOM  PRICE 
AND  ACREAGE  RESPONSE 


•0 


Exhibit  7 

Net  Co8t  of  Cotton  Price  Support  Loan  Progaa 

(thousands  of  dollars) 


Fiscal 

Years 

Fiscal 

Years 

1965 

115.228 

1975 

(2) 

1966 

98.729 

1976 

(13) 

1967 

427  .058 

1977 

(50) 

1968 

373.195 

1978 

(14) 

1969 

29.432 

1979 

(80) 

1970 

22.386 

1980 

220 

1971 

(6,053) 

1981 

852 

1972 

(18.002) 

1982 

19 

1973 

380 

1983 

36 .900 

1974 

32 

1984 

(2.862) 

(      )   denotes 

gain 

SOURCE 

U.    £ 

\.  Department  of 

Condition  and  Operations  of  the  Comnoditv  Credit  Corporation 

(annual) 
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Statement  of  Nicky  Hargrove,  President,  Arkansas  Farm  Bureau  Federation 
AND  Member,  Board  of  Directors,  American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  farm  orga- 
nization with  a  membership  exceeding  three  million  member  families  in  48  states 
and  Puerto  Rico.  I  serve  as  President  of  the  Arkansas  Farm  Bureau  Federation  and 
as  a  member  of  the  Board  of  Directors  of  the  American  Farm  Bureau  Federation.  I 
appreciate  the  opportunity  to  appear  before  the  Senate  Agriculture  Committee  re- 
garding Farm  Bureau's  position  on  farm  programs  for  cotton  and  our  proposals  for 
legislative  changes  under  the  1985  Farm  Bill. 

Farm  Bureau  policy  is  debated,  amended  and  revised  by  voting  delegates  from 
each  of  our  member  states.  At  our  66th  Annual  Meeting  in  January,  our  delegates 
adopted  policies  regarding  farm  programs  in  general  and  policies  specific  to  cotton 
programs.  Our  general  farm  program  policy  states: 

We  support  a  farm  bill  which  will: 

1.  Maximize  long-term  opportunities  for  profit  in  agriculture; 

2.  Reduce  existing  incentives  for  overproduction  at  home  and  abroad; 

3.  Ensure  price  competitiveness  for  U.S.  farm  products  in  world  markets; 

4.  Provide  opportunities  to  reduce  stocks  through  production  a4justments 
and/or  expanded  demand; 

5.  Assure  consumers  of  adequate  supplies  of  efficiently  produced  products 
they  wish  to  consume; 

6.  Cause  a  supply  reduction  program  to  be  implemented  when  carryover  ex- 
ceeds workable  levels; 

7.  Provide  target  prices  as  an  income  supplement  for  farmers  to  help  them 
make  the  adjustment  to  a  market-responsive  agriculture; 

8.  Provide  loan  levels  for  all  major  export  commodities  to  facilitate  orderly 
marketing  and  price  competitiveness.  These  levels  should  be  related  to  a  3-5 
year  average  domestic  price.  Loan  levels  should  not  provide  incentives  for  pro- 
duction that  exceeds  demand  in  domestic  and  world  markets.  These  levels 
should  be  adjusted  annually  by  no  more  than  10  percent;  and 

9.  Recognize  that  all  commodities  are  interrelated  and  any  chcmge  in  supply, 
demand  or  price  of  one  affects  the  others. 

Cotton  producers  have  operated  under  difficult  marketing  conditions  in  recent 
years.  The  U.S.  cotton  industry  is  facing  increased  foreign  coinpetition  because  of  a 
strong  U.S.  dollar  and  intemaJ  policies  of  competing  nations.  The  Peoples  Republic 
of  China  (PRO,  for  example,  has  a  domestic  incentive  price  which  has  been  largely 
responsible  for  production  in  that  country  expanding  from  10  to  25  million  bales 
from  1978  to  1984.  The  PRC  will  likely  compete  directly  with  the  U.S.  as  a  major 
supplier  of  cotton  in  export  markets. 

Changes  in  our  farm  policies  can  contribute  to  an  improved  outlook  for  cotton 
producers.  Farm  policy,  however,  must  work  in  concert  with  sound  trade,  monetcuy 
and  fiscal  policies.  Farm  programs  must  adjust  to  the  existing  market  and  offer  an 
opportunity  for  improved  conditions  while  effecting  a  transition  to  a  mcurket  respon- 
sive agricmtural  system. 

As  a  result.  Farm  Bureau  has  developed  a  legislative  proposal  for  the  1985  Farm 
Bill  which  is  market  responsive  and  fiscally  responsible.  We  believe  that  by  tying 
loan  and  target  price  levels  to  an  average  of  market  prices,  the  sijg^als  that  produc- 
ers receive  when  making  production  decisions  will  be  founded  in  market  reality, 
and  not  in  political  expediency. 

I  would  like  to  offer  more  detail  to  the  Committee  on  the  provisions  of  our  pn^x)s- 
al  that  most  directly  affect  cotton  producers. 

LOAN  RATES 

Farm  Bureau  supports  continued  use  of  nonrecourse  loans  for  cotton  with  the 
loan  levels  set  as  they  are  under  current  law.  The  methodology  employed  in  the  Ag- 
riculture and  Food  Act  of  1981  calls  for  loans  set  at  the  lower  of: 

(a)  85  percent  of  the  previous  five  year  average  spot  market  price  excluding 
the  high  and  low  values  years,  or 

(b)  90  percent  of  the  world  market  price  as  quoted  in  Northern  Europe. 
Under  our  proposed,  the  current  55  cent  minimum  loan  level  would  be  removed. 

To  avoid  wide  fluctuations  in  loan  rates,  however,  we  propose  that  the  rate  be  ad- 
justed by  no  more  than  10  percent  in  any  year  including  the  first  year  of  the  pro- 
gram. 

We  believe  that  a  loan  rate  set  in  this  manner  with  the  minimum  level  removed, 
will  operate  efHcientlv.  If  domestic  prices  become  disproportionately  hi|^h  compared 
to  world  prices,  the  loan  level  will  adjust  according  to  the  demand  m  the  woiid 
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market.  This  type  of  loan  rate  also  signals  to  our  international  competition  that  we 
will  not  provide  them  with  long-term  price  protection. 

TARGET  PRICES 

Farm  Bureau  supports  continued  use  of  deficiency  payments  as  an  income  supple- 
ment to  producers  of  the  crops  that  currently  have  deficiency  payments  in  their  pro- 
grams. We  recommend  freezing  target  prices  for  1986  at  the  1985  levels.  In  1987  and 
thereafter  target  prices  would  be  set  at  110  percent  of  the  five  year  average  used  to 
determine  the  loan  rate.  Adjustments  to  target  price  levels,  however,  would  be  limit- 
ed to  5  percent  in  any  year.  We  £dso  support  a  $50,000  payment  limitation  that 
would  apply  to  deficiency  payments  only. 

This  target  price  system  will  allow  producers  time  to  adjust  to  a  more  market  re- 
sponsive farm  program  while  maintaining  income  levels  for  program  participants. 
Necessary  adljustments  could  occur  graduadly  while  attempts  to  expand  exports  and 
address  the  issues  of  international  market  access  and  subsidy  practices  can  be  con- 
fronted. 

EXPORT  MARKET  EXPANSION 

We  believe  that  the  area  in  which  substantial  improvement  can  be  realized  in  ag- 
ricultural profitability  lies  in  the  area  of  exports.  We  therefore  have  placed  great 
emphasis  on  the  need  for  a  strong  trade  title  in  the  1985  Farm  Bill. 

Two  traditional  ways  of  enhancing  exports  have  been  through  the  judicious  use  of 
<XC  export  credits  and  the  P.L.  480  or  Food  for  Peace  Program.  These  programs 
should  be  continued  and  improved.  This  program  provides  poor  nations  the  poten- 
tial for  economic  development  followed  by  better  cash  market  opportunities  for  U.S. 
producers.  I  believe  that  a  much  stronger  P.L.  480  Program  is  currently  justified. 

Regarding  OOC  export  credits,  it  is  regrettable  that  the  OCX^  Credit  Revolving 
Fund,  which  was  part  of  the  1981  Farm  Bill,  was  never  funded  and  activated.  There 
are  still  valid  reasons  for  incorporating  the  Revolving  Fund  in  the  1985  Farm  Bill 
with  funding  made  available  to  make  it  an  effective  export  tool. 

An  intermediate  OCX^  Export  Credit  Program  is  needed  to  take  care  of  export 
credit  needs  for  terms  of  3-7  years  as  provided  for  in  the  Agricultural  Trade  Act  of 
1978.  This  legislation  should  be  more  fully  utilized. 

The  Blended  Credit  Program,  which  unfortunately  has  been  saddled  with  the  re- 
quirements of  the  cargo  preference  law,  needs  to  be  made  a  part  of  new  farm  legis- 
lation with  an  exemption  from  cargo  preference.  As  a  matter  of  fact,  all  agricultural 
exports  should  be  exempted  from  cargo  preference  requirements  whether  commer- 
cial or  government  assisted.  There  are  other  ways  of  financing  a  strong  merchant 
marine  without  harming  agricultural  exports.  We  should  not  harm  farm  exports  in 
our  efforts  to  have  a  stronger  American  flag  fleet.  Farm  Bureau  will  strongly  sup- 
port legislation  to  exempt  agricultural  commodities  and  products  from  the  cargo 
preference  law. 

There  may  be  some  barter  opportunities  with  some  countries  that  need  agricultur- 
al products  including  cotton  and  have  oil  or  other  materials  or  commodities  that  we 
need.  We  should  not  ignore  any  such  opportunities,  but  rather  should  seek  ways  to 
gain  exports  where  such  possibilities  exist. 

Regarding  trade  negotiations,  we  must  give  our  trade  negotiators  the  tools  they 
need  and  our  strong  support  to  gain  better  market  access  and  to  resolve  outstcuiding 
unfair  trade  practices  such  as  export  subsidies,  which  have  eroded  U.S.  overseas' 
markets.  In  this  respect,  we  would  support  what  might  be  called  a  "bonus''  export 
program. 

Under  such  a  program,  "bonus"  tonnage  of  farm  commodities  and  products  would 
be  made  avtdlable  from  CCC  owned  commodities  to  lower  U.S.  export  prices  to  offset 
the  advantage  of  competing  countries  which  subsidize  their  exports. 

ACREAGE  REDUCTION  PROGRAMS 

We  support  acreage  reduction  programs  that  are  triggered  when  carryover  sup- 
plies exceed  workable  levels.  For  cotton,  we  recommend  that  the  Secretary  be  re- 
quired to  call  for  an  acreage  reduction  program  when  carryover  is  projected  to 
exceed  3.5  million  bales.  The  ARP  programs  should  be  large  enough  to  assure  a  re- 
duction in  carryover  supplies.  Increased  efforts  to  expand  foreign  markets  under  the 
trade  title  of  our  proposal  and  greater  market  competitiveness  assured  by  flexible 
price  and  income  support  programs  will  result  in  acreage  reduction  programs  used 
only  to  correct  temporary  imbalances,  not  as  annual  programs. 
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COMMODITY  EXCHANGE  PROGRAM 

Authority  should  be  continued  for  standby  use  if  needed  for  production  control. 

TAX  REFORM  ACT  OF  1984 

Oppose  vehicle  record  keeping  requirements  imposed  on  Agriculture  and  Agricul- 
ture related  businesses  by  the  Tax  Reform  Act  of  1984  (Section  274  and  280). 

CCCLOAN 

The  OOC  Loan  Level  should  exist  only  to  assist  producers  in  crop  financing.  The 
level  of  the  loan  should  in  no  event  encourage  an  excess  of  cotton  production.  Pre- 
miums, discounts  and  bases  for  the  qualities  of  upland  cotton  used  by  USDA  in  es- 
tablishing CCC  loan  differentials  should  accurately  reflect  market  value. 

TARGET  PRICES 

Support  the  continuation  of  the  target  price  concept  which  more  accurately  re- 
flects inflation  in  the  cost  of  production  and  use  cost  per  acre  raliier  than  cost  per 
pound  to  determine  increases  in  cost  of  production.  There  should  be  at  least  a  lOt 
difference  between  the  OCX^  Loan  and  the  Target  Price. 

DISASTER  PROGRAM— FEDERAL  CROP  INSURANCE 

Support  a  federally  funded  crop  disaster  and  insurance  program  based  on  produc- 
tion costs  per  acre  by  regions  and  implement  a  crop  insurance  program  which  in- 
sures the  proven  cost  of  production  by  regions  at  affordable  rates  which  accurately 
reflects  the  true  risk  involved. 

MONETARY  SUBSIDIES,  BLENDED  CREDIT,  P.L.  480,  AND  EXPORT  COMMODITY  EXCHANGB 

Support  expanding  export  markets  through  monetary  subsidiaries,  blended  credit, 
P.L.  480,  export  commodity  exchange,  and  other  entities  which  provide  equitable 
treatment  of  domestic  mills. 

IMPORT  QUOTAS  AND  LONG  TERM  BI-LATERAL  TRADE  AGREEMENTS 

Free  world  trade  is  in  the  best  interest  of  American  Agriculture,  however,  during 
periods  when  supplies  are  limited,  producers'  interests  may  be  best  served  b^  a  tem- 
porary limited  relaxation  of  import  quotas.  This  would  serve  equally  to  avoid  impo- 
sition of  export  quotas,  to  avoid  loss  of  domestic  market  to  ^nthetics  and  to  assure 
domestic  mills  an  opportunity  to  compete  in  world  markets  for  avtdlable  supplies  at 
competitive  prices  until  U.  S.  producers  could  fully  supply  domestic  needs. 

BASE  ACREAGE 

Oppose  rigid  restrictions  on  growth  of  base  acreage  and  oppose  any  reduction  in 
Base  Acreage. 

PAYBfENT  LIMITATIONS 

Oppose  any  limit  on  payments  to  producers. 

CCC  RE-SALE  PRICE 

OOC  cotton  should  not  be  resold  for  less  than  the  total  cost  to  CCX^  plus  interest 
and  carrying  charges. 

BARTERING  PROGRAM 

Support  a  bartering  program  which  will  expand  markets. 

INTEREST  RATES 

Interest  rates  on  cotton  loans  should  not  exceed  the  lowest  rate  at  which  govern- 
ment borrows  money. 

RESERVE  PROGRAM 

Oppose  any  type  of  cotton  reserve  program. 
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EXPORT  EBfBARGOES 

Amend  Section  1002(a)  of  the  Act  to  provide  that  whenever  a  credit  or  commodity 
embargo  of  any  commodity  is  imposed  for  any  reason  other  than  a  national  emer- 
gency declared  by  both  Houses  of  Congress,  the  U.  S.  Government  shcdl  on  the  day 
the  restriction  is  initiated,  establish  a  compensatory  program  to  the  producers 
which  would  reflect  90  per  cent  of  parity  without  producer  limitations  while  main- 
taining a  one  price  system. 

FARM  DEBT 

The  Secretary  of  Agriculture  should  take  immediate  action  to  implement  a  mora- 
torium on  farm  S.B.A.  and  F.H.A.  loans  and  interest  while  restructuring  current 
farm  debt  on  an  individual  basis. 

FHA  LOAN  UMTT 

The  $500,000  limit  on  the  amount  FHA  can  loan  to  any  one  farmer  is  not  realistic 
in  today's  farming  operations  and  such  limit  should  be  removed  and  the  amount 
available  to  any  one  farmer  should  be  based  on  his  individual  needs  and  farming 
operations.  Such  loans  should  be  made  available  to  all  producers  regardless  of  the 
date  of  their  participation. 

FAILED  ACRES— LOW  YIELD  PAYMENTS 

A  zero  yield  should  be  assigned  to  those  acres  of  cotton  affected  by  a  disaster 
which  would  result  in  an  appraised  yield  of  50%  or  less. 

CHANGES  IN  PLANTING  PATTERNS 

Regulations  should  be  changed  in  order  to  authorize  an  adjustment  in  payment 
yields  up  or  down  when  chcmges  are  made  in  planting  patterns  to  determine  pro- 
gram or  insurance  benefits.  The  authority  of  County  Committees  to  administer 
ASCS  regulations  should  be  increased. 

ENDING  PLANTING  DATE  FOR  COTTON 

The  cut  off  date  for  cotton  planting  should  remain  as  they  are  in  the  present  law. 

PLANT  FOR  COMMODITY  EXCHANGE  PROGRAM 

Should  USDA  require  a  plant  for  a  commodity  exchange  program,  such  program 
should  be  based  on  the  same  regional  procedures  as  established  by  past  commodity 
exchange  programs  for  quality.  All  requirements  for  a  plant  for  commodity  ex- 
change program  should  be  satisfied  within  a  region  prior  to  using  any  of  the  excess 
CCC  loan  cotton  to  fulfill  the  needs  of  other  regions. 

COTTON  CLASSING 

Support  the  continuation  of  the  Smith-Doxey  classing  through  HVI  at  the  present 
locations  for  the  least  possible  cost  to  producers. 

COTTON  RESEARCH  NEEDS 

Accelerated  production  and  gin  research  programs  are  essential  if  the  spiraling 
cost  of  cotton  production  is  to  be  stopped.  Programs  of  production  and  gin  research 
must  be  expanded  and  fully  funded  to  solve  problems  with  established  priorities. 

EUGIBILITY  REQUIREMENTS  FOR  SET-ASIDE  AND  APPROVED  COVER  PRACTICES 

The  decision  as  to  what  is  to  be  done  with  the  set-aside  should  be  set  at  the  State 
level.  The  State  ASCS  Committees  should  have  the  authority  and  opportunity  to 
make  the  decision.  State  and  County  ASCS  Committees  should  have  authority  to 
make  needed  adjustments  in  set-aside  regulations  to  prevent  inequities  and  hard- 
ships from  accurring.  A  combination  of  choices  of  what  the  farmer  can  do  should 
include  a  fallow  program.  Also  included  should  be  the  opportunity  to  utilize  this 
period  when  he  has  the  land  out  of  production  to  do  some  land  improvements  and 
conservation  practices. 
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COMMODITY  EXCHANGE  PROGRAM 

Authority  should  be  continued  for  standby  use  if  needed  for  production  control. 

TAX  REFORM  ACT  OF  1984 

Oppose  vehicle  record  keeping  requirements  imposed  on  Agriculture  and  Agricul- 
ture related  businesses  by  the  Tax  Reform  Act  of  1984  (Section  274  and  280). 

CCCLOAN 

The  CCC  Loan  Level  should  exist  only  to  assist  producers  in  crop  financing.  The 
level  of  the  loan  should  in  no  event  encourage  an  excess  of  cotton  production.  Pre- 
miums, discounts  and  bases  for  the  qualities  of  upland  cotton  used  by  USDA  in  es- 
tablishing CCC  loan  differentials  should  accurately  reflect  market  value. 

TARGET  PRICES 

Support  the  continuation  of  the  target  price  concept  which  more  accurately  re- 
flects inflation  in  the  cost  of  production  and  use  cost  per  acre  rather  than  cost  per 
pound  to  determine  increases  in  cost  of  production.  There  should  be  at  least  a  10^ 
difference  between  the  CCC  Loan  and  the  Target  Price. 

DISASTER  PROGRAM— FEDERAL  CROP  INSURANCE 

Support  a  federally  funded  crop  disaster  and  insurance  program  based  on  produc- 
tion costs  per  acre  by  regions  and  implement  a  crop  insurance  program  which  in- 
sures the  proven  cost  of  production  by  regions  at  affordable  rates  which  accurately 
reflects  the  true  risk  involved. 

MONETARY  SUBSIDIES,  BLENDED  CREDIT,  P.L.  480,  AND  EXPORT  COMMODITY  EXCHANGE 

Support  expanding  export  markets  through  monetaiy  subsidiaries,  blended  credit, 
P.L.  480,  export  commodity  exchange,  and  other  entities  which  provide  equitable 
treatment  of  domestic  mills. 

IBiPORT  QUOTAS  AND  LONG  TERM  BI-LATERAL  TRADE  AGREEMENTS 

Free  world  trade  is  in  the  best  interest  of  American  Agriculture,  however,  during 
periods  when  supplies  are  limited,  producers'  interests  may  be  best  served  by  a  tem- 
porary limited  relaxation  of  import  quotas.  This  would  serve  equally  to  avoid  impo- 
sition of  export  quotas,  to  avoid  loss  of  domestic  market  to  ^nthetics  and  to  assure 
domestic  mills  an  opportunity  to  compete  in  world  markets  ror  avcdlable  supplies  at 
competitive  prices  until  U.  S.  producers  could  fully  supply  domestic  needs. 

BASE  ACREAGE 

Oppose  rigid  restrictions  on  growth  of  base  acreage  and  oppose  any  reduction  in 
Base  Acreage. 

PAYBfENT  LIMITATIONS 

Oppose  any  limit  on  payments  to  producers. 

CCC  RE-SALE  PRICE 

CCC  cotton  should  not  be  resold  for  less  than  the  total  cost  to  CCC  plus  interest 
and  carrying  charges. 

BARTERING  PROGRAM 

Support  a  bartering  program  which  will  expand  markets. 

INTEREST  RATES 

Interest  rates  on  cotton  loans  should  not  exceed  the  lowest  rate  at  which  govern- 
ment borrows  money. 

RESERVE  PROGRAM 

Oppose  any  type  of  cotton  reserve  program. 
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EXPORT  EMBARGOES 

Amend  Section  1002(a)  of  the  Act  to  provide  that  whenever  a  credit  or  commodity 
embargo  of  any  commodity  is  imposed  for  any  reason  other  than  a  national  emer- 
gency declared  by  both  Houses  of  Congress,  the  U.  S.  Government  shall  on  the  day 
the  restriction  is  initiated,  establish  a  compensatory  program  to  the  producers 
which  would  reflect  90  per  cent  of  parity  without  producer  limitations  while  main- 
taining a  one  price  system. 

FARM  DEBT 

The  Secretary  of  Agriculture  should  take  immediate  action  to  implement  a  mora- 
torium on  farm  S.B.A.  and  F.H.A.  loans  and  interest  while  restructuring  current 
farm  debt  on  an  individual  basis. 

FHA  LOAN  UMTT 

The  $500,000  limit  on  the  amount  FHA  can  loan  to  any  one  farmer  is  not  realistic 
in  today's  farming  operations  and  such  limit  should  be  removed  and  the  amount 
available  to  any  one  farmer  should  be  based  on  his  individual  needs  and  farming 
operations.  Such  loans  should  be  made  avtdlable  to  all  producers  regardless  of  the 
date  of  their  participation. 

FAILED  ACRES — LOW  YIELD  PAYBfENTS 

A  zero  yield  should  be  assigned  to  those  acres  of  cotton  affected  by  a  disaster 
which  would  result  in  an  appraised  yield  of  50%  or  less. 

CHANGES  IN  PLANTING  PATTERNS 

Regulations  should  be  changed  in  order  to  authorize  an  adjustment  in  payment 
yields  up  or  down  when  changes  are  made  in  planting  patterns  to  determine  pro- 
gram or  insurance  beneflts.  The  authority  of  County  Committees  to  administer 
ASCS  regulations  should  be  increased. 

ENDING  PLANTING  DATE  FOR  COTTON 

The  cut  off  date  for  cotton  planting  should  remain  as  they  are  in  the  present  law. 

PLANT  FOR  COMMODmr  EXCHANGE  PROGRAM 

Should  USDA  require  a  plant  for  a  commodity  exchange  program,  such  program 
should  be  based  on  the  same  regional  procedures  as  established  by  past  commodity 
exchange  programs  for  quality.  All  requirements  for  a  plant  for  commodity  ex- 
change program  should  be  satisfled  within  a  r^on  prior  to  using  any  of  the  excess 
CCC  loan  cotton  to  fulfill  the  needs  of  other  regions. 

COTTON  CLASSING 

Support  the  continuation  of  the  Smith-Doxey  classing  through  HVI  at  the  present 
locations  for  the  least  possible  cost  to  producers. 

COTTON  RESEARCH  NEEDS 

Accelerated  production  and  gin  research  programs  are  essential  if  the  spiraling 
cost  of  cotton  production  is  to  be  stopped.  Programs  of  production  and  gin  research 
must  be  expanded  and  fully  funded  to  solve  problems  with  established  priorities. 

ELIGIBILITY  REQUIREBfENTS  FOR  SET-ASIDE  AND  APPROVED  COVER  PRACTICES 

The  decision  as  to  what  is  to  be  done  with  the  set-aside  should  be  set  at  the  State 
level.  The  State  ASCS  Committees  should  have  the  authority  and  opportunity  to 
make  the  decision.  State  and  County  ASCS  Committees  should  have  authority  to 
make  needed  adljustments  in  set-aside  regulations  to  prevent  inequities  and  hard- 
ships from  accurring.  A  combination  of  choices  of  what  the  farmer  can  do  should 
include  a  fallow  program.  Also  included  should  be  the  opportunity  to  utilize  this 
period  when  he  has  the  land  out  of  production  to  do  some  land  improvements  and 
conservation  practices. 
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SET-ASIDE  LAND 

Any  land  considered  cropland  should  be  eligible  for  set-aside  requirements. 

EXPORT  CREDrrs 

OCX^  Export  Credits  (GSM-5)  should  be  appropriated  to  a  revolving  fund  and  not 
be  charged  to  USDA's  budget. 

SIGN-UP  DATE 

Urge  USDA  to  extend  the  1985  sign-up  date  for  cotton  to  April  15th.  Such  date 
should  be  extended  when  a  chcuige  in  the  landlord/tenant  relationship  occurs  and 
such  date  should  be  extended  when  a  crop  is  destroyed  by  an  act  of  God,  with  the 
right  of  a  producer  to  plant  an  alternative  crop  within  that  crop's  program. 

BOLL  WEEVIL  ERADICATION  PROGRAM 

We  strongly  support  the  continuation  of  the  Boll  Weevil  Eradication  Program  and 
the  continuation  of  USDA  funding. 


Statement  of  Tommy  Fondren,  Chairman  of  the  Board,  Texas  Association  of 
Cotton  Producer  Organizations 

Mr.  Chairman,  I  am  appearing  before  you  today  as  the  Board  Chairman  of  the 
Texas  Association  of  Cotton  Producer  Org£uiizations.  TACPO  is  an  umbrella  oigani- 
zation  of  the  eight  cotton  producer  organizations  in  our  state  representing  all  cotton 
producing  regions  of  Texas. 

I  should  like  to  begin  by  stating  that  we  are  in  basic  agreement  with  and  support 
of  the  policies  as  presented  by  the  National  Cotton  CouncU. 

We  strongly  support  continuance  of  all  provisions  in  the  present  law  pertaining  to 
the  loan  program  with  particular  emphasis  on  the  method  of  determination,  the 
floor  and  the  term  of  the  loan.  In  addition  in  order  to  accomplish  its  objectives  the 
loan  must  be  non-recourse  with  no  limitations  and  he  current  CCC  resale  provisions 
should  be  maintained. 

We  are  £dso  in  agreement  that  the  target  price  concept  should  be  maintained  and 
under  current  economic  conditions  at  least  at  the  present  level  of  81^  with  many 
favoring  86^  as  originally  set  by  Congress.  Some  means  of  tying  the  target  price 
level  to  producer  input  cost  as  originsdly  envisioned  in  the  current  program  would 
seem  to  be  in  order.  We  would  £dso  take  this  opportunity  to  state  our  strong  of^Msi- 
tion  to  payment  limitations  which  are  inherently  unfair  and  work  to  the  detnment 
of  the  overall  program. 

On  the  question  of  offsetting  and  cross-compliance,  we  would  express  our  opposi- 
tion on  the  basis  that  such  provisions  for  cotton  would  further  force  more  producers 
out  of  the  program  so  long  as  a  payment  limitation  is  in  effect. 

We  are  in  agreement  that  bases  should  be  limited  to  the  cropland  available  for 
planting  on  the  farm  so  long  as  the  affected  producer  has  the  option  of  specifying 
which  crop  base  would  be  reduced.  In  addition  the  recommendation  to  base  defioen- 
cy  payments  on  acreage  diverted  from  production  rather  than  planted  acres  when 
an  acreage  reduction  program  is  in  effect  would  increase  the  program's  effective- 


Mr.  Chairman,  another  matter  of  extreme  importance  to  Texas  producers,  cotton 
producers  throughout  the  Belt  and  to  the  United  States  is  our  ability  to  export 
While  the  strong  dollar  holds  many  pluses  for  our  nation  it  should  be  obvious  by 
now  that  too  strong  a  dollar  severelv  limits  our  ability  to  export  and  at  the  same 
time  reduces  our  domestic  markets  bv  encouraging  textile  imports.  As  cotton  pro- 
ducers we  are  in  effect  taking  a  double  whammy.  We  urge  you  to  use  every  means 
avtdlable  to  maintain  our  exports  of  raw  cotton  and  at  the  very  least  inhibit  or  alow 
down  the  imports  of  textile  goods. 

In  conclusion,  Mr.  Chairman,  cotton  now  has  in  operation  just  what  the  Adminis- 
tration is  saying  all  commodities  need— a  ''market  oriented  program  with  a  price 
support  loan  set  by  domestic  and/or  world  markets  and  a  target  price  that  is  more 
than  reasonable  in  view  of  current  production  costs. 

And  the  Texas  Association  of  Cotton  Producer  Organizations  is  simi^y  joinnig 
other  producers  and  other  segments  of  our  industry  in  asking  that  this  committee 
work  for  a  continuation  of  this  program  with  the  aqjustments  we  have  suggested  to 
make  it  a  more  effective  vehicle  for  the  preservation  of  our  industry. 
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Statement  of  Plains  Cotton  Growers,  Inc. 

PCG  is  one  of  eight  producer  groups  that  make  up  the  Texas  Association  of  Cotton 
Producer  Org£inization8  (TACPO)  on  behalf  of  which  Chairman  Tommy  D.  Fondren 
presented  testimony  for  all  cotton  producing  regions  of  Texas.  We  represent  a  25- 
county  area  surrounding  Lubbock,  producing  on  average  about  half  the  Texas  crop 
and  from  12  to  25  percent  of  the  national  crop. 

PCG  participated  in  the  development  of  TACPO's  legislative  policy  and  fully  en- 
dorses Mr.  Fondren's  statement  to  the  committee. 

In  addition  to  that  statement  we  would  urge  that  the  chairman  and  members  of 
the  committee  give  special  attention  to  the  following  suggestions  that  have  evolved 
fVt>m  PCG  board  and  executive  committee  discussions. 

1.  The  maintenance  and  expansion  of  cotton  exports  is  of  paramount  importance 
to  our  industry  and  is  especially  critical  to  our  Texas  High  Plains  which  depends  on 
exports  for  an  estimated  two-thirds  of  its  market.  Therefore  in  addition  to  an  ade- 
quately funded  export  revolving  fund,  effective  credit  guarantees  and  aggressive  for- 
eign market  development  programs,  the  government  should  use  whatever  methods 
are  avtdlable  to  provide  an  adjustment  for  export-limiting  differences  in  currency 
values,  giving  strong  consideration  to  the  use  of  excess  agricultural  commodities  to 
achieve  the  desired  adjustment. 

2.  An  ^'adequate  supply  of  U.S.  cotton  to  preserve  markets  .  .  .''  as  called  for  in 
National  Cotton  Council,  TACPO  and  PCG  policy,  in  the  interest  of  avoiding  undue 
price  depression,  should  not  be  construed  as  a  need  for  annual  carryovers  in  excess 
of  three  million  bales. 

3.  The  general  variability  of  weather  conditions  and  the  frequency  of  weather-re- 
lated disasters,  often  on  consecutive  years,  makes  protection  of  cotton  program 
yields  a  vital  issue  for  growers  on  the  High  Plains.  We  therefore  urge  that  the  re- 
duction of  program  yields  by  more  than  10  percent  in  any  one  year  be  prohibited  in 
new  legislation. 

4.  There  long  has  been  justifiable  dissatisfaction  with  Commodity  Credit  Corpora- 
tion accounting  methods  which  charge  the  total  of  all  commodity  loans  to  farm 
program  costs  without  regard  for  loan  repayments  and/or  sales  from  Commodity 
Credit  Corporation  stocks.  We  therefore  recommend  that  CCC  accounting  methods 
be  changed  to  prevent  such  distortion  of  fact  in  future  programs. 

Attached  for  your  reference  are  copies  of  (1)  TACPO's  written  statement  and  (2) 
NCC's  farm  program  legislative  policy  as  adopted  by  the  NCC  delegate  body. 

We  urge  your  consideration  of  our  views  and  invite  any  questions  you  may  have 
as  we  all  work  toward  passage  of  acceptable  farm  legislation  in  1985. 


Statebient  of  Coun  L.  Scott,  Chairman,  National  Legislative  Committee, 
Arizona  Cotton  Growers  Association 

Mr.  Chairman  and  members  of  the  committee,  I  am  Colin  L.  Scott,  from  Casa 
Grande,  Arizona,  serving  our  association  as  chairman  of  the  board  and  as  chairman 
of  the  national  legislative  committee,  and  representing  1,300  producer  members  of 
the  Arizona  Cotton  Growers  Association,  the  only  state-wide  producer  organization 
in  the  cotton  belt. 

In  our  previous  appearances  in  both  1977  and  in  1981,  we  consistently  expressed 
the  view  that  the  market-oriented  farm  policies  adopted  with  the  19f3  act  were 
achieving  positive  economic  results. 

When  you  combine  bale  production,  yield,  price  and  overall  income,  the  results  in 
Arizona  through  1981  dramaticallv  demonstrated  the  positive  impact  of  Government 
policies  which  stimulate  rather  tnan  restrict,  which  emphasize  market  orientetion 
rather  than  government  controls,  and  which  support  rather  than  dictete. 

Clearly,  we  felt  in  1981  that  our  market-oriented  policies  were  working  and  with 
some  ''fine  tuning"  would  continue  to  work  in  a  manner  that  would  maximize  our 
economics  potential  in  the  free  market  while  minimizing  Government  involvement 
and  cost  exposure. 

Yet,  in  the  three  years  of  the  agriculture  and  food  act  of  1981,  the  results  have 
been  mixed. 

Prices  have  been  erratic:  from  a  high  of  68  cents  to  a  low  of  62  cents. 

Our  acreage  went  from  a  high  of  600,000  in  1981  to  a  low  of  291,000,  the  PIK  year, 
in  1983.  The  average  acreage  has  been  approximately  412,000  for  the  past  three  crop 
years. 

Yield  has  remained  steble:  nearly  1,200  pounds  per  acre  or  50%  greater  than  the 
national  average. 
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Our  production  has  been  approximately  a  million  bales  annually  after  achieving  a 
record  1.5  million  in  1981. 

In  terms  of  value,  we  produced  a  crop  valued  at  418  million  in  1981,  but  in  the 
last  three  years  the  average  has  been  only  289  million,  a  decrease  of  31%. 

And,  throughout  the  1981-1984  period  our  cotton  prices  have  fcdled  to  exceed  the 
cost  of  production. 

It  is  clear  to  us  that  what  we  had  hoped  to  achieve  through  market-orientation: 
economic  growth  and  price  stability,  has  proven  illustrative. 

In  addition,  for  the  first  time  Government  deficiency  payments  were  made  in  1981 
and  for  the  last  three  crop  years,  following  seven  years  of  no  payments. 

And,  instead  of  freeing  our  productive  capacity,  we  have  had  acreage  reduction 
programs  in  place  for  each  year  of  this  4-year  farm  program. 

Yet,  notwithstanding  these  economic  troubles  and  the  problems  for  Government, 
the  Arizona  Cotton  Growers  Association,  as  a  matter  of  principle,  continues  to 
strongly  favor  market  orientation.  Such  an  approach  is  far  more  prefer^le  than  the 
failed  policies  of  the  past  in  which  government  directly  intervened  in  the  farm 
market  place. 

It  is  obvious,  however,  that  we  must  develop  those  policies  that  enable  market  ori- 
entation to  continue  to  evolve  in  a  manner  that  serves  the  best  interests  of  the 
farmer  and  his  long  range  economic  success. 

In  this  connection,  the  Arizona  Ck>tton  Growers  Association  strongly  supports  the 
principles  of  the  cotton  section  of  the  1981  act  because  we  believe  that  it  embodies 
most  of  the  desired  elements  of  a  long-range  government  program  that  supports 
cotton  through  a  market-oriented  approach.  If  "fine  tuned  ,  we  believe  that  such 
principles  should  be  extended  in  the  1985  farm  bill. 

While  we  support  the  farm  program  resolutions  of  the  National  Cotton  Council 
and  the  principles  of  the  cotton  section  of  the  1981  act,  the  Arizona  Cotton  Growers 
Association  would  like  to  emphasize  the  following  as  essential  to  the  development  of 
the  1985  bill  and  the  continuation  of  a  strong  and  vigorous  market-oriented  cotton 
program. 

First,  if  the  committee  is  convinced  of  the  necessity  for  harsh  medicine  then  we 
would  suggest  a  gradual  or  phased  program,  possibly  starting  with  a  simple  exten- 
sion of  the  current  act  until  the  1987  crop  year.  The  current  economic  environment 
for  American  agriculture  deserves  to  be  taken  into  consideration  in  re-directing 
Government  farm  policy. 

Second,  we  continue  to  support  a  cotton  loan  program  as  currently  established 
under  the  1981  act.  And,  we  favor  retaining  a  floor  which  is  economically  appropri- 
ate. We  are  not  convinced  that  the  loan  floor  is  detrimental  to  our  cotton  marketing 
program.  In  fact,  the  loan  floor  serves  as  a  stable  base  for  crop  financing,  which  in 
the  current  economic  climate  is  critical  to  securing  loan  financing. 

Third,  we  continue  to  believe  that  the  target  price-deficiency  payment  system 
serves  as  an  appropriate  safety  net.  However,  we  believe  that  a  fixed  target  price 
rising  each  year  is  inappropriate  and  counter  productive.  In  principle,  we  believe 
that  the  target  price  should  be  determined  in  relationship  to  the  loan,  perhaps  at 
120%  as  was  proposed  in  1981. 

Clearly,  an  overly  generous  target  price  exposes  the  Government  to  substantial 
costs.  We  need  a  better  mechanism  to  balance  protection  with  the  realities  oi  pro- 
duction and  supply  and  demand,  while  at  the  same  time  reducing  heavy  finandal 
exposure  to  the  Government. 

Fourth,  we  support  the  proposal  of  the  National  Cotton  Council  to  base  deficiencnr 
pa3rments  on  acreage  diverted  rather  than  planted  acres.  We  believe  that  this  wiU 
result  in  Government  policies  that  do  not  have  the  unintended  effect  of  stimulating 
greater  cotton  planted  acreage  than  necessary. 

Fifth,  we  would  like  to  suggest  that  the  committee  consider  the  question  of  wheth- 
er it  is  advisable  to  maintain,  in  law,  a  process  that  creates  an  artificially  high 
cotton  base.  For  example,  the  current  farm  bill  has  created  a  15.6  million  acre 
cotton  base  on  the  1985  crop.  Obviously,  when  an  acreage  reduction  program  is  re- 

Suired,  a  high  base  results  in  large  acreage  reductions.  Simply  put,  an  acreage  re- 
uction  program  bears  little  resemblance  to  what  is  necesscuy  to  achieve  production 
supply  from  the  actual  base.  We  urge  the  committee  to  consider  this  issue  bv  devel- 
oping a  process  that  will  reflect  a  more  accurate  cotton  base  and  eliminate  the  need 
for  any  unnecessary  acreage  reduction  programs  or,  at  least  to  require  only  what  is 
absolutely  necessary.  The  expense  and  manpower  required  to  maintain  unproduc- 
tive land  and  the  restrictions  on  productive  capacity  serves  no  one's  interest. 

In  this  regard,  we  would  recommend  review  of  the  National  Cotton  Council's  1965 
resolutions  on  this  point. 
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Sixth,  the  association  recommends  that  cross-compliance  and  offHsetting  compli- 
ance provisions,  whether  for  farm  or  crop  be  prohibited.  These  penalties  are  neither 
appropriate  nor  supportive  of  the  basic  principles  of  permitting  farmers  to  make  de- 
cisions in  their  own  best  interests  and  which  are  based  on  market  demand. 

Seventh,  we  want  to  be  on  record  as  being  opposed  to  pajrment  limitations.  If  acre- 
age reduction  programs  are  to  work,  particularly  in  the  west  where  acreages  are 
substantial,  then  payment  limitations  must  either  be  eliminated  or  modified.  Absent 
elimination  of  payment  limitations,  the  association  strongly  endorses  the  current 
limitation  of  $50,000  as  appropriate. 

Eighth,  we  support  reauthorization  of  title  14  for  agricultural  research  as  well  as 
appropriate  funding  levels.  Although  the  Arizona  Cotton  Growers  Association  has 
supported  its  own  research  programs,  it  recognizes  the  needs  for  the  Federal  partr 
nership.  The  need  for  boll  weevil  research  and  suppression  funds  in  the  southwest, 
for  example,  makes  the  federal  presence  essential.  Federal  research  programs  are 
critical  and  we  urge  the  committee  to  support  such  pro-ams. 

Finally,  Mr.  Chairman,  this  association  is  of  the  opinion  of  that  unless  this  com- 
mittee, through  this  bill,  or  through  some  other  measure,  comes  to  grips  with  the 
impact  of  an  over-valued  dollar,  all  the  "fine  tuning*'  in  the  world  will  make  very 
little  difference  to  a  market-oriented  cotton  program. 

With  nearly  90%  of  our  production  beign  sold  in  the  far  east,  the  impact  of  the 
high  dollar  becomes  very  real  to  our  competitive  edge. 

If  we  are  to  maintain  our  markets,  if  not  expand  them,  then  this  issue  must  be 
addressed. 

In  1979  the  United  States  held  a  40%  share  of  the  world  cotton  export  market, 
the  highest  since  1960! 

Since  1979,  however,  our  share  has  averaged  31%  through  1984,  declining  to  26% 
in  1982  alone.  Instead  of  growing,  it  declined.  Export  credit  programs  are,  of  course, 
critically  important  to  us,  but  such  programs  alone  are  not  adequate  enough.  We 
believe  that  the  principles  outlined  by  the  1984  report  of  the  President's  Export 
Council  bears  on  this  issue,  and  should  be  considered  by  this  committee.  The  report 
recommended  the  following: 

1.  New  farm  legislation  should  have  a  greater  market  orientation  than  legislation 
that  prevails  today. 

2.  A  financi£d  safety  "net"  must  be  provided  for  U.S.  agricultural  producers,  but 
this  net  should  be  flexible,  and  should  always  be  maintained  at  market  clearing 
levels. 

3.  Legislative  and  executive  action  should  be  directed  toward  preserving  the  U.S. 
share  of  global  agricultural  export  markets,  and  gradually  expanding  the  market 
share  to  reflect  the  international  competitiveness  of  American  agriculture. 

4.  Adequate  credit  and  reasonable  credit  terms  must  be  provided  to  foreign 
buyers,  particularly  those  from  lesser-developed  nations. 

5.  Applicable  branches  of  Grovemment  must  be  encouraged  to  follow  fiscal  and 
monetary  policies — with  particular  emphasis  on  reducing  the  size  of  the  Federal  def- 
icit—that will  lower  real  U.S.  interest  rates,  thereby  easing  the  present  deflationary 
trend  in  American  agriculture  and  helping  to  repair  the  severe  damage  to  farm 
export  markets  that  has  resulted  from  a  high-valued  dollar. 

6.  The  administration  should  respond  aggressively  to  the  unfair  trading  practices 
of  our  competitors  and  our  import  customers,  pursuing  changes  in  such  practices  (1) 
bilaterally,  and  (2)  multUaterally,  through  a  new  round  of  GATT  negotiations,  if 
necess£U7. 

We  recognize  that  this  is  a  complex  and  difficult  issue  for  agriculture,  but  we  be- 
lieve that  it  can  be  addressed  in  the  spirit  of  competition  and  not  protectionism. 

In  conclusion,  Mr.  Chairman,  we  know  that  the  1985  farm  bill  is  being  created  in 
an  environment  of  great  pressures.  We  hope,  however,  that  you  will  proceed  in  a 
manner  that  will  serve  our  productive  capacities  and  competitive  spirit.  American 
needs  a  strong  food  and  fiber  industry  and  we  are  committed  to  worlung  with  you  to 
achieve  that  objective. 

1985  FARM  PROGRAM  LEGISLATION:  SUMMARY  OF  TESTIMONY  OF  ARIZONA  COTTON 
GROWERS  ASSOCIATION 

In  1981,  the  association  testified  to  the  positive  results  of  the  market-oriented 
cotton  program  enacted  in  1973. 

In  the  three  years  of  the  Food  and  Agriculture  Act  of  1981,  the  results  are  mixed. 

Yet,  the  association  still  believes  in  "market  orientation"  as  being  preferable  to 
mandatory  government  programs. 
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The  association  supports  the  principles  of  the  1981  act  and  the  1985  resolutions  of 
the  National  Cotton  Council. 
The  association  proposes  the  following: 

1.  A  phased  program  or  a  simple  extension,  if  necessary. 

2.  Support  the  1981  loan  formula  with  a  floor  that  is  economically  appropriate. 

3.  Support  the  target  price-deficiency  pa3rment  system  as  a  "safety  net"  using 
120%  of  the  loan  on  which  to  base  the  deficiency  payments. 

4.  Base  deficiency  payments  on  acres  diverted  rather  than  planted  acres. 

5.  Revise  cotton  base  process  to  avoid  higher  than  necessary  acreage  reduction  re- 
quirements. 

6.  Opposed  to  cross-compliance  and  off-setting  compliance. 

7.  Opposed  to  pajrment  limitations.  Support  current  $50,000  limitation  if  such  lim- 
itations are  required. 

8.  Support  agricultural  research  programs. 

Strongly  recommend  consideration  of  policies  to  achieve  strong  cotton  export 
market.  Support  1984  agricultural  policy  export  recommendations  of  President's 
Export  Coimcil. 


Statement  of  Jack  Stone,  President,  Western  Cotton  Growers  Association 

farm  bill 

My  name  is  Jack  Stone.  I  am  a  cotton  farmer  in  Stratford,  California,  and  am 
President  of  the  Western  Cotton  Growers  Association. 

Our  organization  represents  more  than  3-thousand  cotton  growers  in  Calilbmia, 
the  second  largest  cotton  producing  state  in  the  nation.  We  are  pleased  to  have  the 
opportunity  to  present  our  views  on  the  1985  Farm  BiU,  the  new  long  term  agricul- 
ture and  food  policy,  as  it  relates  to  upland  cotton. 

Ever  since  its  inception,  the  primary  objective  of  the  Western  Cotton  Growers  As- 
sociation has  been  to  assure  that  federal  farm  legislation  affecting  cotton  is  heli^ 
to  the  lasting  interest  of  the  cotton  industry. 

For  the  past  two  decades,  we  have  wanted  to  help  write  a  farm  program  that  is 
truly  market-oriented.  One  that  is  world  competitive  and  one  that  will  not  build  up 
Yi\3ge  government  stocks. 

We  feel  that  we  must  write  such  a  biU  now  .  .  .and,  to  set  the  stage;  I  would  like 
to  make  four  points  very  clear: 

1.  Our  dependence  on  export  trade.— A  reality  of  our  agriculture  today  is  the  great 
level  of  production.  The  United  States  produces  twice  as  much  cotton  as  is  required 
to  satisfy  its  domestic  needs.  That  means  53%  of  our  production  must  be  exix>rted! 
Therefore,  any  farm  pr^am  that  we  practice  must  definitely  be  market-oriented 
and  world  competitive.  There  can  be  no  floors  that  would  allow  any  nation  to  under- 
price  our  product.  Such  a  plan  would  move  away  from  expensive  support  costs  that 
contribute  to  budget  deficits  and  an  overpriced  dollar. 

2,  The  high-dollar  value.— The  over-valued  dollar  is  hurting  U.S.  agriculture  more 
than  all  other  items  combined.  Where  the  export  market  once  provided  agriculture 
with  a  profitable  marketing  area,  it  now  is  sagging  under  the  effects  of  the  strong 
dollar  and  overseas  competition.  The  high  value  of  the  dollar  makes  UJS.  farm  proo- 
ucts  more  expensive  in  foreign  nations  while,  at  the  same  time,  foreign  nations  can 
sell  their  products  more  cheaply  in  this  coimtry. 

Cotton  prices  have  dropped  about  the  same  amount  the  dollar  has  increased.  And, 
although  U.S.  cotton  is  maintaining  a  share  of  the  export  market,  it  is  being  forced 
to  do  so  at  a  loss  which,  if  not  corrected  soon,  will  lead  to  bankruptcy  as  it  alreadly 
has  for  many  farmers. 

The  only  remedy  we  know  of  here  is  a  reduction  in  government  spending. 

S.  Uncontrolled  foreign  textiles.— There  has  been  a  net  loss  of  over  2)^  million 
bales  of  our  traditional  domestic  cotton  market  because  of  the  additional  imports  of 
textiles  and  apparel.  It  is  critical  that  we  avoid  anything  that  mi|^t  tend  to  give 
foreign  textile  manufacturers  any  advantage  in  exporting  their  products  to  the 
United  States. 

4.  Floors.— There  should  be  no  floor  in  the  loan  rate  or  in  the  target  price.  If  there 
are  floors,  then  the  program  would  no  longer  be  market-oriented. 

With  these  four  points  in  mind,  we  are  supporting  the  National  Cotton  Ooundl's 
broad  plan. 

The  loan:  The  commodity  loan  has  worked  well  as  a  device  to  help  in  the  efficient 
marketing  of  our  cotton  crop  and,  without  question,  it  should  be  retained  as  a  mar- 
keting tool.  We  recommend  that  the  loan  rate  be  the  lower  of  85%  of  the  pieoediDg 
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five  year  average  domestic  price,  eliminating  the  high  and  low  year,  or  90%  of  the 
Northern  Europe  average  price.  We  propose  a  ten  month  nonrecourse  loan  with  the 
option  to  extend  an  additional  eight  months.  There  should  be  no  limit  on  the 
amount  of  the  loan. 

Target  price:  It  should  be  120%  of  the  loan.  We  support  the  target  price  concept  in 
the  belief  that  it  provides  a  measure  of  income  protection  when  market  prices  are 
imduly  low.  A  target  is  also  helpful  in  persuading  farmers  to  join  an  acreage  reduc- 
tion program  if  it  is  needed. 

Payment  limitations:  We  oppose  limitations  as  not  being  fair  and  with  such  limits 
only  a  small  percentage  of  the  production  in  the  west  will  participate  in  the  pro- 
gram. 

Deficiency  payments  improvement — If  an  acreage  reduction  program  is  in  effect, 
we  propose  that  the  payment  be  based  on  acreage  diverted  from  production  rather 
than  planted  acres,  at  a  rate  that  will  yield  a  total  pajrment  equal  to  the  amount 
that  would  have  resulted  from  basing  payments  on  planted  acres;  and  consider  the 
full  permitted  acreage  as  planted  in  calculating  future  base  acreage,  whether  or  not 
it  is  actually  planted.  This  change  should  make  our  acreage  reduction  program 
much  more  efficient. 

Western  Cotton  Growers  Association  also  supports  the  current  producer  checkoff 
program  for  Cotton  Inc.,  and  the  continuation  of  the  seed  cotton  loan  program.  We 
also  believe  that  CCC  stocks  should  not  be  sold  but  used  as  pajrments  for  acreage 
reduction  and  land  retirement  programs. 

We  also  support  the  authorization  of  an  export  credit  revolving  fund  and  credit 
guarantees— unlimited  to  countries  with  good  records  of  timely  loan  repa3rments;  as 
well  as  adequate  funding  of  foreign  market  development. 

Western  Cotton  Growers  Association  also  believes  that  whatever  programs  are  in- 
stituted should  not  be  mandatory  and  benefits  will  only  go  to  those  who  participate. 

Finally,  we  do  continue  to  oppose  allotments,  market  quotas,  cross  compliance  and 
off-setting  compliance. 

In  conclusion,  as  we  move  to  market-oriented  farm  legislation  and  elimination  of 
high  loans  and  target  prices,  farmers  are  going  to  depend  on  international  trade  to 
an  even  greater  extent  than  currently.  I  want  to  emphasize  the  importance  of  this 
coimtry  imdertaking  forceful  and  firm  negotiations  with  our  trading  partners,  to 
give  American  agriculture  a  fair  market  in  which  to  operate. 

We  in  cotton  and,  Tm  sure  those  in  most  other  commodities,  are  prepared  to  do 
business  in  a  market-oriented  system  as  long  as  we  know  we  are  going  to  get  a  fair 
shake  in  the  import-export  market. 

And,  I  want  to  reemphasize  that  the  1985  program  should  be  written  hand-in- 
hand  with  an  all  out  effort  to  lower  the  value  of  the  dollar. 


Statement  of  Nita  Gibson,  President,  Cotton  Pool,  Inc.  Also  Representing 
Women  Involved  in  Farm  Economics 

Mr.  Chairman,  members  of  the  Senate  Agriculture  Committee,  thank  you  for  pro- 
viding this  opportunity  to  have  input  into  the  1985  farm  bill. 

My  name  is  Nita  Gibson.  I  am  president  of  Cotton  Pool  Inc.,  a  cotton  marketing 
association.  I  have  served  in  this  capacity  for  ten  years.  I  also  serve  as  nation^ 
cotton  chairman  for  Women  Involved  in  Farm  Economics  (WIFE).  My  husband 
Charles  and  I  live  on  our  farm  in  Seminole,  Texas. 

Before  we  get  into  our  skull  practice  ideas  for  your  consideration  we  want  to 
share  these  general  observations: 

For  the  record  we  strongly  oppose  the  Administration's  farm  bill.  We  see  it  as 
only  dismantling  our  present  legislation.  After  four  years  of  close  encounter  with 
the  farmers  across  America,  we  had  expected  more. 

We  want  to  go  on  record  urging  this  committee  to  establish  clear  and  enforceable 
policies  concerning  textile  imports.  We  know  the  Administration  is  doing  a  great 
deal  to  curtail  imported  cotton  textiles,  and  we  applaud  that,  however,  more  must 
be  done. 

The  dilemma,  as  we  see  it,  stems  from  the  U.S.  not  using  traditional  trade  bar- 
riers in  the  textile  and  apparel  industry,  such  as  high  tariffs  or  global  quotas. 

Instead,  the  U.S.  uses  so-called  volimt£U7  export  restraints  or  bilateral  quotas. 
These  voluntary  export  restraints  are  targeted  to  a  few  countries  instead  of  to  the 
whole  world. 

They  are  negotiated  or  employed  as  an  ad-hoc-short-run  political  policy.  What  we 
need  is  a  clear,  enforceable  policy,  that  permits  our  domestic  mills  to  remain  a 
viable  industry. 
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Also,  we  would  like  to  point  out  how  there  is  always  a  "big  bear  in  the  woods" 
theory  everytime  we  attempt  to  write  farm  legislation.  For  example,  in  1981  all  we 
had  to  do  was  lift  the  embargo  and  all  would  be  squared  away.  Now,  in  1985  all  we 
have  to  do  is  balance  the  budget. 

Mr.  Chairman,  this  is  diversionary  hog  wash.  What  we  in  agriculture  really  need 
to  do  is  write  farm  legislation  that  will  recover  a  profit  to  the  farmer  fitnn  the 
market  place  without  leaning  so  much  on  the  federal  treasury. 

For  the  record,  we  are  for  a  balanced  budget  and  we  are  for  taking  our  fair  share 
of  budget  cuts. 

We  are  against  the  repeal  of  authorities  under  permanent  legislation  that  effect 
cotton. 

Also,  we  find  it  extremely  ironic,  Mr.  Chairman,  that  our  country,  very  piously, 
demands  land  reform  of  other  coimtries.  And  yet,  Secretary  Block  is  proposing  a 
farm  bill  that  will  divest  every  family  farmer  of  his  land.  The  principal  dTthe  home- 
stead law  is  strong  in  America.  We  plea  for  the  survival  of  the  family  farm. 

In  the  midst  of  debate  of  the  1985  farm  bill  we  hear  a  lot  about  the  "free  market" 

It  is  interesting  to  note  Mr.  Chairman  that  the  farm  bill  of  1973  was  hailed  as 
"the  free  market  at  its  best."  Also,  it  claimed  to  provide  "complete  freedom  €ff  flexi- 
bility" for  our  farmers. 

On  the  other  hand,  some  members  of  Congress  foresaw  the  pitfalls  in  the  1973  bill 
that  introduced  the  tcu^et  price  concept.  It  was  pointed  out  that  the  financial  liabil- 
ity of  government  could  grow  into  billions  of  dollars.  The  theory  was,  as  market 
forces  have  always  put  farmers  in  the  position  of  price  takers,  those  same  market 
forces  would  depress  market  prices  to  the  extent  that  deficiency  pajrment  would  in- 
crease and  increase. 

History  certainly  bares  that  out. 

It  is  obvious  that  the  1973  "free  market"  biU  as  amended  and  brought  forward  to 
today  has  not  served  us  well.  We  farmers  have  incurred  a  $216  billion  dollar  debt 
and  government  has  spent  billions  also. 

We  urge  new  legislation  for  the  1985  farm  bill. 

Mr.  Chairman,  as  we  continue  our  discussion  of  the  free  market  concept,  we  make 
this  observation.  It  is  conceivable  that  the  free  market  will  work  for  the  famiW 
farmer  provided  that  the  Congress  pass  laws  simultaneously  with  the  1985  farm  bill 
to  restructure  all  industry. 

Without  such  laws,  agriculture  will  be  thrown  to  the  wolves.  Existing  antitrust 
laws  and  countervailing  power  have  not  stemmed  increased  and  unreasonable  in- 
dustrial concentration. 

It  can  be  argued  convincingly  that  inequitable  sharing  of  power  in  the  market 
place  costs  farmers,  consumers  and  our  entire  economv  a  great  deal  of  money,  in 
spite  of  the  existence  of  laws  designed  to  curb  monopoly  and  promote  competition. 

In  fact,  Mr.  Chairman,  we  believe  agriculture  must  be  given  counttervailing 
power  to  use  against  those  who  possess  larger  amoimts  of  unreasonable  market 
power.  It  is  my  personal  opiniion  that  we  have  failed  in  writing  successful  farm 
policy  because  we  have  not  properly  recognized,  nor  have  we  properly  addressed  this 
issue. 

At  this  point  we  must  stress  the  point  that  legislation  must  be  written  that  wiU 
lift  farmers  from  being  price  takers  to  being  price  makers. 

Mr.  Chairman,  I  take  an  opportunity  such  as  this  very  seriously.  I  know  you  are 
wanting  ideas.  We  have  two  ideas  for  your  consideration. 

First,  let  me  say  in  preparation  for  this  idea  session  I  have  reviewed  100  years  of 
American  agriculture  policy.  I  have  also  reviewed  marketing  strategies  in  tms  coun- 
try, the  EEC  and  other  coimtries  of  the  free  world. 

Additionally,  we  want  to  stress  the  intent  of  our  ideas  for  consideration  are  as 
follows:  Permit  self-determination  of  farmers;  restore  profitability  to  agriculture; 
reduce  heavy  demands  upon  the  Federal  Treasury;  to  adequately  reflect  producer, 
consumer  and  the  nations'  domestic  and  foreign  economic  interest,  and  would  better 
serve  those  interests  more  than  our  present  policy;  and  to  arm  the  fiurmer  against 
vagaries  of  a  market  that  is  driven  by  political  forces  and  not  cut  production  drasti- 
cally 

Our  two  ideas,  for  "think  tank"  evaluation,  would  provide  1)  an  insurance  plan 
for  crop  and  income  protection,  and  2)  for  a  price  recovery  system  that  will  gamo' 
from  the  market  place  a  profit  to  the  farmer. 

The  main  provision  of  the  insurance  plan  would  be:  To  adequately  insure  against 
income  and  crop  loss;  and  to  replace  Federal  Crop  Insurance  by  1988. 

The  plan  would  be  funded  by  a  $10.00  per  acre  assessment  on  all  row  crop  land. 
Farmers  would  own  and  manage  the  insurance  operation.  Annual  review  <tf  policy 
would  be  required. 
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Hearings  on  this  idea  should  be  held  with  imput  from  all  farm  groups.  Details 
should  be  worked  out  by  these  groups  and  agreed  to  before  Congress  writes  the  leg- 
islation. 

Our  second  idea  for  condideration  is  "creating  a  price  recovery  system  that  will 
gamer  from  the  market  place  a  profit  to  the  farmer. 

Mr.  Chairman— this  one  is  a  son-of-a-gun.  But  try,  we  must! 

In  order  to  accomplish  the  above  stated  goal,  we  recommend  enabling  legislation 
by  the  Congress  that  would  establish  a  producer  owned  and  controlled  marketing 
board  for  each  commodity. 

We  want  to  stress  producer  owned  and  operated-not  government. 

Let  me  share  with  you  some  of  the  reasons  we  make  this  suggestion:  We  owe  $216 
billion  dollars;  we  are  drawing  too  heavily  on  the  Federal  Treasury;  our  present 
policies  are  not  working;  and  every  farmer  in  America  wants  a  price  that  will  pay 
his  bills. 

Historically,  in  other  coimtries,  marketing  boards  have  been  established  following 
periods  of  depressed  and  uncertcdn  agricultural  prices.  Producer  discontent  with  the 
structure  and  functioning  of  the  agricultural  marketing  system  resulted  in  the  es- 
t£di)lishment  of  marketing  boards. 

We  believe  marketing  boards  would  give  to  the  American  farmer  that  missing  ele- 
ment of  management  that  has  always  eluded  him — namely— management  of  price 
and  supply. 

Management  of  this  type  is  needed  to  convert  the  disorganized  resources  of  the 
farmer  into  a  useful  enterprise.  This  doctrine  is  accepted  and  practiced  by  all  suc- 
cessful business  enterprises. 

We  believe  this  marketing  tool  would  be  a  dynamic  force  that  in  its  functional 
intent  would  not  only  be  beneficial  to  the  farmer,  but  also  would  make  an  overrid- 
ing soci£d  contribution  to  the  entire  nation. 

We  envision  this  board  being  structured  to  establish  these  principals:  Eliminate 
the  $50,000  limitation;  permit  markets  (futures  and  spot)  to  continue  unabated;  mer- 
chants and  exporters  would  continue  in  their  present  role;  the  entire  cotton  indus- 
try would  work  together  in  establishing  production  gocds;  annual  review  of  policies 
to  amend  or  correct  if  necessary;  81^  t£urget  price  staying  intact;  elimination  of  defi- 
ciency •  pa3rments  on  domestic  sales;  and  continuation  of  deficiency  pa3rments  on 
export  sales. 

We  envision  reducing  treasury  expenditures  by  45  to  50  percent  of  present  costs. 

We  believe  we  could  reestablish  our  exports  markets  if  not  enhance  them. 

Mr.  Chairman,  we  realize  that  what  we  are  suggesting  is  a  significant  departure 
from  current  and  past  policies. 

We  also  realize  that  you  will  have  to  obtain  producers'  approval,  perhaps  through 
a  referendum  before  legislation  is  written.  We  request  that  your  staff,  as  we  say,  put 
a  pencil  to  this  idea.  If  it  is  found  to  be  feasible,  then  we  could  proceed. 

Perhaps  a  pilot  project  of  this  nature  could  save  our  beloved  industry. 


Statebient  of  Joe  Sanner,  Arkansas  Delegate,  ABfERiCAN  Agriculture 

Movement,  Inc. 

Grentlemen,  it  is  a  pleasure  to  appear  before  you  today  representing  the  American 
Agriculture  Movement  to  discuss  the  1985  farm  biU  as  it  pertains  to  cotton. 

As  we  look  at  future  agriculture  legislation,  we  should  review  our  mistakes  of  the 
past  in  order  that  we  do  not  repeat  them. 

In  general,  the  1981  farm  bill  has  been  too  expensive  to  government,  and  ironical- 
ly, has  not  provided  the  farmer  any  protection.  This  is  evident  by  the  ever  increas- 
ing number  of  farm  foreclosures  and  bank  failures.  The  present  program  has  failed 
to  bring  supply  in  line  with  demand  for  three  reasons.  First,  the  voluntary  acreage 
reduction  provision  allowed  a  farmer  to  stay  out  of  the  program  in  hopes  that 
enough  of  his  neighbors  would  participate  to  get  the  price  up  on  his  fence  row-to- 
fence  row  production.  Second,  the  base  acreage  has  not  been  frozen,  thus  allowing  a 
farmer  to  place  his  farm  that  had  an  established  base  in  the  program  and  lease  an- 
other farm  with  no  base  and  build  one.  This  was  pennv  wise  and  poimd  foolish.  One 
cannot  have  his  cake  and  eat  it,  too.  Third,  the  $50,000  limitation  of  payments  has 
kept  the  larger  producer  out  of  the  program.  With  20%  of  the  farmers  controlling 
80%  of  the  production,  it  can  be  seen  that  we  can  have  the  mtgority  of  farmers  in 
the  program  and  still  have  the  mtgority  of  the  acreage  outside. 

The  '85  farm  bill  must  put  a  profit  back  in  agricmture.  It  must  have  an  incentive 
so  that  all  producers  will  participate  and  must  reduce  government  exposure.  With 
these  thougnts  in  mind,  the  AAM  recommends: 
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1.  C.C.C.  loan  rates  set  at  70%  of  parity  for  all  basic  commodities,  indudiiig 
cotton,  with  a  2%  increase  annually.  This  would  bring  the  loan  rate  to  90%  o^ 
parity  by  1996  and  would  remain  there  until  the  year  2000.  The  70%  of  parity  is  fbe 
approximate  average  cost  of  production,  including  land  use  and  return  to  manage- 
ment. This  would  presently  be  86^  per  poimd  under  the  parity  formula  which  ia 
what  the  target  price  would  have  been,  had  target  prices  not  have  been  frosen  at 
the  1984  level. 

2.  Supply  management  should  be  accomplished  by  a  mandatory  program  thmi^ 
referendum  by  farm  operators  with  quantity  controls  (bushels,  bales,  pounds,  ete-X 
in  addition  to  a  10%  acreage  reduction.  Production  quotas  shall  be  established  ac- 
cording to  inventory  stocks. 

The  leeulership  of  the  AAM  has  had  hundreds  of  meetings  in  34  states  in  recent 
months.  We  believe  that  a  referendum  would  pass,  but  shoiild  it  not,  we  then  would 
recommend  that  once  a  farmer  got  out  of  the  program,  he  would  have  to  oomiilj 
with  the  acreage  reduction  program  one  year  before  he  would  be  eli^^le  for  the 
loan  rate  the  next  year.  We  must  have  enough  teeth  in  the  farm  bill  so  that  a 
person  will  think  twice  or  be  afraid  to  get  out  of  the  program. 

3.  The  terms  of  the  non-recourse  C.C.C.  loans  shall  be  a  minimum  of  36  monthib 
This  will  give  the  Secretary  of  Agriculture  time  to  adjust  ending  inventory  stocks  to 
the  desired  levels  so  that  the  government  will  not  have  to  take  title  to  the  comiiiodi- 
ty. 

According  to  the  Food  and  Agricultural  Policy  Research  Institute,  the  parity  con- 
cept provides  the  least  amount  of  direct  government  payments  than  any  program 
proposed  thus  far.  It  would  cost  government  $4.4  billion  the  first  year  to  briog 
supply  in  balance  with  demand,  after  that,  the  direct  government  pajrment  would  be 
zero. 

4.  Last  year  we  imported  approximately  3  million  bales  of  cotton  in  textiles,  2.2 
million  bales  of  which  was  not  U.  S.  cotton.  In  the  last  five  years,  we  have  had  ap- 
proximately 250  textile  plants  to  close  and  lost  approximately  300,000  jobs  due  to 
these  imports.  It  has  been  estimated  that  by  the  early  1990's  we  will  have  lost  our 
entire  domestic  textile  industry.  When  other  nations  use  import  tarifis  and  export 
subsidies,  it  is  considered  good  business,  but  if  we  suggest  this,  they  scream,  "PMe^ 
tionism".  It  is  time  we  put  American  first  and  stopped  these  imports.  This  the  AAM 
recommends. 

5.  Normally,  we  export  50%  to  60%  of  our  cotton  production,  so  therefore,  we 
need  to  maintain  our  export  market.  Why  do  foreign  countries  trade  with  u^  Not 
because  we  are  good  people.  In  the  eyes  of  the  rest  of  the  world,  we  are  the  big,  fiit» 
ugly  Americans.  The  three  reasons  are:  (favorable  balance  of  trade)  they  can  and  do 
sell  us  more  manufactured  goods  than  they  buy  raw  materials;  they  cannot  get  it 
anywhere  else;  and  we  will  extend  credit  when  the  other  cotton  exporting  "^^tiwis 
won't  or  can  not  because  most  are  third  world  nations.  The  idea  that  th^  only  bof 
from  us  because  it  is  cheaper  has  been  overplayed. 

Every  other  cotton  exporting  nation  either  subsidizes  imput  cost  to  the  former 
(fertilizer,  chemicals,  irrigation  water,  etc.)  or  exports.  They  can  undersell  us  aqj 
time  they  want  to.  China  has  gone  from  10  to  25  million  bales  production  in  four 
years.  They  did  this  by  implementing  a  modified  free  enterprise  system  (a  quota 
with  excess  production  going  to  the  farmer)  with  fertilizer  and  irrigation  water  ftv- 
nished  by  the  government  at  no  cost.  It  has  been  reported  that  in  1984  th^  used  an 
average  of  1361  pounds  of  fertilizer  and  every  acre  was  irrigated. 

In  order  to  be  competitive  in  world  markets,  we  recommend  the  use  of  i 
export  PIK,  adequate  credit,  interest  buy  down,  P.L.  480,  etc.  These  should  i 
subsidies  used  by  foreign  governments,  whether  they  are  direct  or  hidden. 

We  are  seeing  many  corporations  enter  agriculture  because  of  our  tax  structure 
Because  of  this,  there  should  be  a  maximum  write-off  of  $20,000  for  noD'^Bnil 
income  through  tax  loss  farming. 

Grentlemen,  there  are  many  variables  such  as  the  high  valued  dollar,  weather,  e» 
ports,  imports,  etc.  which  affect  the  ending  inventory  stocks  and  thus  ultimately  de^ 
termien  price  and  profit,  which  we  must  have.  If  we  are  ever  going  to  correct  our 
deficit  and  balance  our  budget,  we  must  make  farmers  taxpayers  again,  rather  than 
welfare  recipients.  We  of  the  AAM  believe  that  we  have  outlined  a  program  wliidi 
does  address  these  issues  and  believe  it  worthy  of  your  consideration. 

I  thank  you  and  will  be  glad  to  answer  any  questions  you  may  have. 
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